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The President
The White House
1600 Pennsylvania Avenue, NW
Washington, DC 20500-0001
Dear Mr. President:
It is our honor to submit to you the final report of the President’s Commission on the United States Postal
Service. Much has changed since the nation last revisited its mail system in 1970, most notably the rise of
the Internet as a faster and more affordable communications alternative. We appreciate the opportunity to
work with the Postal Service and the entire postal community to strengthen this vital institution at a pivotal
moment in its history.
In appointing this Commission, you recognized that the Postal Service faces significant challenges to its fiscal
health due largely to an outdated and inflexible business model amid a rapidly changing postal landscape.
Having explored in detail the many challenges and opportunities before the Postal Service, the Commission
wholeheartedly shares your concerns. However, we are decidedly optimistic about the future of this unique
and venerable American institution.
We believe that the Postal Service has an extraordinary opportunity to usher in an exciting new era of greater
efficiency and rising value to the mailing public. As a result, while the sustainability of the Postal Service’s
current business model is in serious doubt, with bold leadership today, the future of universal postal service
can most certainly be secured.
Our recommendations aim to tailor the Postal Service to the modern mail needs of the country and focus the
institution on “best execution” in all aspects of its operations. It is our hope that a revitalized 21st century
Postal Service—one that makes best use of every resource it has and takes full advantage of private-sector
partnerships and new technologies—can serve as a prime example of how to enhance the quality and costeffectiveness of operations throughout the Federal government.
Finally, Mr. President, we are not only proud of this report for the scope and ambition of its recommendations, but also for the process that produced it. Numerous public meetings were held across the country.
The Commission heard and read statements from hundreds of postal employees, customers, partners, and
experts. At every turn, we encouraged and received an open and frank exchange of ideas and opinions. This
report was substantially enriched for this broad participation. If the widespread public commitment to
making this a constructive process is any indication, then the future of the Postal Service and the mail will
indeed be bright.
Sincerely,

James A. Johnson
Co-Chair
Attachment

Harry J. Pearce
Co-Chair
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Foreword

The Commission is honored to have been asked by President George W. Bush to gather
the opinions of postal experts, customers, partners, competitors, and employees and
craft a vision “to ensure the efficient operation of the United States Postal Service while
minimizing the financial exposure of the American taxpayers.” While the challenges
before the Postal Service are substantial, so are the abundant opportunities that exist
today to enhance both the value of the mail and the institution that delivers it. If the
nation embraces an ambitious modernization, then the Commission is very confident
that the Postal Service can continue its 225-year tradition of innovation and adaptation
to remain a valued and relevant enterprise to the nation it exists to serve.
In making these recommendations, however, the Commission wishes to note that,
particularly in today’s technology-driven world, the future has a way of surprising us all.
In 1968, the last Presidential Commission on the U.S. Postal Service made important
strides in the delivery of the nation’s mail. While it urged greater use of technology to
automate the largely manual processes of the Postal Service at the time, that Commission could not have foreseen the coming Internet revolution and its dramatic impact on
traditional mail volumes, which so profoundly make the case for ambitious new reforms
today.
Similar breakthroughs certainly could change the fundamentals underlying the assumptions made in this report. For this reason, the Commission did not set out to define a
Postal Service for the new millennium. Rather, it set a more modest 15-20 year horizon.
Additionally, many of the recommendations included in this report aim to build more
flexibility into the Postal Service, so key aspects of the institution—from the scope of
the postal monopoly to the size of the postal network itself—are not set in stone, but
rather are managed in a dynamic way that is more capable of succesfully adapting to
change in a timely fashion.
The long-term fate of the Postal Service and hard copy correspondence in the Information Age is impossible to see clearly from today’s vantage point. Projecting future mail
volumes is an inexact science at best, particularly in the modern context where technologies change rapidly. The Commission believes, however, that Internet use is likely to
divert increasingly larger portions of the mail stream to the electronic format. The chart
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below illustrates the unprecedented near- and mid-term threat posed by technology
to the Postal Service’s bottom line under one possible scenario:

A Costly Status Quo: Projected Mail Volumes & Fiscal Health
(in millions)
Year

2002

2003

2007

2012

Mail Volume

202,822

202,200

208,900

201,500

181,700

Operating Revenue

$66,463

$68,868

$75,000

$81,000

$83,000

Operating Expenses

$67,139

$64,368

$74,000

$85,500

$91,500

($676)

$4,500

$1,000

($4,500)

($8,500)

($6,036)

($1,536)

$4,250

($6,700)

($47,500)

Net Income (Loss)
Cumulative Net
Income (Loss)

2017

Source: Mail volume and financial projections are based on the “Gradual Displacement Scenario,”
contained in “Two Scenarios for Future Mail Volumes, 2003-2017,” Greg Schmid, Institute
for the Future, May 2003 (prepared for the Commission). Assumptions reflected in the
projections include the following: operating revenues are based on rates adjusted annually at
CPI (2.5%); labor-related costs are increased annually by 3.5%; non-labor costs are increased
annually by 2%; and operating expenses have been adjusted to reflect volume variances.

These projections reflect independent analysis performed for the Commission. They
incorporate the projected savings anticipated by the Postal Service’s own reforms
already underway. This forecast also assumes that postage rates will continue to
adjust with inflation, as they have for the past 30 years. Even with these revenuepositive factors, the 15-year outlook for the Postal Service remains grim and makes a
powerful case for a far more ambitious overhaul of the nation’s postal system.
The specific numbers cited above are, of course, speculative. But the trends they
foresee are sobering and credible: The traditional mail stream will likely continue to
migrate to cheaper Internet-based alternatives. Largely as a result, the Postal Service
will increasingly find it difficult to meet its “break-even” mandate (i.e. charging just
enough for postage and other services to cover expenses). And, even if postage rates
continue to adjust for inflation, the Postal Service, over the next 15 years, is likely to
run substantial deficits. Equally discouraging, these obligations would pile on top of
the Postal Service’s $92 billion in current debt and other unfunded obligations.
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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. Clearly, the
public interest is better served by a strategy that aims instead to root out the substantial inefficiencies and other unnecessary costs apparent throughout the institution
today in order to produce a far more efficient and capable 21st century Postal Service.
Toward this end, it is the Commission’s emphatic view that an incremental approach
to Postal Service reform will yield too little too late given the enterprise’s bleak fiscal
outlook, the depth of current debt and unfunded obligations, the downward trend in
First-Class Mail volumes and the limited potential of its legacy postal network that
was built for a bygone era.
The American people deserve the most capable and efficient Postal Service that
modern techniques and “best execution” strategies can make possible. With strong
management and employee performance, sound partnerships and sophisticated
technologies, the Commission is confident that the Postal Service can dramatically
reduce its costs and stabilize its bottom line. The Commission also firmly believes
that e-mail, despite its significant inroads, does not spell the end of the traditional
mail system—at least on the horizon of our report. Thus, the biggest threat today is
being too timid in the area of postal modernization and gambling with the future of
affordable, universal mail service, in the process.
Already, important progress has been made by Congress and by the Postal Service
itself. This report aims to accelerate and elevate the pace and direction of these
changes. In doing so, it is the Commission’s hope that these recommendations can
ensure a strong future for universal postal service and, perhaps by doing so, encourage
other Federal agencies to refocus on their core value, rethink how they do business,
and reshape public service in the process.
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Executive Summary

Universal postal service remains vital to the nation and its economy at the dawn of
the 21st century. Unfortunately, the institution that delivers it is in significant
jeopardy. Buffeted by the mounting costs of an inefficient delivery network and the
popularity of electronic mail, the Postal Service has more than $90 billion in debts
and unfunded obligations and an unstable financial outlook. Absent fundamental
reforms, the risk of a significant taxpayer bailout or dramatic postage rate increases
looms large.
As a result, the nation must make a defining choice about the future of its Postal
Service: It can prepare to pay—either on tax day or at the post office—for increasingly dated and costly mail service. Or, it can permit an ambitious modernization
that embraces proven business strategies, private-sector partnerships and new technologies to rein in costs aggressively and improve service.
To continue the nation’s commitment to affordable universal postal service, President
Bush last year formed the President’s Commission on the U.S. Postal Service “to
ensure the efficient operation of the United States Postal Service while minimizing
the financial exposure of the American taxpayers.” It is no small task considering the
size and unique nature of the institution. The Postal Service is a $67-billion organization, the 11th largest U.S. enterprise by revenue, the second biggest employer in the
nation, and the hub of a thriving domestic mailing industry. It also has a rare charter
for a Federal institution—to operate like a business, financing its operations through
“break-even” sales rather than Congressional appropriations.
The laws governing the Postal Service have not been substantially revised in more
than 30 years. These rules were written well before the Internet offered a cheaper,
faster form of correspondence and far in advance of the Information Revolution’s
profound leaps in technology-driven opportunities to reduce costs. Now is the time
to revisit these rules and modernize the Postal Service to not only preserve its future,
but also to enhance its service to all Americans.
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Universal Postal Service Is at Risk
First-Class Mail volumes appear to be on the brink of long-term decline as more
Americans take advantage of cheaper electronic alternatives. The rates of growth for
First-Class Mail and Standard Mail, that together generate more than 75% of all
postal revenues, have been in long-term decline since the 1980s. Electronic diversion
threatens to accelerate this trend significantly. Unless Postal Service expenses can be
similarly reduced, it is questionable whether affordable universal mail service via a
self-financing public institution is sustainable.
With its debt reaching destabilizing levels and its traditional revenue streams in
retreat, the Postal Service’s transformational efforts and long-term outlook were
placed on the U.S. General Accounting Office’s “high-risk list” in 2001. At the
request of Congress, the Postal Service began developing its Transformation Plan to
adapt to the future. Since the Plan’s release in April of 2002, the Postal Service has
reduced its workforce by more than 40,000 career positions and will deliver $2.5
billion in annual cost savings by September 30, 2003. However, even with this
substantial progress, it is quite possible that the Postal Service will experience significant (and rapidly ballooning) deficits within just a few years’ time, even if stamp
prices continue to rise with inflation. This prospect points to the urgent need for a
far more sweeping set of reforms.
Even if the Postal Service were not in financial jeopardy, however, the inefficiency of
its operations and legacy network today causes billions of dollars in unnecessary costs
that should be eliminated rather than passed on to ratepayers. Far more emphasis
must be placed on restoring fiscal stability not by ratcheting up rates or scaling back
service, but by aggressively rooting out inefficiencies throughout the Postal Service.
Unfortunately, a cumbersome regulatory and rate-setting model, the entrenched cost
of an aging infrastructure, inflexible work arrangements, and other significant
obstacles clutter the path to a fundamental overhaul
of the Postal Service. As a result, the institution
urgently requires broader flexibility to adjust to
increasingly dynamic markets and to pursue new
strategies to bring revenues and expenditures into
balance without sacrificing quality of service and the
ability to meet the nation’s evolving postal needs. In
short, the Postal Service needs a new business model
for the modern world and the changing postal needs
of the nation.

Source: USPS.
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The Postal Service Should Remain a Public Institution
The Commission believes that the Postal Service should remain an independent
entity within the executive branch of the Federal government with a unique charter
to operate as a self-sustaining commercial enterprise. Some have suggested that for
the Postal Service to best act like a business, perhaps it should become a business. The
Commission believes an abrupt privatization of the Postal Service is far too risky and
would unnecessarily destabilize universal mail service.
The Postal Service delivers more than 200 billion pieces of mail per year across the
vast geographic expanse of the United States. Privatization of a commercial entity the
size of the Postal Service could seriously disrupt both mail service and the private
postal marketplace. It is highly unlikely that the private sector, acting alone, could
provide the universal mail services we have come to expect from the Postal Service.
For the Postal Service itself, privatization would likely involve a decade or more of
wrenching organizational changes that could undercut the stability and continuity
that are the hallmark of public postal service. Thus, the Commission believes that
the preferred strategy is a more evolutionary approach, under which the Postal Service
is maintained as a public entity, but refocused and reorganized to
enhance its efficiency and adaptability in the face of an uncertain,
and ultimately more competitive, future.

Source: USPS.
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Postal Monopoly Should be Clarified and Narrowed
Over Time
Once the conclusion has been reached that the Postal Service should remain a public
institution, an urgent need arises to modernize and clarify the mechanism that
finances its operations—the postal monopoly.
A great deal of confusion exists today, even at the Postal Service, about the true extent
of its scope. This confusion is understandable considering much of the nation’s
postal monopoly law dates back to 17th century England and is virtually untranslatable in the modern environment.
The Commission recommends that an independent Postal Regulatory Board be
established to provide broad public-policy oversight of the Postal Service. Among its
tasks should be translating the monopoly’s musty definition into straightforward,
modern language that reflects the postal monopoly as the nation relies on it today.
Specifically, the Commission proposes that the boundary lines be clearly and narrowly drawn by weight and by price (to permit private express carriers to handle mail
of less than 12 ounces, so long as they charge at least six times the price of a FirstClass stamp).
While a postal monopoly remains essential to the reliable, affordable provision of
universal postal service today, the Commission acknowledges that this may not
always be the case. As such, it recommends authorizing the independent Postal
Regulatory Board to periodically review the scope of the monopoly with an eye
toward narrowing it over time, so long as a greater reliance on a thriving private
postal marketplace can occur without sacrificing universal, affordable access to
essential postal services.
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The Postal Service Should Focus on its Core Value: Universal
Mail Service
Delivering high-quality service in an era of stagnant mail volumes will require the Postal
Service to recognize that as demand for its services contracts, so, too, should the institution. To do so without sacrificing essential services, however, will require the Postal
Service to focus on its core value: the reliable, affordable delivery of the mail to every
American home and business.
While the Postal Service in recent years has explored an array of new revenue streams far
afield of what most Americans consider “postal services,” the Commission recommends
that the Postal Service be restricted to products and services related to the delivery of
letters, newspapers, magazines, advertising mail, and parcels. More broadly, the Commission recommends that the mission of the Postal Service be “to provide high-quality,
essential postal services to all persons and communities by the most cost-effective and
efficient means possible at affordable and, where appropriate, uniform rates.” This
definition focuses the organization on universal service. It makes cost-effectiveness an
explicit obligation. It asserts that affordable rates do not come at the expense of service,
and it opens the door to greater involvement of the private sector in the delivery of the
nation’s mail.
The Commission strongly endorses the basic features of universal mail service today—
affordable rates, six-day delivery, and convenient community access to retail postal
services. However, in such a rapidly changing mail environment, the Commission
cautions against building rigidities into the system. Instead it proposes that a mechanism be put in place to permit some flexibility over the scope of the universal service
obligation in the future. This can be achieved by authorizing the independent Postal
Regulatory Board to periodically review the universal service obligation as the nation’s
reliance on its mail system continues to evolve.
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The Postal Service Should be Guided by Best Business Leaders,
Practices
If the Postal Service were a private endeavor, it would rank eleventh on the Fortune 500
list of the largest corporations in the United States based on revenues. It is the second
largest employer of Americans today. Through its vast national delivery network, it
connects virtually every American home and business. Given its importance to the
country and its businesslike mandate, the Postal Service should have the best corporate
leadership available today and an unwavering commitment to best execution in every
aspect of its operations.
Both the Postal Service and its customers would benefit greatly from the creation of a
strong, independent, and experienced Board of Directors of a stature that truly reflects
the size and significance of the Postal Service’s work. This Board would apply the best
practices of the business world and would attract members with the talent and skills
necessary to transform the Postal Service into a world-class service business. The Board’s
overriding mission would be guiding the Postal Service to a standard of excellence that
consistently rivals the private sector in both productivity and quality of service. The
Board also would be responsible for holding management accountable for performance
and for ensuring that Congress and the American people are fully informed of the
institution’s fiscal health.
To ensure that the Board is most capable of fulfilling its duties, the Commission recommends a new structure and scope of responsibilities, modeled after the most successful
corporate boards in America (detailed in Chapter 3). This would help ensure that the
Board operates in the most efficient and productive manner possible, is safely distanced
from undue political influence and has the depth and diversity of skills necessary to
guide the Postal Service to a higher level of operations and a more stable long-term fiscal
outlook.
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The Postal Service Requires Broader, Constructive Oversight
The Commission proposes transforming the narrowly focused Postal Rate Commission
(“PRC”) into an independent Postal Regulatory Board with broad authority to safeguard the public interest without micromanaging day-to-day postal operations.
Rather than a sole focus on rate-setting and mail classifications, the Postal Regulatory
Board would be tasked with broad public-policy oversight, including: ensuring financial
transparency; guarding against the cross-subsidization of competitive products; reviewing the scope of the postal monopoly; limiting the prices charged for non-competitive
products; overseeing the scope of the universal service obligation; reviewing worksharing
and other discounts; reviewing changes to service standards that may have a substantial
and negative national impact; and ensuring the Postal Service meets its statutory
obligation to compensate its employees at a level comparable to (but not exceeding) the
private sector.
The Commission envisions a Postal Regulatory Board that is an independent establishment of the executive branch of the U.S. government and is composed of three individuals of significant stature, appointed by the President of the United States and
confirmed by the Senate.
Once assembled, the Postal Regulatory Board should move quickly to improve the ratesetting process for both postal customers and managers. The current process is far too
cumbersome and time-consuming, with rate changes taking as long as 18 months, an
impossible situation for an institution charged with the responsibility of acting in a
businesslike manner.
As an alternative to the current process, the Commission proposes the establishment of
a rate-ceiling mechanism that would allow prices for non-competitive products to be
adjusted upward within strict limits, subject to an after-the-fact review by the Postal
Regulatory Board. Specifically, the Commission proposes setting the ceilings below
inflation, thereby restricting revenue growth
Pricing Cycle
to motivate the Postal Service to pursue a far
higher standard of efficiency.
UNITED STATES

P O S TA L S E R V I C E

A well-designed rate ceiling could produce a
Postal Service much more aligned with the
interests of ratepayers, who would prefer that
the Postal Service aggressively tackle unnecessary costs before asking them to pay more for
stamps. However, designing this mechanism
is an intricate undertaking. Fortunately,
recent legislation signed into law by President
Bush strongly discourages the Postal Service
from increasing rates before 2006, providing
ample time for the Postal Regulatory Board
to fine-tune a workable rate-ceiling mechanism.

Five Months
Preparation
Ten Months
Rate Case Litigation

Three
Months
Governors’ Consideration
Implementation
Source: USPS.
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The Nation Should Overhaul Its 1950s Era Postal Network
Few dispute the fact that the postal network as it exists today is far too sprawling and
cumbersome for the nation’s needs. Fortunately, through the strategic deployment of
new technologies, partnerships with the private sector and appropriate cost-reduction
strategies, the Postal Service has significant opportunities to grow smaller and stronger—upholding and advancing the nation’s commitment to universal service without
overburdening ratepayers. Achieving this vision will take flexibility on the part of all
who have an interest in the Postal Service’s success — customers and employees, partners and politicians.
The Postal Service deserves praise for its recent efforts to create a sound analytical basis
for redesigning the postal network. Accelerating these efforts, as the Commission
recommends, involves permitting a whole-scale realignment with full public participation but also free from undue external intervention.
Toward that end, the Commission envisions an independent process, much like that
governing military base closures in the 1990s, for consolidating and closing back-end
processing and distribution facilities. Additionally, the Postal Service should carefully
study and contemplate end-to-end standardization of the postal network to reduce the
uneven nature of many postal processes and facilities that combine to create wide
variances in productivity levels among facilities, adding up to billions of dollars in
unnecessary costs.
The Commission has also examined the Postal Service’s network of 38,000 post offices.
In the Commission’s view, “low-activity” post offices that continue to be necessary for
the fulfillment of the Postal Service’s universal service obligation should not be closed,
even if they operate at a substantial economic loss. In circumstances where universal
service is protected, the Postal Service should have the flexibility to dispose of “lowactivity” post offices with appropriate community involvement.
In addition, the Commission strongly recommends that the private sector become more
involved in the delivery of the nation’s mail. Most Americans are unaware of the extent
to which private companies already play key roles throughout the postal network—
handling, for example, most long-haul air transport and performing certain processing,
distribution, and shipping functions. The Postal Service is also a global pioneer in
innovative worksharing partnerships with some of its most active customers. Where
additional partnerships advance service and reduce costs, the Postal Service should
embrace them and recognize their ultimate value to the customers it serves.
This report also identifies a number of additional areas where the adoption of innovative
private-sector strategies could likely deliver significant additional savings, particularly in
the areas of procurement reform and more active management of the Postal Service’s
substantial real estate portfolio. In virtually every aspect of its operations today, the
Postal Service has ample opportunities to adopt innovative approaches, learn from the
successes of the business world, and deliver significant cost savings to the American
people. As a public institution, the Postal Service is duty-bound to aggressively pursue
them all.
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Encouraging a Culture of Excellence in the Postal Workforce
Few of the reforms outlined in this report are possible without the support and contributions of the Postal Service’s most mission-critical asset: its workforce.
The Postal Service employs approximately 843,000 people, making it the second largest
workforce in the U.S. Its jobs are highly coveted. As of July 2001, the Postal Service
had a backlog of some 400,000 job applicants and virtually no turnover. Contributing
to the Postal Service’s ability to recruit and retain employees is the special status within
the Federal government of postal workers, who enjoy the right to collectively bargain.
The Postal Service is also required by statute to compensate employees at a level comparable to the private sector. In addition, postal employees have among the most attractive
benefits packages in the nation.
The Commission strongly supports the right of postal workers to collectively bargain
and to be compensated at a level comparable to that of the private sector. For an
institution tasked with operating like a business, both of these tools are essential to maintaining a world-class workforce capable of
delivering the 21st century Postal Service
envisioned by this report.
Critical to this effort, however, is the ability of
management and labor to work constructively
together to determine the right size of the
postal workforce and to ensure appropriate
flexibilities in its deployment. Both are
significant issues. More than $3 out of every
$4 in Postal Service revenues go to cover the
costs of current and retired postal employees.
Of the approximately $92 billion in debt and
unfunded obligations the Postal Service is
struggling with today, more than $48 billion is
due to the costs of retiree health benefits alone.

Source: USPS.

Far more than individual benefits, the size of the workforce determines the costs of the
workforce. Therefore, getting the right size workforce is the critical issue when it comes
to controlling the costs of the workforce and upholding the Postal Service’s ability to
compensate its employees in a manner competitive with the private sector. Fortunately,
there is a significant attrition opportunity, with some 47% of current career employees
eligible for regular retirement by 2010 that can help guide the rightsizing of the
workforce in the least disruptive manner possible.
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Beyond the size of the workforce, the ability to deploy workers in the most efficient
manner possible and create a culture of excellence are essential. Achieving a more
positive and productive climate will require a number of steps.
First, Postal Service management must repair its strained relationship with employees,
manifested in the high number of grievances filed and appealed and the frequency of
contract negotiations proceeding to protracted arbitration.
Second, management and employee unions must have a more constructive collective
bargaining mechanism to work together to bring expenses and revenues into alignment
(detailed in Chapter 6). This includes being able to negotiate wages and benefits. It
also entails authorizing the Postal Regulatory Board to develop a fair and impartial
mechanism for ensuring total compensation is comparable to the private sector, but
does not exceed that generous standard.
Third, the Postal Service must build an incentive-based culture that encourages excellence by developing a pay-for-performance program that rewards all employees for
contributing to the success of Postal Service reform.
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Information Technology Can Deliver the Future of Mail Today
While many of the challenges before the Postal Service are technological in nature, these
same technologies also present substantial opportunities to deliver the nation’s mail more
efficiently and in a way that markedly increases its value.
By placing a unique barcode on every piece of mail and investing in technologies
throughout the postal network that can put that information to use to enhance customer service and reduce costs, the Postal Service can begin building a truly digital
network that links postal facilities, vehicles, partners and employees not only to each
other, but also via the Internet to customers and to the mail itself.
By applying the sophistication of the electronic world to the physical mail, the Postal
Service can develop a new postal proposition for the 21st century, known as Intelligent
Mail, and make its advantages available to all customers. Intelligent Mail could allow
the Postal Service to permit mail-tracking and other in-demand services via a robust
website that ultimately becomes the equivalent of an always open, full service post
office. Intelligent mail also can significantly improve mail security through enhanced
traceability, and could lead to substantial savings through sophisticated, real-time
logistics management. Adopting this system will lead to the development of “personalized” stamps that digitally embed basic information (such as the sender, the class of
mail, and the destination) to enable a highly automated and efficient journey. This
advance also could allow customers to design their own stamps, perhaps adding a family
photo or small business logo.
While the technology needed to make this vision a reality will require significant
investment, the Commission is confident that the resulting efficiency and revenue gains,
as well as service improvements, will deliver the necessary returns to the Postal Service
and its customers, if successfully executed.

A next generation barcode (wavy lines) encodes data in a color
field that includes postage value, date, and serial number (shown
underneath as text), and is spread throughout the color field.
Source: Escher Group

xvii

The Postal Service Customer Experience Will Advance
Significantly
The reforms included in this report aim not only to stabilize the Postal Service, but to
revolutionize its customer service. While how the Postal Service conducts its business
will change dramatically (and for the better), from the customer’s perspective, service
will be significantly enhanced. From mail tracking to personalized stamps to more
consistently cost-efficient and high-quality operations, the focus on customer service is
apparent throughout this report.
While an independent survey performed for the Commission found that most Americans are generally happy with their postal service, complaints typically revolved around
actually visiting a post office. To address the issue of inconvenient hours and waiting in
line, the Commission recommends expanding and accelerating efforts already underway
at the Postal Service to bring a wider array of services to customers in convenient
locations throughout their community–from grocery stores, to pharmacies, to cash
machines, and even into homes and businesses via a more robust and user friendly
Postal Service website.
This revolution in retail access would allow postal customers to avoid the greatest
inconvenience of a post office–having to make a special trip there. These alternative
venues would feature expanded hours of
service, including around the clock access at
sophisticated self-service kiosks that can
perform all the most popular functions of a
post office. This enhanced customer convenience is also a plus for the Postal Service’s
bottom line, since these more convenient
customer points of access are generally more
cost-effective than service delivered at the post
office itself.

Source: USPS.
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Conclusion
The Postal Service must be freed from unnecessary and outdated statutory constraints.
In turn, by cutting costs and better managing its assets, by increasing organizational
effectiveness and streamlining production and distribution facilities, by shaping more
effective private sector partnerships, by offering greater financial transparency, and by
rightsizing and rewarding the workforce for superior performance, the Postal Service can
enhance the value of the mail in the modern context and deliver a capable, sophisticated
and leading-edge 21st century national postal endeavor.
Ensuring a bright future for universal postal service will require bold choices and broad
national support. With it, the Postal Service can deliver the mail as never before and
offer an example to other Federal institutions about reducing costs while enhancing
their service to the nation.
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Chapter 1: Adapting to a New World:
Universal Mail Service at Risk

Introduction
For more than 225 years, the national post office has bound the country together and
advanced commerce by enabling the exchange of goods, ideas and information.
From the humble beginnings of 30 post offices spread across the American colonies,
today’s Postal Service has roughly $67 billion in annual revenues,1 making it the 11th
largest enterprise by revenue2 in the nation and the hub of a thriving domestic
mailing industry.
Without question, the Postal Service has made an extraordinary contribution to the
economic health and unity of the nation. But tough choices are required now in
order to overcome significant challenges to the institution’s continued ability to
ensure universal mail service at affordable rates. Like some private-sector delivery
services, the Postal Service today is suffering from weak mail volumes and rising labor
and infrastructure-related costs. In the third quarter of 2003, the Postal Service had a
revenue shortfall of nearly half of a billion dollars.3 In addition to these pressures,
significant debt loads, network inefficiencies and rigid statutes governing the
institution’s management are preventing the Postal Service from adequately adapting
to the fundamental market and technology changes underway, placing at risk its
ability to deliver the nation’s mail at affordable rates.
While many of these trends are exacerbated by a weak economy and other cyclical
factors, the most significant threat is not. To the contrary, it appears that the nation
is at the beginning of a long-term decline in First-Class Mail volumes as more and
more Americans take greater advantage of cheaper electronic communications
alternatives. In this new environment, unless Postal Service
operating expenses can be reduced correspondingly, it is
questionable whether affordable universal mail service via a
self-financing public institution is sustainable.
Fortunately, the Commission and many others, including the
Postal Service itself, have identified dozens of organizational
and policy changes which can ensure continued high-quality
and efficient delivery of the nation’s mail at affordable rates.
Taken together, they will produce nothing short of a fundamental transformation of the United States Postal Service.

Source: USPS.
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Postal Service Has Begun the Reform Process
The Bush Administration, the United States Congress, and the Postal Service are to
be commended for recognizing the need for and beginning the process of fundamental change. In its 2002 Transformation Plan, the Postal Service calls for the evolution
of the institution into a “Commercial Government Enterprise,” a more agile government entity that maintains its universal service duties, but also enjoys greater flexibility to operate in a more businesslike manner. This Plan was produced at the request
of the United States Senate, which grew concerned about the Postal Service’s longterm ability to fulfill its universal service obligation in the wake of a report by the
U.S. General Accounting Office (“GAO”) placing the Postal Service on its “high-risk
list.”4 GAO’s April 2001 report was, in turn, developed as a result of extensive
hearings in the U.S. House of Representatives on the need for postal modernization.

Spotlight
The Transformation Plan appropriately
identifies the core institutional challenge
facing the Postal Service: “a modern, selfsufficient postal system…requires new
flexibility to adjust networks and services
to modern conditions and to minimize
entrenched governmental rules and
expectations that carry with them costs
and inefficiencies.”

The Transformation Plan recognizes that revisiting the core elements
of the institution—from the postal monopoly, to governance and
regulatory structures, to workforce and infrastructure costs—is
essential to the Postal Service’s continued ability to deliver universal
postal service. The Plan also appropriately identifies the core institutional challenge: “a modern, self-sufficient postal system…requires
new flexibility to adjust networks and services to modern conditions
and to minimize entrenched governmental rules and expectations
that carry with them costs and inefficiencies.”

Since the Transformantion Plan’s release in April of 2002, the Postal
Service’s substantial workforce has been reduced by more than
40,000 career positions. By the end of September 2003, the Postal
Service expects to have captured $2.5 billion of the $5 billion in
annual cost savings it aims to attain by 2006. Despite this laudable
progress, overall growth in operating expenses outpaced growth in operating revenues
in fiscal years 2000 to 2002.5 So while these efforts are a critical down payment on
the enhanced productivity and fiscal discipline necessary, the Postal Service requires
reform on a far grander scale.
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Presidential Commission Tasked with Accelerating the
Transformation
In recent years, Congress has debated several proposals to make a modern, selfsufficient Postal Service a reality. But given the inevitable political pressures surrounding an agency with such a strong local presence and large employee base, no
comprehensive legislation reforming the Postal Service’s business model has been
enacted since 1970. To overcome these hurdles and restore the Postal Service to a
solid, stable footing, President Bush appointed this Commission to craft a vision “to
ensure the efficient operation of the United States Postal Service while minimizing
the financial exposure of the American taxpayers.”6
The Executive Order’s comprehensive mandate instructs the Commission to explore
the key questions that will determine the Postal Service’s role in the 21st century,
including:

• What flexibility should the Postal Service have to change prices, control costs,
and adjust service in response to financial, competitive or market pressures?

• Do rigidities in cost or service limit the efficiency of the postal system?
• How can universal mail delivery at affordable rates be sustained over the long
term in a way that will allow the Postal Service to cover its significant liabilities
with minimum exposure to the American taxpayer?

• Do postal monopoly restrictions continue to advance the public interest today
or do they now permit the Postal Service to compete unfairly with the private
sector?

• And, what is the most appropriate governance and oversight structure for the
Postal Service?
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The Case for Change
A number of trends are driving the need for such a sweeping exploration of the Postal
Service’s role and operations in the 21st century. Chief among them is the fact that
the rising cost of operating the Postal Service is on a collision course with declining
mail volumes. The rates of growth for First-Class Mail and Standard Mail, the twin
engines of Postal Service cash flow that together generate more than 75% of all postal
revenues,7 have been in long-term decline since the 1980s.8 Looking ahead, electronic diversion of First-Class Mail threatens to accelerate this decline significantly.
At the same time, a cumbersome regulatory and rate-setting model, the entrenched
cost of an aging infrastructure and inflexible work arrangements make difficult the
ambitious overhaul of the Postal Service that is needed today.
There are three ways the Postal Service can adapt to declining mail volumes: by 1)
aggressively reducing costs, 2) expanding revenues, or 3) undertaking a combination
of both strategies. While some potential exists to increase revenues, particularly in
the area of Intelligent Mail (see Chapter 7), a significant portion of the Postal
Service’s fiscal stabilization must come from reduced costs through the modernization
of every element of its operations, service delivery and asset management. This
reality is magnified by the Postal Service’s sizable debts and ongoing obligations.
Despite numerous rate increases and efforts to reduce costs through attrition-led
downsizing and investment in automation, the expense of the Postal Service’s legacy
networks and large employee base are expected to outpace the growth in its operating
revenue. This trend threatens to increase the debt load being carried by the Postal
Service and provides no cushion to address a retiree health benefit obligation of
Exhibit 1-1.
approximately $48 billion, an unfunded
workers’ compensation liability of
Liabilities and Obligations (in Millions)
approximately $6.5 billion, an un2001
2002
May 16, 2003
funded pension liability of $5.8 billion,
Debt to U.S. Treasury
$11,315
$11,115
$7,275
and more than $7 billion owed the U.S.
CSRS Deferred Pension Liability
$32,023
$32,231
$5,824
Treasury. Each of these factors presents
Other Liabilities (e.g., workers’
an enormous challenge to the Postal
compensation, accrued leave)
$18,079
$18,671
$19,934
Service. Together, they add up to a
Total Liabilities per USPS
Financial Statements
$61,417
$62,017
$33,988
pressing need for an ambitious modernization (see Exhibit 1-1).
Obligation for Retiree Health
Care Benefits
Minimum Payments on NonCancelable Operating Leases
Total Liabilities and Other
Obligations

Est. $46,400
$9,383

Est. $48,000 Est. $48,800
$9,604

Est. $9,750

Est. $117,200 Est. $119,621 Est. $92,538

Source: Debt to Treasury, CSRS Deferred Pension Liability and Other Liabilities
obtained from USPS annual and quarterly reports. Obligation for Retiree Health Care
Benefits derived from Congressional Budget Office letter to the Honorable Jim Nussle,
dated January 27, 2003. Minimum Payments on Non-Cancelable Operating Leases
obtained or derived from USPS Annual Reports.
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While it is true that the Postal Service anticipates ending Fiscal Year 2003 with a
significant surplus, this outcome is primarily the result of the most recent rate
increase and the effect of legislation, passed in April 2003, lowering the Postal
Service’s annual pension contribution to the Civil Service Retirement System.
Neither of these developments, however, is adequate to address the long-term outlook
of the Postal Service. According to independent, in-depth financial analyses performed for the Commission, even factoring in these developments, the Postal Service
is projected to run significant deficits within five years, adding to its already destabilizing debt load. Fundamental change is the only option that will deliver a highquality, financially stable Postal Service.
While the Postal Service is not in crisis today, it is under extraordinary pressure to
perform at a higher level. Rapidly changing economic, business and technological
realities are rendering its legacy business model and structure counterproductive to
the Postal Service’s ability to perform its most vital function: ensuring the universal
availability of reliable, affordable postal services. The institution today needs broader
flexibility to adjust to increasingly dynamic
Exhibit 1-2.
markets and to pursue new strategies to
bring revenues and expenditures into
balance without sacrificing quality of
Gradual Displacement of Mail Volume (billions)
service and the ability to meet the nation’s
2002
2007
2012
2017
evolving postal needs. In short, the Postal
Service needs a new business model for the
First Class
102.4
98.7
90.5
81.0
modern world and the changing postal
Priority
1.0
1.1
1.2
1.3
needs of the nation.
Periodicals
9.7
9.5
9.1
8.7
Standard Mail

87.2

97.1

98.2

88.1

Package Service

1.1

1.1

1.1

1.2

International

0.9

0.9

0.9

0.9

Other government

0.5

0.5

0.5

0.5

202.8

208.9

201.5

181.7

Total

Source: “Two Scenarios of Future Mail Volumes, 2003-2017,” Greg Schmid, Institute
for the Future, May 2003 (prepared for the Commission).
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Challenge #1: Electronic Diversion of Mail Changes Everything
In 2002, the volume of First-Class Mail (single-piece letters and bulk mail)—which
accounts for more than half of all Postal Service revenues—declined for the first time
in more than a quarter century.9 The next most lucrative category of mail—Standard
Mail—has experienced only anemic revenue growth in recent years.10 Detailed
projections produced for this Commission indicate that these trends likely mark the
beginning of a permanent shift of key correspondence to electronic format.
This trend alters the most basic assumptions of the Postal Service business model. It
poses a significant financial risk to ratepayers and taxpayers alike, should the Postal
Service prove unable to adapt to a sustained period of declining or stagnant mail
volumes. While the Commission, of course, cannot predict the pace or scope of this
decline, any discussion of the future of the Postal Service must take into account its
potential implications.

Exhibit 1-3.

UNITED STATES

Electronic substitution is the primary reason longterm First-Class Mail volumes are threatened. The
initial rise of the Internet, e-mail, instant messaging and other communications trends siphoned
away a large share of personal, one-to-one correspondence. As a result, First-Class single-piece
letters began to decline a full five years ago—
dropping steadily from 54.3 billion pieces in 1998
to 49.3 billion in 2002 (Exhibit 1-3).

First-Class Single Piece Letters

P O S TA L S E R V I C E

54.3
B

Billions of Pieces

55

53.8
B

52.4
B

50

50.9
B

49.3
B

45
1998

Source: USPS.
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As Americans become increasingly comfortable doing more complex correspondence
on-line, the subcategory of First-Class Mail now most vulnerable to erosion is bill
payment. Businesses have a strong incentive to encourage this trend: processing a
digital payment over the Internet costs between one-third and one-half less than a
check sent through the mail.11
Customers are drawn to the convenience of on-line bill payment. With many
Americans growing more comfortable performing secure financial transactions online, over the last five years, businesses and consumers have steadily transitioned to
electronic payments. Today, 1 in 4 consumers pay at least some bills on-line. Interestingly, consumers are more reluctant when it comes to electronic bill presentment,
with nearly half of those queried stating firmly that they are “not at all” comfortable
with receiving electronic bill statements.12
Nevertheless, over the next eight years, as much as 20% of bill payment and some
presentment could occur electronically rather than through the mail.13 This poses a
significant threat to Postal Service revenue since more than half of all First-Class Mail
is composed of communications from businesses and other organizations to households, primarily the invoices and payments now shifting on-line.14
Financial institutions, telecommunications services and credit card companies
are aggressively seeking to accelerate this
trend. Rather than charging for the
convenience of on-line bill paying, as they
did a few years ago, banks now offer
incentives to customers who pay bills
through their website—everything from
cash to Caribbean cruise raffles.15 These
marketing campaigns, along with the
technology’s cost savings and convenience, are combining to make paying
bills on-line the fastest-growing use of the
Internet today, eclipsing catching up on
the news, looking up movie times and
downloading music in terms of its robust
rate of growth.16 However, there are
some signs that this trend may now be
maturing. In fact, a recent poll indicates
that 42% of Americans remain flatly
uninterested in paying their bills on-line
over the next five years, underscoring the
continued need for a strong, reliable
national postal system.17

Personal Letters a Smaller Portion of the Mail
Mix
In the digital era, mail use is changing dramatically. Unlike 30
years ago, letter correspondence is no longer the most affordable way
to keep in touch with friends and loved ones. From the popularity
of cell phone plans with “free evening and weekend minutes” to the
explosion in e-mail and instant messaging, personal correspondence
now is a relative rarity for many Americans at times other than
major holidays. Indeed, mail emanating from households accounts
for only 22% of overall volume,18 and this household-generated mail
is overwhelmingly aimed at businesses, the government and
non-profit organizations. In other words, individual Americans
primarily rely on the Postal Service to deliver their bills, taxes and
charitable giving.
As individual households rely more and more on the Internet for a
wider array of their communications, the nation’s Postal Service—
by default—is becoming primarily a medium for the transmission of
business correspondence. All tallied, bill presentment and payment,
commercial correspondence and advertising combine to generate
93% of total U.S. First-Class Mail volume today.19
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While electronic correspondence undoubtedly enhances convenience and offers new
cost-saving options for individual consumers and businesses alike, its rising popularity calls basic assumptions underlying the Postal Service’s current business model into
question and, with it, the Postal Service’s continued ability to meet the nation’s postal
needs while minimizing the cost to ratepayers and the risk to taxpayers.

Spotlight

For these reasons, the GAO notes that the Postal Service’s financial challenges “are not a cyclical phenomenon that will fade as the economy recovers.”20 The risk posed by electronic substitution over the long term is
The General Accounting Office
undeniable. The Postal Service could lose a major fraction of financial
notes that the Postal Service’s
transactions, correspondence and heavy advertising pieces. It would be
financial challenges “are not a
foolhardy to bet the future of the Postal Service on a slow introduction of
cyclical phenomenon that will fade
electronic alternatives. Instead, the Postal Service must adapt both its size
as the economy recovers.”
and way of doing business to the nation’s changing postal habits and to take
advantage of the significant opportunities that exist today to improve
productivity, enhance service and dramatically reduce the excessive costs and inefficiencies throughout the postal network.

Challenge #2: Postal Law Predates the Internet
As apparent as the electronic diversion trend may be in the daily communications
habits of most Americans, it is nowhere reflected in the current legislation governing
the operations of the Postal Service. Why? Because the laws on the books have not
been substantially changed since before the Internet—the most powerful global
communications tool ever invented—existed.
With electronic diversion and other trends likely to alter permanently the ways the
nation communicates, the commercial environment for the Postal Service in the next
several decades will likely be radically different from that premised in the Postal
Reorganization Act of 1970 (“the 1970 Act”). Further complicating matters, with
the benefit of three decades of hindsight, it is also clear that this legislation includes
obvious flaws that ill serve the nation and its mail service today.
The 1970 Act, for example, assumes perpetuation of a voluminous and archaic postal
monopoly law that dates back to 1845 and is all but inscrutable in the modern
context. As a result, there exists no clear boundary between the end of the postal
monopoly and the beginning of the competitive postal marketplace.
While the 1970 Act charged the Postal Service with operating in an independent,
businesslike manner, it created a Board of Governors almost entirely made up of
political appointees and with no requirement that they have the level of business
acumen a private corporation with $67 billion in revenues would insist upon to
ensure proper oversight and accountability.
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The 1970 Act granted the Postal Service broad authority to engage in more entrepreneurial activities. With the advent of the Internet and the blurring of the lines of
what constitutes “mail,” this led to some dubious new business ventures for the Postal
Service that most Americans would consider far afield of its basic function—delivering the mail to everyone. These efforts had a potentially market-distorting effect,
since the Postal Service entered into competitive markets with the backing of its
monopoly and its access to borrowed funds through the U.S. Treasury.
The 1970 Act also created an independent postal regulatory entity, but narrowly
focused it on oversight of ratemaking and classifications through a process that
embodies the worst of public-sector pacing and bureaucracy. This process, taking as
many as 18 months to navigate, has hampered the Postal Service’s ability to adjust its
revenues to changing market circumstances in a timely manner and to engage in
innovative partnerships with customers that could help control costs and stabilize
mail volumes.
While the 1970 Act appropriately upholds the nation’s commitment to universal
service, it created no mechanism for an external review and refinement of the various
components of that obligation. As the postal needs of the nation change, this
omission leaves unanswered many important questions, chief among them: Does the
universal service obligation require that the Postal Service itself carry out the core
postal services expected by every American and business? Or does it merely ensure
that essential postal services are available to everyone, perhaps in partnership with the
private sector?
Constructively answering these questions and freeing the Postal Service from the
most severe public-sector requirements hindering its business operations are essential
to the continued health of the institution and quality of its service to the nation.

Challenge #3: Entrenched Inefficiency and Resistance to Modernization
As the Postal Service struggles under a dated law, it faces rising pressure to answer
successfully a fundamental question: How can it maintain high-quality universal
postal services when its primary revenue streams are in retreat? The
Spotlight
solution clearly lies with focusing the Postal Service on its core value to
the nation—delivering the mail—and recognizing that, as demand for
As the Postal Service struggles under a
that service contracts, perhaps the Postal Service should contract, as
dated law, it faces rising pressure to
well. By any account, that is a tall order, requiring significant cultural,
successfully answer a fundamental quesorganizational, regulatory and philosophical change.
tion: how can it maintain high-quality
universal postal services when its primary
revenue streams are in retreat?

9

Chapter 1

Adapting to a New World: Universal Mail Service at Risk

While opportunities for significant cost reductions through automation,
standardization, procurement reform and a host of other initiatives are relatively obvious, there is intense pressure whenever the sensitive issues of closing
Despite the need for fundamental
a post office, consolidating distribution centers, or reducing the size of the
change, no comprehensive reform
workforce are raised. The result, too often, is stalemate. In the past decade
legislation has been enacted in the
alone, Congress has debated the entire gamut of postal issues, such as pricing
past three decades.
flexibility, binding arbitration with labor, revisiting the Postal Service’s monopoly, and altering the number of post offices across the country. Yet despite
the need for fundamental change, no comprehensive reform legislation has
been enacted in the past three decades.

Spotlight

If current economic and market trends continue and the Postal Service does not reach
higher levels of efficiency, it will be unable to meet its “break-even” mandate, potentially shifting substantial obligations to the taxpayer. Making up these potential
losses by increasing revenue from other categories of mail is highly unlikely. As a
result, stabilizing the Postal Service’s financial situation requires significant cost
reductions. Fortunately, in this arena, the Postal Service has ample opportunity—if
given the appropriate flexibility and support.
With the rapid growth of the nation’s postal needs over the last century, the Postal
Service has developed a vast network of local offices, processing and distribution
facilities, Bulk Mail Centers, and related transportation systems. This network
includes some 300,000 collection boxes, almost 38,000 retail postal outlets, 446 mail
processing facilities (Exhibit 5.1), along with one of the world’s largest transportation
networks, featuring some 215,000 vehicles and more than $5 billion in annual
contracts for highway, air, rail and water transport.
Few, if any, believe that if the Postal Service were established today, such a sprawling
logistics network would be necessary to deliver the nation’s mail. The GAO has noted
that the number and location of postal facilities is based on “operating strategies that
are now outdated, as the [Postal] Service has moved from a manually oriented
processing and delivery environment to a highly automated environment.”21 The
facilities it does have are not designed or put to use in the most efficient manner. As
a result, productivity varies from facility to facility, due to either lack of use or lack of
efficient processes (Exhibits 1-4, 1-5, and 1-6). With significant liabilities and a
bleak outlook for its traditional core revenue stream, the Postal Service can ill afford
its legacy network.
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Productivity Varies Greatly by Facility
Exhibit 1-4.
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Spotlight

Source: Postal Rate Commission.

Exhibit 1-5.
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Exhibit 1-6.
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Source: Postal Rate Commission.

Fortunately, the Postal Service recognizes the hindrances posed by its legacy network
and has undertaken an important network rationalization effort (see chapter 5) to
bring its processing and distribution system into the 21st century. The Commission
applauds this effort. It is the Commission’s view that, with aggressive business
strategies, much of the Postal Service’s legacy network could be retired. Many
facilities could be consolidated or closed. Those that remain could be standardized,
modernized and given a common footprint. Opportunities also abound to engage
the private sector more fully in the delivery of universal service. But many of these
critical advances cannot occur unless interested parties from Congress to customers,
private-sector partners to postal competitors, recognize the opportunity and the
necessity to realign and redeploy the nation’s Postal Service with the most sophisticated technology, the most experienced and capable leadership, the most skilled
workforce, and the most aggressive productivity and cost-saving strategies it can
muster. Without these efficiencies, even if rates remain “affordable,” ratepayers aren’t
getting what they deserve: the most capable, efficient, high-quality network at the
lowest cost.
If the public interest lies with achieving an ambitious, nationwide public service at
reasonable cost, rather than merely perpetuating the status quo means of delivering
that service, then the Postal Service must have the nation’s support in aggressively
adopting private-sector productivity and cost-saving strategies and applying them to
the public mission of delivering the mail.
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Conclusion: Toward A New Business Model
The Postal Service faces a defining moment: It can continue to carry out its universal
service obligation via a costly and outmoded infrastructure, at extraordinary and
perhaps unsustainable expense, or it can embrace new technologies, partners and
private-sector strategies to ensure a bright future for the nation’s mail. Without a
new approach, universal service is in peril. But by making the tough choices and
embracing new strategies, ample opportunities exist for the Postal Service to enhance
its service to the nation and simultaneously reduce the cost of that service.
It is evident to this Commission that the nation and its postal needs have been
fundamentally transformed. What is not yet clear is the Postal Service’s place in this
new environment. How the institution is permitted to address the formidable and
diverse challenges before it will determine its future role and the fate of its most
valuable contribution to the nation—uniting the American people and economy
through the mail.
A successful modernization, however, must begin more fundamentally. As an
essential starting point to the successful realignment of such a vast and vital national
network, the Postal Service must clearly identify its forward-looking purpose and core
value to the nation. It must carefully weigh the transforming technological and
economic changes that have swept the globe in the 30 years since it was last overhauled and answer three critical questions: Who are we? What do we do? And, how
can we do it better?
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Chapter 2: Delivering the Mail:
The Constant Mission of an Evolving Institution

Introduction
While many assume that the mission of the national post office
has remained static throughout history, this is far from the case.
The institution was founded in the 18th century as an inter-city
post office to post office pouch service. In the second half of the
19th century, it assumed the functions of a big city “penny post,”
as well. In the early 20th century, national postal service reached
out to the vast rural areas where most Americans still lived and
worked. Most recently, in 1970, the national post office was
relaunched as a more efficient, businesslike service. Throughout
its 225 years, the core mission of the Postal Service and its
predecessors has undergone significant changes at pivotal moments. Yet, the national post office has remained a vital and
valuable institution precisely because of these timely adaptations.
Today, the Postal Service once more must evolve alongside the changing postal needs of
the country. But whereas the challenge in the past has largely been to keep pace with
the nation’s expanding need to exchange goods and information, the challenge before the
institution today is to advance its core modern purpose—delivering high-quality
universal postal service to the nation—in an era when demand for traditional postal
services may well be contracting.
Continuing to keep the country, its economy and its people connected through the mail will be a challenge in this modern environment. However, if the Postal Service has a clear legal framework, the
capacity to innovate, and the charge to make greater use of privatesector partnerships, then the institution could well clear the hurdles
currently in its path and rise to a new standard of excellence. Its
success, however, requires a sharply focused institution with a clearly
defined purpose.

Source: USPS.

Meeting Modern-Day Mail
Needs
The Postal Service should have a
focused, clear mission that reflects the
modern-day mail needs of the country.
That mission should be “to provide highquality, essential postal services to all
persons and communities by the most
cost-effective and efficient means possible
at affordable and, where appropriate,
uniform rates.”
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The Commission recommends that the mission of the Postal Service be “to provide
high-quality, essential postal services to all persons and communities by the most
cost-effective and efficient means possible at affordable and, where appropriate,
uniform rates.” This definition focuses the organization on its core value—delivering
high-quality universal postal service at affordable rates; it makes efficiency and costeffectiveness explicit obligations the Postal Service owes its customers; it emphasizes
that affordable rates must not come at the expense of service quality; and it further
opens the door—appropriately—to greater involvement of the private sector in the
delivery of the nation’s mail.
By modernizing postal laws that have not been revisited in more than 30 years, by
enhancing universal service through more flexible delivery standards, by clarifying the
postal monopoly and potentially narrowing it over time, and by advancing the
businesslike perspective and operations of the Postal Service, we may well change the
institution dramatically. Yet, with a newly focused mission, the Postal Service’s
primary function—ensuring universal service—will be preserved and advanced.

“As we look to the past, a very proud
past, I think that…[the] hundreds of
thousands of people in the Post Office
Department can look to a better
future…” President Nixon’s Remarks,
August 12, 1970 (signing of the
Postal Reorganization Act).

Source: National Archives.
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After 30 Years, Postal Laws Must be Modernized
As mentioned above, legislation creating the Postal Service has not been updated
since 1970. At that time, the Postal Service was not self-supporting. Like other
government agencies, it was dependent on Congressional appropriations. The
institution also was plagued by complaints about the reliability and quality of its
service as well as the often politicized nature of its operations. In response, the 1970
Act delineated a broad mission “to bind the nation together through the personal,
educational, literary, and business correspondence of the people.” The 1970 Act also
separated the nation’s politics from its postal service and instructed the Postal Service
to operate in a more businesslike manner: improving customer service, being more
entrepreneurial, and operating without the benefit of taxpayer subsidies.
The 1970 Act defined the purpose of the Postal Service as:

• binding the nation together through the personal, educational, literary, and
business correspondence of the people;

• providing prompt, reliable, and efficient services to all persons in all communities;

• charging fair and reasonable rates and fees; and
• showing no undue or unreasonable preference to any user.
While these remain appropriate guiding principles for the institution today, a focused
mission of delivering the mail to everyone in the most cost-effective and efficient
manner possible highlights the fiscal discipline and strong business orientation the
Postal Service needs today to ensure the future of universal service at
affordable rates. As many corporations have learned, an important element
of success is staying focused on your core business.

Source: USPS.
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Should the Postal Service be Privatized?
Given how dramatically the postal environment has changed in the past 30 years,
some have suggested that perhaps the Postal Service can best act like a business, if it is
permitted to become a business. While privatization has been a reform strategy
adopted by some leading postal systems around the globe, the Commission believes
that such a precipitous step for the Postal Service would unnecessarily jeopardize
universal service at affordable prices. The Postal Service handles more than 200
billion pieces of mail per year. It delivers over 40% of the world’s mail, across the
vast geographic expanse of the United States.1 The nation’s mail remains essential to
the American people and economy. It is highly unlikely that the private sector, acting
alone, could provide the universal mail services we have come to expect from the
Postal Service. All of these factors merit a “first-do-no-harm” approach.
In the judgment of the Commission, privatization of the Postal Service would today
pose a substantial risk of doing great harm. Privatization of a commercial entity the
size of the Postal Service could seriously disrupt the highly successful private delivery
service markets. For the Postal Service itself, privatization could imply a decade or
more of wrenching organizational changes. Most importantly, while the end result of
privatization could be a dynamic and efficient private postal sector, the privatization
process could undercut the stability and continuity that are the hallmark of a public
service. Given the essential nature of universal postal service for the foreseeable
future, the Commission believes that the least risky strategy is a more evolutionary
approach. The Postal Service should be maintained as a public entity, but refocused
and reorganized to enhance its efficiency and adaptability in the face of an uncertain,
and ultimately more competitive, future.
That certainly is the feedback the Commission has received from consumers in its
survey of their perspectives on the Postal Service. More than two-thirds of respondents indicate they are generally satisfied with the service and value
they receive from the Postal Service. A full 73% believe postal
operations should either remain as is or be improved through only
The Postal Service: A Selfminor changes. They support the notion of a self-financing
Sustaining Commercial Enterprise institution, but flatly oppose near-term privatization. Interestingly
enough, the survey results suggest that a majority would rather pay
The Postal Service should continue as an
independent establishment within the executive more for postage than see the nation go into debt to maintain
universal postal service.2
branch with a unique charter to operate as a
self-sustaining commercial enterprise. However,
it should take full advantage of the flexibility
afforded it under this construct to aggressively
adopt best business practices throughout the
organization to maximize the quality of
universal service and minimize the cost and
risk to ratepayers and taxpayers.
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Exhibit 2-1.

A full 73% believe postal operations should either remain as is or be improved through only
minor changes.

Not sure
Total overhaul

6%
Some major changes

5%

Works extremely well as it is now

30%

16%

43%

Some minor changes
Source: Black & Veatch (Hart Research and American Viewpoint) consumer survey conducted for the Commission.

These strong customer opinions support the Commission’s conclusion that the Postal
Service needs to improve the way it does business, but not fundamentally alter its
mission or structure in the near term.
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Exhibit 2-2.

67%

Should the Postal Service be
Privatized?

24%

(9%)

Strongly
(13%)

Not Sure

Favor

Strongly
(53%)

Oppose

A firm majority (67%) oppose privatization

Source: Black & Veatch (Hart Research and American Viewpoint) consumer survey conducted for the Commission.
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Postal Monopoly Should be a Bridge to a Competitive Marketplace
While a postal monopoly will likely be necessary for many years, the Commission
strongly recommends new mechanisms that will permit incremental steps toward the
ultimate desired destination: a thriving, competitive postal marketplace capable of
delivering stable, high-quality, affordable and universal postal service. This conclusion is consistent with regulatory reforms adopted in other sectors of the U.S.
economy over the past quarter century, where government-sanctioned monopoly
markets have been opened up to private-sector competition. Those examples demonstrate that rarely is it in the public interest for a monopoly to be a permanent construct. Rather, monopolies are most beneficial when they serve as a bridge—albeit,
often a long one—to the rise of a healthy, competitive, and reliable marketplace.
We see strong evidence that the practical impact of the postal monopoly is diminishing in the United States. Today, a vibrant U.S. private-sector postal industry is
extending its reach and service capabilities. At the same time, new technologies are
shifting transmission of large amounts of national correspondence from the postal
monopoly to competitive telecommunications carriers. Indeed, even the Postal
Service is facilitating more private-sector involvement—for example, by offering
discounts to high-volume mailers that do the processing and transportation of their
own mail. In the United States, the private sector is far more involved in the mail
delivery stream than in most other industrialized countries.
This report could accelerate these trends. In doing so, it asks the nation to answer a
fundamental question: Should the country’s mail forever be delivered by the government? While this report does not pursue privatization as a near-term goal nor seek to
have the private sector replace the government in performing vital government
functions, it does aim to pave the way for introduction of best business practices
throughout the Postal Service. As a result of the aggressive strategies we propose, it is
our hope that Postal Service customers will increasingly reap the benefits of a more
businesslike institution.
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Archaic Postal Monopoly Law Needs Clarity, Modernity
Once the conclusion is reached that the public interest is best served by the continuation of the Postal Service monopoly in the near-term, an urgent need arises to revisit
and recast the country’s arcane postal monopoly law. The lack of a straightforward
and circumscribed definition of the postal monopoly was a common complaint heard
by the Commission. Legislation governing the postal monopoly has gone largely
unchanged for more than a century. As a result, regulatory interpretations of the
monopoly have grown increasingly muddled.

Postal Monopoly Law Predates Light Bulbs,
Let Alone E-mail
Many of the provisions of the current postal monopoly law
date back to the postal laws of 17th-Century England and
have remained virtually unchanged, often offering no point
of reference to the modern world and producing a dense
thicket of vague and contradictory regulations.3
Put another way, the nation’s postal monopoly law predates
not only the computer, e-mail and the fax machine, but also
the radio, the telephone and the electric light bulb. America’s
postal monopoly law was crafted at the dawn of the Industrial Revolution to serve the social and commercial needs of
an America that overwhelmingly lived on the farm, worked
in the family business, and traveled by stagecoach. Several
years into the nation’s Information Revolution, it is clear
that these archaic laws should be clarified and modernized.

In light of this confusion, the nation would be best
served by a modern, straightforward definition that
reflects the postal monopoly as the nation knows it
and relies on it today. The Commission feels that
this issue would best be addressed by placing the
postal monopoly’s forward-looking oversight and
scope in the hands of an independent Postal
Regulatory Board (whose structure and responsibilities are explained in chapter 4).
With the on-line world blurring the meaning of
“correspondence,” the Commission proposes
clarifying that the postal monopoly applies only to
hard-copy communications. The Commission also
strongly recommends that a bright line be drawn
between the postal monopoly and the competitive
mail market. In its Transformation Plan, the Postal
Service itself acknowledges the absence of a clear
border, noting that “there is no precise line that
distinguishes protected volumes from unprotected
volumes.”

The basic uncertainty in the scope of the postal monopoly derives from the way it is
defined. In the nineteenth century, the postal monopoly was declared to include the
carriage of “letters,” but not other types of postal items.4 While this standard may
have been clear enough in simpler times when there were only a few types of mail, it
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is extremely difficult to apply to the variety of items posted today. In some other
industrialized countries, postal reform laws have abandoned efforts to define the
postal monopoly by the content of what is transmitted and have instead extended the
monopoly to all envelopes falling within certain weight and price limits.5 The
Commission recommends a similar approach, defining the postal monopoly to cover:
Any hard copy communication that is to be conveyed and delivered to a
specific address in the United States indicated by the sender, provided its
weight is less than 12 ounces and the delivery price is less than the basic
stamp price times six.
The weight limit in the proposed definition is 12 ounces. Under this approach, the
Postal Service would have a monopoly over the carriage of all envelopes weighing less
than 12 ounces; that is, private carriers would not be permitted to carry envelopes
weighing less than 12 ounces unless they charge more than the price limit described
below. While the precise level of a weight limit is necessarily somewhat arbitrary, the
Commission believes that 12 ounces is a simple and convenient standard that includes virtually all of what people ordinarily think of as “letters” reserved for the
Postal Service. Twelve ounces is slightly less than the weight limit adopted in the
European Union in 1997 (350 grams or 12.5 ounces) but considerably more than the
EU-wide weight limit placed in effect earlier this year (100 grams or 3.5 ounces).6
On the other hand, a 12-ounce limit will allow competition for items now carried by
Priority Mail, mostly very large envelopes and small parcels. The Commission doubts
that most people today think of such items as “letters” within the postal monopoly.
The price limit in the proposed definition is six times the price of a First-Class stamp.
The purpose of the price limit is to reserve for the Postal Service the carriage of lettersized envelopes by ordinary postal services while allowing private carriage by more
rapid or value-added services. In 1979, the Postal Service initiated the practice of
using a price limit on the postal monopoly to allow private carriage of urgent letters.7
This concept has been copied in postal reform legislation around the
world and is now almost invariably expressed as a simple multiple of the
basic stamp price. By linking the price limit to the First-Class stamp,
price protection of the postal monopoly will be maintained even if stamp
prices increase. The price limit proposed by the Commission is the same
as that proposed in the recent postal modernization bill developed by the
House of Representatives. It is more protective of the Postal Service than
the price limit adopted in the European Union (set at five times the
stamp price in 1997 and reduced to three times the stamp price in 2003).
The recast postal monopoly should retain traditional statutory exceptions
for carriage of a letter enclosed with cargo, a letter carried by its owner, a
Source: USPS.
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letter carried by special messenger, and a letter carried free of charge. In addition, the
statute should continue the major regulatory exceptions to the postal monopoly
recognized today. These include exceptions for the carriage of newspapers, checks
and other financial instruments, advertisements included with merchandise, intrauniversity mail, and carriage to or from a post office. Specific details of the rule and
the task of fashioning new exceptions should be left to the discretion of the Postal
Regulatory Board.

Defining the Postal Monopoly in Clear and Understandable
Terms
Astute readers will note this report’s reference to codifying the postal monopoly “as the
nation knows it today.” This caveat is necessary because the reality of the postal
monopoly is far from that envisioned more than a century ago. The nation’s postal
monopoly statute, last revised substantially in 1872, was originally crafted to cover
only letters. Today, it is generally believed to cover all First-Class Mail and Standard Mail (mostly advertising)—in other words, virtually all letters and documents
of both a personal and business nature.
Over time, exceptions to the monopoly were created by “suspensions” issued by the
Postal Service, such as intra-university mail and “urgent” mail (i.e. private express
delivery).8 While these suspensions serve the nation’s modern mail needs, some
question whether the Postal Service has the authority to define and alter the scope of
its own monopoly.
This leads the Commission to two conclusions: (1) the postal monopoly should be
defined in clear and understandable terms; and (2) the monopolist (i.e. the Postal
Service) should not regulate the scope of its own monopoly. Thus, the Commission
recommends that this responsibility should reside with an independent Postal
Regulatory Board (more fully described in chapter 4).
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Toward a More Efficient and Performance-Oriented Monopoly
The Commission readily acknowledges that a monopoly is often an inherently
inefficient device with a natural propensity for stagnation and mediocrity. By
recommending a wide array of aggressive strategies to improve the efficiency and
business practices of the Postal Service, this report aims to make the U.S. postal
monopoly far more performance-oriented. To encourage those results, the Commission recommends several mechanisms that will impose on the Postal Service the same
bottom-line risks and rewards that motivate private-sector companies and their
employees.
These mechanisms include the adoption of an incentive-based compensation
program that rewards all employees who contribute to the improved performance of the Postal Service, from mail carriers and postal clerks to the most
senior executives (discussed in detail in Chapter 6). The second noteworthy
mechanism is rate ceilings (discussed in detail in Chapter 4), which eliminate
any notion that rising costs can simply be funded by rising rates. Instead,
this mechanism caps the growth in revenues the Postal Service can expect
from ratepayers at a level below inflation. It is our hope that through the use
of these tools, an institution that once could be lulled by the luxury of
monopoly revenues can be transformed into a more businesslike institution
that aggressively roots out the inefficiencies and excessive costs
that exist throughout the nation’s postal network.

Source: USPS.

The Mailbox Monopoly: Current

The postal monopoly as it exists today has a second element as
Law
well: Only the Postal Service is permitted to have access to the
“Whoever knowingly and willfully deposits any
nation’s mailboxes. A recent survey conducted for the Commismailable matter such as statements of accounts,
sion is consistent with a 1997 GAO study that concluded that
circulars, sale bills, or other like matter, on
the vast majority of adults oppose allowing just anyone to put
which no postage has been paid, in any letter
9
mail into their mailboxes. However, the Commission notes that
box established, approved, or accepted by the
the GAO survey also indicated that the level of opposition
Postal Service for the receipt or delivery of mail
reduces by half when access is limited to familiar delivery
matter on any mail route with intent to avoid
10
brands. This mixed message appears to indicate that the status
payment of lawful postage thereon, shall for
quo blanket mailbox monopoly may be overriding the individual
each such offense be fined under this title” (18
preferences of a sizeable minority of Postal Service customers.
U.S.C. § 1725).
Therefore, at an appropriate time in the future, the new Postal
Regulatory Board may wish to take a closer look at the mailbox
monopoly with the aim of easing its boundaries to permit greater
individual consumer choice. If customers want to give certain carriers access to their
mailbox, the Commission feels the Postal Regulatory Board should bless that practice, so long as it occurs with the customer’s consent.
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As this monopoly asset is slowly opened to private businesses, the Commission also
encourages the Postal Regulatory Board and the Postal Service to contemplate any
revenue opportunities that may be associated with this step. Without access to
mailboxes, private carriers must deliver to a customer’s doorstep or office, hindering
the efficiency of their routes. As such, mailbox access could have significant worth
that might make it in the public interest for the Postal Service to levy a fee on private
carriers that desire this more efficient means of doing business. As it reconsiders the
postal monopoly “as the nation knows it,” it is only appropriate for the Postal
Regulatory Board and the Postal Service to explore all possibilities for
maximizing the public benefit in the process.

Regulating Access to the
Mailbox

The Postal Regulatory Board should be
authorized to permit mailbox access by
private carriers in future regulations, so
long as it does not impair universal service
or open homeowners’ mailboxes against
their will.

That point made, however, the Commission firmly believes that
individual customers should have the final say over access to their
mailbox, and that such access should be granted only with their
express consent and only if it in no way jeopardizes universal service.
The solution could be as simple as authorizing private carriers to
produce and distribute stickers that their customers can place on their
mailboxes to indicate their consent on a per carrier basis. But the
idea merits thoughtful exploration in the spirit of enhancing customer
service and consumer choice.

Revolutionizing the Delivery of Universal Postal Service

Mail delivery in the Grand Canyon.

Deep in the heart of the Grand Canyon lies the nation’s most remote
active mail route. Nestled a treacherous 8 miles down from the
canyon’s south rim, the 515-member Havasupai Indian Reservation is
inaccessible by land vehicle or helicopter. Yet five days a week, the
Postal Service makes the grueling three-to-five hour journey, each
voyager carrying on average 200 pounds of mail, food, and more.11
How is this possible? The Postal Service connects the Havasupai tribe
to the world via its last active mule train. While the vast majority of
the nation is far more accessible than the Havasupai, the “above and
beyond” nature of this delivery route offers a powerful demonstration
of just how seriously the Postal Service and, through it, the nation
takes its commitment to universal mail service.
Throughout this report, the point is made that the Postal Service
must be far more aggressive in enhancing its performance and reducing its costs. Yet with each recommendation, the same caveat is made:
First and foremost the nation’s commitment to affordable universal
postal service must be upheld. From the office buildings of Manhattan to the bush country of Alaska, the near daily appearance of the
Postal Service at virtually every U.S. home and business remains
essential to American commerce and society. As a result, the Commission strongly endorses not only universal service as a principle but
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as the guiding mission of the Postal Service, reflected in the proposed charge “to provide
high-quality essential postal services to all persons and communities by the most costeffective and efficient means possible.” The Commission further strongly endorses the
basic features of universal service—affordable rates, frequent delivery, and convenient
community access to retail postal services.
Where the Commission sees ample room for improvement, however, is in how universal
service is delivered to the nation. In this regard, the Commission recommends that the
Postal Service be instructed to:

• focus on core products and services;
• continue six-day delivery;
• maintain uniform rates…with review;
• dramatically enhance retail access to postal services; and
• involve the private sector more in universal postal service.

Is E-mail a Postal Service?
The world has greatly benefited from the revolution in correspondence precipitated by
the rapid rise of electronic mail. Nevertheless, a Postal Service governed by a law
written before the Internet as we know it even existed has led to some…confusion.
The 1970 Act may be read to provide broad authority to the Postal Service to be
entrepreneurial in pursuing its self-financing mandate. However, the online revolution dramatically blurred the lines of what constitutes a “postal service,” producing
some dubious forays.
Many Americans have no idea that their Postal Service:
—Sells Postal Service-branded electronic bill presentment and payment services;
—Explored offering Internet-based tax services and money transfers;
—Offers certified electronic mail and on-line greeting cards;
—Contemplated offering e-mail and other data transmission services.
These ventures have produced largely disappointing results. Also of concern, each of
these markets is served by private companies who do not have the backing of the U.S.
government and a national postal monopoly. These efforts also have drained time and
resources that could have been spent improving traditional postal services. For this
reason, the Commission recommends focusing the Postal Service on traditional mail,
leaving electronic products and services to a well-served and innovative private
marketplace.
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Focus on Core Postal Products and Services
The 1970 Act may be read to provide broad authority for the Postal Service to pursue
an undefined array of new revenue streams—regardless of whether or not they are
related to traditional postal markets or their potential market-distorting affects.
The Commission recommends focusing the Postal Service more exclusively on what the
country and its economy rely on it most to do—provide products and services directly
relating to the delivery of letters, newspapers, magazines, advertising mail, and parcels
on a universal basis. Under this approach, the institution’s time and resources can be
focused on the quality of its most vital services and how they can be delivered most
efficiently, rather than diverting limited resources to new product development and
marketing, which may or may not be within the core
mission of the Postal Service.

Sticking to the Core Mission

The 1970 Act should be revised to specifically instruct
the Postal Service to offer only products and services
directly related to the delivery of letters, newspapers,
magazines, advertising mail, and parcels. Other
governmental services offered for the customers’
convenience should be permitted, so long as the full
cost of providing them is recovered.

Achieving this focus will require clarifying the broad
authority granted in the 1970 Act, which permits the
Postal Service to “provide, establish, change or abolish
special non-postal or similar services (emphasis added).”
To enhance customer convenience, however, the Postal
Service should be permitted to provide additional governmental services (such as passports) when in the public
interest and when the Postal Service is able to recover the
full costs of providing such services.

Continue Six-Day Delivery
The Commission firmly recommends continuing the Postal Service’s current Monday
through Saturday delivery regimen. While the Postal Service could save as much as $1.9
billion (less than 3% of its annual budget) by reducing its delivery schedule by one day a
week,12 its value to the nation’s economy would suffer. Beyond the universal reach of
the nation’s postal network, the regularity of pick-up and delivery is an essential element
of its worth in the current climate. Elimination of Saturday delivery, for example, could
make the mail less attractive to business mailers and advertisers who depend upon
reaching their target audience on that day. In addition, given the volume of mail the
nation sends each day, scaling back to a five-day delivery regimen could create difficult
logistics, mail flow, and storage problems.
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While the Commission firmly rejects the idea of reducing the
frequency of universal postal delivery in circumstances substantially similar to today, it would be imprudent to be arbitrarily
inflexible on this point. Postal Service leaders have indicated that
the rising popularity and sophistication of e-mail correspondence
may ultimately lead to a reduction in the demand for mail services
and may allow for the relaxation of the six-day delivery requirement.13 If that day does arrive, the Commission believes that the
Postal Service should have flexibility to adapt with the changing
postal needs of the nation.

Maintain Six-Day Delivery
The Postal Service should retain its six-day
delivery regimen, with its existing flexibility
for exceptional circumstances. The Postal
Regulatory Board should also have the
authority to refine future delivery frequency
requirements as changing circumstances may
warrant.

Maintain Uniform Rates…With Review
Currently, there are three categories of mail that are required to
have uniform rates: (1) First-Class Mail weighing less than 13
ounces; (2) Media Mail (including books, compact discs, cassettes
and videos); and, (3) library rate mail shipped primarily to or
from a library. The Commission proposes to maintain this list,
but to create a mechanism for its independent and periodic review.

Uphold Uniform Rates
The Postal Regulatory Board (see Chapter 4)
should have the authority to periodically
review the list of postal services for which
uniform rates are required by law. The
Board should have the authority to refine
the list as appropriate and necessary to
advance this important aspect of affordable
universal service.

Dramatically Enhance Retail Access to Postal Services
Beyond universal service at the mailbox, every individual and
business has the right to ready access to retail postal products and
services. The Commission strongly recommends accelerating
efforts underway to expand access to retail postal services at
venues other than the post office. These efforts focus on bringing
more services to the customer—at banks, grocery stores, ATM
machines, and other convenient locations across the country.
This recommendation is one example of the opportunities
available to the Postal Service to control costs and enhance
customer convenience by delivering core postal services in innovative ways. (Specific strategies are discussed in Chapter 5.)

Bring Postal Services to the
Consumer
The Postal Service should more aggressively
pursue private-sector retail partnerships that
can dramatically enhance access to the most
popular postal services at more convenient
times and locations for customers in communities across the country.
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Involve the Private Sector More in Universal Postal Service
Where private sector companies can perform aspects of the nation’s postal service better
and at less cost, the Postal Service best serves the nation by involving them in the
provision of universal postal service. The Commission recommends that the Postal
Service have maximum flexibility in delivering universal service by the most costeffective, quality means available to it, including outsourcing a particular function to the
private sector.

Who Moved My Mail?
The national postal network is an interwoven fabric of public and private endeavors. For more than two centuries, public and private postal ventures have led a
relatively symbiotic existence, each driving the growth and development of the other
to the benefit of the nation. From the days of Mark Twain, when enterprising
individuals grabbed satchels of business correspondence and hopped on riverboats to
conduct the first “express mail” to today’s state-of-the-art global networks, private
carriers have contributed significantly to the diversity and sophistication of the
nation’s shipping services. Many don’t understand the lengths to which the private
sector already is involved in the delivery of their mail. For example, the Postal
Service does not own airplanes. Instead, it outsources air transport of the nation’s
correspondence. In addition to its logistical integration, the public-private postal
network also together forms a powerful economic force.

The Commission notes that this evolution already is underway at
the Postal Service, through its many retail postal partnerships and
role as the global pioneer in worksharing. The Commission
supports these efforts and encourages the Postal Service to
aggressively expand its efforts in this area. (Proposed strategies
are discussed in detail in Chapter 5).

Source: USPS.

Seek Out the Lowest-Cost,
Most Effective Provider
The Postal Service should aggressively expand the
number and diversity of its private-sector partnerships.
Where private companies can advance affordable,
universal postal service at an equivalent or better price
and service level than the Postal Service, the organization should select the option that least burdens
ratepayers.
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Exhibit 2-3.

Universal Postal Service in the 21st Century
The Mission
“To provide highquality, essential
postal services to all
persons and communities by the most
cost-effective and
efficient means
possible at affordable and, where
appropriate,
uniform rates.”

Components
Product Coverage: Products and services must be directly
related to the delivery of letters, newspapers, magazines,
advertising mail, and parcels. Other government services (e.g.
passports) are permitted, so long as the Postal Service can
recover the full cost of providing those services.
Delivery Frequency: The Postal Service should retain its sixday delivery regimen, with its existing flexibility for exceptional circumstances. The Postal Regulatory Board should
also have the authority to refine future delivery frequency
requirements as changing circumstances may warrant.
Uniform Rates: The Postal Service should continue uniform
rates for First-Class Mail, Media Mail and library package
mail; however, the Postal Regulatory Board should have
authority to refine the list, as appropriate.
Retail Access: The Postal Service should aggressively step up
efforts to deliver more convenient low-cost access to retail
postal services.
Private-Sector Partners: The Postal Service should outsource functions that can be performed better and at lower
cost by the private sector.

Conclusion
The Postal Service sorely lacks a clearly defined mission and bright-line boundaries
around the scope of its postal monopoly. An explicit definition of the Postal Service’s
mission and universal service obligation—set in the modern context of new technological and competitive realities—is necessary to focusing the institution on its essential
forward-looking contributions to the nation.
By clearly defining the Postal Service’s mission, its universal service duties, and the scope
of the postal monopoly and by freeing the institution to fulfill its core obligations in
innovative ways, the Postal Service will be able to elevate its service to the nation. At the
same time, a sharp focus on traditional postal products and services and an aggressive
strategy to pursue more in-depth partnerships with the private sector will help ensure
the Postal Service’s future viability. So long as this evolution not only protects, but
advances universal postal service, it will be a positive transformation for ratepayers and
taxpayers alike.
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With the establishment of a clear vision of the modern role and relevance of the Postal
Service, responsibility for its success will rest in the hands of those who would shepherd
this important evolution of a vital national institution, making it even more important
to establish a governance structure that aligns the Postal Service’s resources with its
forward-looking duty and purpose.

Chapter 2 Recommendations*
B-1

Basic Structure. The Postal Service should continue to operate as an independent
establishment within the executive branch with a unique mandate to operate as a
self-sustaining commercial enterprise.

B-2

Mission. The 1970 Act should be amended to clarify that the mission of the Postal
Service is to provide high-quality, essential postal services to all persons and communities by the most cost-effective and efficient means possible at affordable and, where
appropriate, uniform rates. In doing so, the activities of the Postal Service should be
limited to: 1) accepting, collecting, sorting, transporting, and delivering letters,
newspapers, magazines, advertising mail, and parcels; and 2) providing other
governmental services when in the public interest and where the Postal Service is
able to recover the appropriately allocated costs of providing such services.

B-3

Monopoly. The Postal Service should maintain its current mail monopoly, and also
retain its sole access to customer mailboxes. However, the 1970 Act should be
amended to: 1) authorize the Postal Regulatory Board (see chapter 4) to clarify and
periodically review the scope of the mail monopoly; and 2) clarify that the Postal
Service does not have the authority to alter the scope of the mail monopoly or to
determine the extent of access to customer mailboxes.

* See Appendix C for a complete list of Commission recommendations.
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Chapter 3: Building a World-Class Business:
Best Execution, Corporate Leadership
at the Postal Service
Introduction
If the Postal Service were a private endeavor, it would rank eleventh on the Fortune
500 list of the largest corporations in the United States based on revenue (Exhibit 31). It is the second largest employer of Americans today, behind only Wal-Mart
(Exhibit 6-2).
Exhibit 3-1.

Fortune Top 20 Companies in 2003
Rank

Company

2002 Revenues ($ millions)

1
2
3
4
5
6
7
8
9
10

Wal-Mart Stores
General Motors
Exxon Mobil
Ford Motor
General Electric
Citigroup
ChevronTexaco
Intl. Business Machines
American Intl. Group
Verizon Communications
11

12
13
14
15
16
17
18
19
20

Altria Group
ConocoPhillips
Home Depot
Hewlett-Packard
Boeing
Fannie Mae
Merck
Kroger
Cardinal Health

Source: Fortune Magazine, April 14, 2003.

246,525.0
186,763.0
182,466.0
163,630.0
131,698.0
100,789.0
92,043.0
83,132.0
67,722.8
67,625.0
United States Postal Service
62,182.0
58,394.0
58,247.0
56,588.0
54,069.0
52,901.1
51,790.3
51,759.5
51,135.7

66,500.0
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Through its vast national delivery network, the Postal Service connects virtually every
American home and business and is responsible for carrying out one of the most
essential services the nation provides to its citizens. Given its importance to the
country and the challenges to its future, the Postal Service should meet the highest
standard of corporate leadership and should have a powerful, defining commitment
to best execution in every aspect of its operations.

Spotlight
The Commission strongly
recommends that the Postal
Service voluntarily comply
with applicable SEC financial
reporting requirements for
public corporations.

If the Postal Service is to adapt successfully to a changing postal market, overcome its
significant fiscal challenges, and emerge an efficient and more businesslike institution, then it must be guided by a nimble and results-oriented management and
corporate governance structure charged with applying the best business
practices of the private sector to the public-spirited mission of delivering the
nation’s mail.
Toward that end, the Commission envisions a strong, independent, and
experienced Board of Directors that reflects the size, scope, and significance of
the Postal Service’s work. While the proposed structure grants senior executives more latitude in their management of the day-to-day endeavors of the
institution (within the context of a focused Postal Service mission), by
establishing a truly effective Board, management will be held accountable for
performance.
By extracting itself from the micromanagement of postal operations, a corporate-style
Board could fully dedicate itself, like its private-sector peers, to the big picture and to
critical fiduciary responsibilities. In this capacity, the Board could focus its attention
and experience on mission-critical oversight, exploring key issues like: strategies to
increase productivity and reduce costs; holding management accountable for achieving stated performance and service quality goals; leading risk management efforts—
particularly with regard to restoring the Service’s fiscal health; and, ensuring strategies
are developed to address future challenges and opportunities.
Of course, a private corporate governance structure has one more check and balance:
the intense public scrutiny demanded by shareholders and oversight by the Securities
and Exchange Commission (SEC). To ensure that a management structure with
greater latitude has appropriate oversight, the Commission strongly recommends that
the Postal Service voluntarily comply with applicable SEC financial reporting requirements for public corporations and that the existing Postal Rate Commission be
transformed into an independent Postal Regulatory Board with broad oversight
authority (both proposals are discussed in detail in Chapter 4).
This combination of empowered, accountable managers; a strong, strategic Board of
Directors; and enhanced oversight and financial transparency has the greatest capacity to deliver to the American people a healthy and efficient Postal Service that
consistently operates at a high standard of excellence and delivers service quality,
productivity and performance on a par with the nation’s leading corporations.
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Good Corporate Governance Starts at the Top
The first essential ingredient of a strong corporate governance structure is a welldesigned Board with outstanding and experienced directors of the highest integrity.
Given the institution’s size and importance to the nation, the Board of Directors of
the Postal Service should be one of the most capable and experienced Boards in the
world.
Taking the Board to this level of excellence is about far more than the Postal Service
attaining its rightful status. As is the case with corporate entities, the expectations,
capabilities, and achievements of the Board in no small part determine the goals,
strategies, and successes (or failures) of the institution it governs. Simply put, a
world-class, business-oriented Postal Service requires a world-class, business-oriented
Board.
Through a Board structured to ensure independence, attract the most qualified
candidates, and discharge the same core responsibilities vested in leading privatesector boards, the Postal Service can bring substantial private-sector experience and
capabilities to its leadership and, through it, the institution as a whole.

It Is Time to Revisit the Governance Structure
Like the Postal Service’s mission, its governance structure has not been substantially
revised in more than 30 years. The structure established by the 1970 Act was appropriately responsive to the times. While many of the principles guiding the 1970
Act—ensuring the institution is self-financing, depoliticizing the Postal Service—
remain important today, the legacy governance structure is increasingly at odds with
the Service’s mission in the modern environment.
This structure consists of a Board of Governors with broad authority over the day-today operations of the Postal Service. While the 1970 Act vests ultimate mail rate and
classification determinations with the Board of Governors, it strives to check this
authority by requiring the Board to seek recommendations from the Postal Rate
Commission that require lengthy public processes. This cumbersome procedure
sometimes lasts up to 18 months and flatly undercuts Postal Service efforts to be
more businesslike and responsive to changing economic conditions and mail trends.
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For these reasons, the Commission strongly recommends that the design, composition, and responsibilities of the Board be changed. At its heart, the legacy structure
in place today is a distinctly public-sector leadership hierarchy and web of authorities, producing results that—intended or not—too often slow down needed adaptations and overemphasize micromanagement of day-to-day postal operations.
The new fiscal realities of the Postal Service require aggressive leadership that identifies and pursues new strategies to control costs and boost productivity and efficiency
in what many analysts believe will be an era of declining First-Class Mail volumes.
Overcoming these challenges to ensure that universal service can continue without
imposing an excessive new burden on ratepayers or taxpayers will require the focus
and commitment of the nation’s leading business minds, something the
Commission’s recommended structure would make possible.

Core Responsibilities of A Corporate-Style Board of Directors
Both the Postal Service and its customers would benefit greatly from a corporate-style
Board of Directors. This Board would reflect the best practices of the business world
and would attract members with the talent and skills necessary to transform it into a
leading-edge institution. Under this approach, the Board would be less engaged in
the Postal Service’s day-to-day business and more focused on actively monitoring the
overall effectiveness of management policies and decisions.
In terms of the specific challenges facing the Postal Service today, this broad vision
translates into a laser-like focus on two pivotal areas: cost reduction/quality of service
and financial viability/protection of taxpayer interests.

A Corporate-Style Board of Directors
Postal Service leadership would be enhanced by the
establishment of a corporate-style Board of Directors.
Under such an approach, the Board would replace
micromanagement of the day-to-day operations of the
Postal Service with a high-level strategic focus on cost
reduction and service quality, as well as minimizing
the financial risk to taxpayers and restoring the fiscal
health of the institution as a whole.
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Cost Reduction and Quality of Service
The Board would be responsible for ensuring best
execution throughout the Postal Service’s operations. Its
overriding mission would be the transformation of the
Postal Service into an enterprise that consistently rivals
the private sector in terms of the key benchmarks of cost
reduction and quality of service. To achieve this ambitious goal, the Board would limit its involvement in the
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daily management of the Postal Service in order to devote its attention to ensuring
management remains on track in meeting its cost reduction and quality of service
targets and other established business goals (such as human resource development
and management).

Financial Viability and Protection of the Taxpayer
The Board would also be responsible for ensuring that Congress and the American
people are advised promptly of any significant adverse financial developments (such
as expanding liabilities or lack of capacity to borrow sums adequate to cover shortfalls) that might make rate increases or taxpayer subsidies necessary to sustain postal
services. These warnings should be accompanied by an adequate level of explanation,
so all interested parties understand the trends that threaten the Service’s ability to
perform its vital functions. Specifically, the Board should continually monitor the
Postal Service’s pension and health care obligations and its ability to repay its debt.
Here, especially, ratepayers should have a fundamental “right to know.”

Applying Corporate Best Practices to the Postal Service
In order to pursue these two guiding priorities most effectively, the Commission
recommends sweeping changes to the Board’s structure, as well as to the scope of
both its general responsibilities and specific duties, in order to apply the high standards and practices of the world’s most successful companies to this unique public
venture. With its vast reach, large employee base, and service-oriented nature, the
Postal Service can benefit greatly from a strong institution-wide commitment to
corporate best practices. In the post-Enron world, this business discipline has rightly
garnered a great deal of attention. The following recommendations reflect the
Commission’s attempt to apply corporate best practices to this unique public institution.
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General Board Responsibilities
In a prominent survey of best-practice standards for Boards of Directors, seven key
areas were identified as either vital to success or worthy of greater effort to ensure
future success.1 The Commission recommends that the Postal Service’s Board of
Directors assume the same general responsibilities as leading private-sector boards:

• Determining the institution’s vision and mission (within the boundaries set by
statute and the Postal Regulatory Board) to guide and set the pace of operations and future development;

• Considering the legitimate interests of customers, partners, and other interested parties who have the capacity to affect the Postal Service’s attainment of
its objectives;

• Reviewing and evaluating present and future opportunities, threats, and risks
in the external environment;

• Determining corporate and financial strategic direction and identifying
resources, contingency plans, and the means to support them;

• Communicating senior management’s successes and failures to them, and
ensuring appropriate rewards, sanctions, and training are provided;

• Ensuring that internal control procedures provide valid and reliable information for monitoring operations and performance; and

• Ensuring that the Postal Service’s organizational structure and capability are
appropriate for implementing its chosen strategies.

Specific Board Duties
The following tasks were identified by the Commission as essential to the successful
direction of the Postal Service. Some are already part of the Board of Governors’
scope of work. Others steer the Board away from micromanagement. Still other
duties are newly assigned and are consistent with the duties of a corporate board.
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The specific tasks identified by the Commission as appropriate to the forwardlooking efforts of a modern, corporate-styled Postal Service Board of Directors are as
follows:

• Hiring, monitoring, compensating and, when necessary, replacing the Postmaster General;

• Ensuring that an adequate succession plan is in place at all times for top
management positions;

• Approving an annual report on the Postal Service’s financial viability;
• Approving rate adjustments within the limits imposed by the new Postal
Regulatory Board (see Chapter 4) and, if necessary, requesting that the regulatory board increase these limits;

• Ensuring Postal Service compliance with informational requests of the Postal
Regulatory Board;

• Approving new products and services within the core mission;
• Approving the disposition of post offices (while ensuring that “low-activity”
post offices are maintained if necessary to universal service);

• Approving the Postal Service’s recommendations to the Postal Network Optimization Commission (see Chapter 5);

• Approving policies and procedures on the management of Postal Service real
estate holdings;

• Approving Postal Service annual budgets and required strategic plans;
• Approving capital projects of a truly substantial nature;
• Approving risk management plans;
• Hiring, monitoring, compensating, and replacing, when necessary, internal
auditors and an independent public accounting firm;

• Setting compensation and evaluating Postal Service executives and officers
against clearly defined benchmarks; and

• Evaluating Board performance and nominating new members, as necessary.
With a firm commitment to emulate the best practices of the
world’s leading corporations, the Postal Service can become what
it should be today: the model for applying the best practices of the
private sector to the public-spirited mission of a government
agency.

Applying the Best Practices of
Leading Corporate Boards
With the Postal Service’s vast infrastructure,
large employee base, and service orientation,
the Board of Directors could maximize its
impact on the institution by applying the best
practices of leading boards to its leadership of
the Postal Service.
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Board Structure, Make-Up and Governance
To ensure the Board is capable of fulfilling its general responsibilities and specific
duties, the Commission recommends a new structure, modeled after the most
successful corporate boards in America. This design would ensure the Board operates
in the most efficient and productive manner possible, is more removed from undue
political influence, and has the depth and diversity of skills necessary to guide the
Postal Service to a higher level of operations and a stronger long-term outlook.

Composition
More and more, corporate boards in America are placing a premium on independence. It has become quite common, in fact, for the Chief Executive Officer (in the
case of the Postal Service, the Postmaster General) to be the only management
representative on the Board. Generally, leading Boards feature a substantial majority
comprised of outside, independent directors, who lack family, business and other
material relationships to the institution or its senior managers.
The Commission recommends that the Board be comprised of 12 individuals–eight
independent members, three Presidential appointees, and the Postmaster General
(who is selected by the other 11 members). Consistent with corporate best practices,
this composition is small enough to allow each member to participate fully, yet large
enough to ensure that the varied expertise of its membership can combine to deliver
the necessary breadth of experience and skills.
As mentioned earlier, this model would be a significant shift away from the politically
charged nature of the Board nomination process today. Currently, all nine Governors
who serve (with the Postmaster General and the Deputy Postmaster General) on the
11-member Board of Governors are appointed by the President and confirmed by the
United States Senate. Under this model, the Commission proposes that a supermajority be independent, one of the most essential ingredients of a successful Board.
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Exhibit 3-2.

RECOMMENDED COMPOSITION OF NEW BOARD OF DIRECTORS
8 Independent Members
• Initially selected by
appointed members,
then by majority Board
vote
• Selection dependent
upon concurrence of the
Secretary of the Treasury

3 Appointed Members
• Appointed by the President
• Select initial independent
members
• Can only be removed by the
President
• Can serve on any committee

• Can only be removed by
the Secretary of the
Treasury
• Can serve on any
committee

Postmaster General
• Selected by the other 11
members
• Can be removed by
majority vote of the other
11 members for any
reason
• Cannot be a member of
the Compensation, Audit
and Finance, or Nominating and Corporate Governance committees
• Cannot serve as Chair

Appointments and Nominations
As Exhibit 3-2 indicates, the Commission recommends that the President appoint
three members of the Board. Initially, these three appointees would select the first
eight independent Board members whose selection would be dependent on the
concurrence of the Secretary of the Treasury. Thereafter, independent members
would be selected by the Board as a whole, based on recommendations made by a
newly created Nominating and Corporate Governance Committee (discussed below)
and with the concurrence of the Secretary of the Treasury.
In developing this proposal, the Commission has been mindful of the fact that the
Constitution strictly regulates the appointment of officials exercising significant
governmental power under the laws of the United States. The proposed appointment
process, including the requirement of ultimate concurrence by the President or the
Secretary of the Treasury, is intended to achieve a Postal Service Board of Directors
that enjoys the maximum level of political independence consistent with the Constitution. The Commission feels strongly that an independent, depoliticized Board is
crucial to the future success of the Postal Service.
Like the board of a public corporation, the essential responsibility of the new corporate-style Postal Service Board will be to manage as efficiently as possible the assets
entrusted to it by the owners of the enterprise – in this case, the American people.
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Under the Commission’s proposal, the Postal Regulatory Board (see chapter 4) will
assume responsibility for defining and refining most of the critical governmental
policies associated with the postal system including the extent of the postal monopoly, limits on rates for non-competitive products, the particulars of the universal
service obligation, the scope of the Postal Service’s charter, and the comparability of
wages with the private sector. It should be noted, however, that today top officials of
the Postal Service also perform several other secondary but distinctly governmental
functions—such as law enforcement, adjudication of mailability issues, and oversight
of Postal Service operations through the inspector general’s office. In order to achieve
the independent Board envisioned by the Commission, it may be necessary to adjust
the manner in which the offices and tasks of these officials are legally defined. The
Commission therefore recommends a careful review of the appropriate provisions of
the 1970 Act in order to ensure the objective sought: a new independent, corporatestyle Board that can, without any trace of constitutional doubt, provide the Postal
Service the highest standard of managerial leadership.

Qualifications
The Commission recommends a structure that ultimately delivers a well-rounded
Board with a diversity of backgrounds and skills that can have a positive impact on
the Postal Service. Members should have significant financial and business expertise
and experience managing major corporate enterprises and other large organizations.
While certain criteria should disqualify a Board candidate (such as equity ownership
or employment with a competitor, a significant user, or major supplier of the Postal
Service), selection criteria should remain sufficiently flexible and dynamic as to
ensure that each new member enhances the overall complement of Board skills.
With regard to appointing independent Board members, a new Nominating and
Corporate Governance Committee would have significant responsibility (see p. 47).
Attributes the committee should consider include: unquestioned integrity, expertise
relating to Board activities (corporate governance, corporate finance, performance
management, audit and accounting), and experience specifically relevant to the Postal
Service (management of a labor-intensive service business, automated processing and
distribution systems, vehicle fleet management, network integration and facility
consolidation, real estate management, and technology applications).
To give the committee adequate flexibility, the Commission recommends that these
criteria be incorporated in the Board’s bylaws or governance guidelines, rather than
into statute. This approach would grant the Board adequate flexibility should
changes to its qualifications criteria prove necessary over time.
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Board Member Independence
The Commission recommends that no individual (other than the Postmaster General) should qualify as a Board member if he or she has a material relationship to the
Postal Service or its management team, whether directly or as a partner, shareholder
or officer of a related entity. Specifically, the Commission recommends that the
following persons should not qualify as a member of the Board:

• Officers or employees of the Postal Service (other than the Postmaster General);

• Officers, employees, or affiliates of the Postal Service’s independent public
accounting firm;

• Officers, employees, or affiliates of substantial suppliers of the Postal Service
(for example, a supplier who derives more than 2% or $1 million of gross
revenue from the Postal Service, whichever is greater);

• Officers, employees, or affiliates of a company that depends on the Postal
Service to distribute a substantial portion of its products or to carry out a
significant amount of its business; and

• Immediate family members of any person who would not qualify as a Board
member.

Selection and Role of the Chair
The Commission recommends that the Chair be selected by the entire Board and
have responsibility to:

• Provide Board leadership;
• Convene and chair Board meetings;
• Establish Board meeting agendas;
• Ensure Board members receive sufficient information to carry out their duties;
• Facilitate the contribution of all Board members; and
• Serve as the primary link between management and the Board.
Term Limits
The current nine-year terms are far too long, particularly as many corporate boards
restructure to achieve shorter terms and allow for a more dynamic Board composition
that is responsive to the changing needs of the venture. A careful balance must be
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struck between terms that are so long that members lose interest and terms that are
so short they restrict members’ ability to learn the business and offer meaningful
oversight. For Presidential nominees, the potential difficulty of the appointment
process is a further burden for consideration. Given these factors, the Commission
recommends three-year terms for all Presidential appointees and independent Board
members, subject to the staggering mechanism described below. The Commission
further recommends that the Board of Directors establish a maximum number of
terms that a Board member may serve and that members be required to retire at age
70.

Staggered Terms
In order to mitigate potential conflicts of interest in the nomination process, the
Commission recommends that the terms of independent Board members should be
divided and staggered into three classes. Initially, two members should be appointed
to one-year terms; three members should be appointed to two-year terms; and the
remaining three members to a full three-year term.

Removal of Board Members
The Commission recommends that the Board continue to have authority to remove
the Postmaster General for any reason. The Commission also recommends that the
President have the authority to remove any Presidentially-appointed Board member
and that the Secretary of the Treasury have the authority to remove any independent
Board member. These powers are intended to mirror most corporate models, which
permit shareholders to vote on the removal of Board members for any reason. In the
past, Board members could only be removed “for cause,” a term of art that narrowly
covers only the most severe conflicts of interest and criminal behavior. Somewhat
broader latitude is granted in this design in order to ensure a corrective mechanism
exists, should this largely self-perpetuating Board begin building a tradition of
mediocrity rather than excellence.
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Committee Structure and Procedures
The Board should continue to utilize a committee structure that enables individual
members to fulfill clearly defined responsibilities that are more efficiently and effectively
carried out by a component group rather than the Board as a whole. Today, the Board
has three standing committees: Audit and Finance, Capital Projects, and Strategic
Planning. The Commission recommends that the Board eliminate the Capital Projects
committee and have the Board as a whole approve only the most substantial capital
investments. The current $10 million threshold for Board consideration of capital
projects is far too low.
The Commission also recommends the elimination of the Strategic Planning committee
and instead suggests that the entire Board address issues, such as the Postal Service’s
product and service offerings, that have traditionally fallen within this committee’s
purview. In addition, the Commission recommends that the Board establish two new
standing committees as it assumes a more corporate fiduciary role:

• Nominating and Corporate Governance Committee: Because the Commission
recommends that the Board be largely self-perpetuating, selecting 8 of its 11
members, a Nominating and Corporate Governance committee is necessary. This
committee should have primary responsibility for ensuring the Board includes at
all times a healthy mix of leaders and skill sets that combine to form one of the
world’s most capable and experienced Boards. The Postmaster General should
not be permitted to serve on this committee, which also should be charged with
on-going evaluation of the Board’s performance and needs and ensuring all Board
members receive the information and training necessary to fulfill their duties.

• Compensation Committee:

One of the most important roles of a corporate
board is to ensure that management performance is aligned with clearly defined
institutional objectives. One of the most powerful tools at the Board’s disposal is
compensation. Because the Commission recommends that the Postal Service
have greater flexibility over the compensation of its senior executives (for example,
pay-for-performance incentives), this committee is necessary to develop expertise
in this area, including tools for evaluating executive performance. It will assume
responsibilities relating to executive compensation that are currently discharged
by the Strategic Planning committee. To avoid a conflict of interest, the Postmaster General should not be allowed to serve on the Compensation committee or
vote on its recommendations. This committee should be free to determine the
factors contributing to executive compensation decisions and have complete
authority to set compensation levels to attract and retain the very best managers.
(Specific recommendations relating to this authority are discussed in detail in
Chapter 6.)
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While the Board would have the authority to create additional committees, this configuration anticipates that work relating to postal rates, new products and services, facility
closures, and real estate management would continue to be handled by the pre-existing
committees or the Board as a whole. The Audit and Finance committee would also
continue to play an increasingly vital role in ensuring the Postal Service’s fiscal health,
risk management, and financial transparency.
As is the case under current practice, each committee would operate under a charter
adopted by the full Board. These charters should outline the purpose, authority and
duties of each committee. They should also be available to the public and posted on the
Postal Service’s website.
Initially, the Board as a whole should select the members and chair of the Nominating
and Corporate Governance committee. Once in place, that committee should be
responsible for recommending the chairs of the other committees for approval by the
Board.

Meetings
The Commission believes that the current monthly meeting schedule of the Board of
Governors is excessive and invites micromanagement rather than high-level oversight
and governance. For these reasons, the Commission recommends that the Board
convene six regular meetings each year. In addition to the regular meetings, the Board
should have the flexibility to call additional meetings when deemed necessary by the
Chair or by established process.

Compensation
In order to attract the caliber of candidates equal in capability and stature to those
serving on comparable corporate boards, the Commission recommends that compensation be made competitive with that of Board members of large publicly traded companies.
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Voting Procedures
Under current law, most Board decisions require a simple majority, with six members
present for quorum (proxies are not allowed). However, there are exceptions. For
example, an absolute majority of Governors is required to appoint or remove the
Postmaster General. With regard to rate-setting, the following exceptions also apply:

• Approval, allowance under protest, or rejection of a PRC recommended rate or
classification decision: The Board may act on a majority vote of the Governors
present, but five of the six members required for quorum must be Governors; and

• Modification of a PRC recommended rate or classification decision: The Board may
act only on the unanimous written vote of all Governors.
The Commission recommends that similar voting rules continue, until the Postal
Regulatory Board has established the new rate ceiling mechanism (discussed in detail in
Chapter 4). Once the new mechanism is in place, rates can be adjusted within the
limitations set by the Postal Regulatory Board on a majority vote of those Board members present (with quorum). However, a super-majority should be required to request
that the Postal Regulatory Board consider approving rates in excess of the established
limits.

Limitations on Outside Activities and Ethics
Currently, Board members may hold any other office
or employment not inconsistent or in conflict with
their Postal Service duties, responsibilities, and
powers. In order to ensure an adequate level of
commitment, the Commission recommends Board
members be subject to the limitations on outside
activities generally applied to directors of corporate
boards. Consistent with corporate best practices,
Board members should promptly inform the Chairman if an actual or potential conflict of interest
occurs and should resign if a significant conflict
cannot be resolved. Additionally, if a Board
member’s position or responsibilities substantially
change from the time of his or her appointment, a
letter of resignation should be automatically submitted to be acted on by the full Board.

Setting High Standards
The Postal Service should be guided by an independent,
self-perpetuating Board of Directors with significant
financial and business expertise. Board members should
have no material relationship to the Postal Service. Terms
should be staggered. Regular meetings should take place six
times per year. Standing committees for audit and finance,
executive compensation and nomination/corporate governance should exist. Compensation of Board members
should be comparable to that of similarly sized, publicly
traded companies. Standard quorum and majority rules
decision-making processes should apply, with the following
exception: a decision to request rate increases that exceed the
rate ceilings imposed by the Postal Regulatory Board should
require a super-majority. Board members also should
follow general corporate guidelines limiting service on other
Boards to reasonable levels and should adhere to the highest
ethical standards.
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Conclusion
Given the challenges before the Postal Service and the essential role this large and
complex institution plays at the center of American commerce and society, the Postal
Service both needs and deserves one of the most capable boards in America. Such a
Board could provide the Postal Service leadership with a wealth of sophisticated skills
and experience that, appropriately applied, can reinvigorate this vital 225-year-old
institution.
Supported by a governance structure that emphasizes corporate best practices, ensures a
truly independent spirit, seeks out only the most qualified candidates, and focuses the
Board on oversight, management accountability and “big-ticket items,” such as cost
reduction, quality of service and restored fiscal health, this Board would be capable of
driving the changes most needed at the Postal Service today. These advances include:
greater efficiency, more strategic focus, strong financial leadership, greater accountability
and transparency, service and capabilities on a par with leading private-sector entities
and, overall, a more businesslike approach to the delivery of the nation’s mail.
In partnership with a newly empowered Postal Service leadership, this Board would
shape and define the fundamental change needed at the Postal Service. However, if the
Board and postal managers are to be granted more responsibility and latitude to “steer a
ship” that has monopoly powers, then appropriate oversight and accountability mechanisms must be in place, not to impede the journey, but to ensure it is appropriately
undertaken.

Chapter 3 Recommendations*
B-4. Financial Transparency. The Postal Service should voluntarily comply with
applicable Securities and Exchange Commission reporting requirements. In addition, the Postal Service should periodically report on the allocation of costs among
mail products and services in accordance with form, content, and timing requirements determined by the Postal Regulatory Board.
C-1. Governance. In order to establish a governance structure that exemplifies the best
practices of similarly-sized private sector corporations, the current Postal Service
Board of Governors should be transformed into a corporate-style Board of Directors
with broad authority to oversee Postal Service operations. Further, the Board of
Directors should consist of three Directors appointed by the President, the Postmaster
General, and eight independent Directors initially selected by the three Presidentially-appointed Directors with the concurrence of the Secretary of the Treasury.
Thereafter, the eight independent Directors would be selected by the full Board of
Directors with the concurrence of the Secretary of the Treasury. All Directors should
be selected based on business acumen and other experience necessary to manage an
enterprise of the Postal Service’s size and significance. Terms for all Directors should
be three years with a mandatory retirement age of 70.
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Chapter 4: Protecting the Public Interest:
Enhanced Accountability and
Public-Policy Oversight
Introduction
For the Postal Service to operate in a more businesslike fashion, its managers must
have greater flexibility to manage and innovate. With this latitude, however, comes
the need for enhanced managerial accountability and public-policy oversight. Managerial accountability comes from a corporate-style Board of Directors tasked with
holding Postal Service officers responsible for performance. Public-policy oversight
must come from an independent regulator endowed with broad authority, adequate
resources, and clear direction to protect the public interest and ensure the Postal
Service fulfills its duties appropriately and continues to meet the evolving postal
needs of the country.
Toward this end, the Commission recommends transforming the Postal Rate Commission (“PRC”) into a new Postal Regulatory Board with broad authority to set the
public-policy parameters within which the Postal Service is allowed to operate.
Rather than a narrow focus on rate setting and mail classifications, this new regulatory entity would:

• Ensure the financial transparency of the Postal Service;
• Establish rate ceilings for Postal Service non-competitive products and preapprove rate increases that exceed the rate ceilings;

• Ensure the Postal Service remains focused on traditional products and services;
• Ensure that competitive products are not cross-subsidized by revenues from
non-competitive products;

• Guarantee that the Postal Service is meeting its universal service obligation and
refine, as necessary, the specific elements of that obligation;

• Review proposed changes to service standards when such changes are expected
to have a substantial and negative national impact;

• Review the postal monopoly for its public benefit and, if circumstances
warrant, narrow it over time;

• Review worksharing discounts, negotiated service agreements, and other noncompetitive rates for undue or unreasonable discrimination; and

• Ensure that the Postal Service upholds its statutory obligation to compensate
its employees at a level comparable to the private sector.
It is imperative that the Postal Service (in part, a monopoly) have clear, independent
regulatory oversight. Placing the oversight function in a strong, independent Postal
Regulatory Board will allow greater operational latitude to Postal Service managers,
while assuring the nation that the quality, reliability and affordability of the nation’s
postal services will continue. As such, an improved regulatory structure can deliver
both dividends and disciplines to the Postal Service of tomorrow.
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Transform the Postal Rate Commission
Like the Postal Service, the current regulatory framework was established by the 1970
Act with the creation of the independent, five-member Postal Rate Commission.
The PRC’s current narrow regulatory oversight of the Postal Service has a very
uneven impact. At one extreme, the Postal Service’s competitive products are
burdened by ratemaking procedures far in excess of anything required of private
competitors or current best practices in regulated industries. At the other, the quality
of services entrusted to the Postal Service on a monopoly basis largely escapes
scrutiny altogether.
A key feature of the present rate process is the fact that new domestic rates and
classifications are subject to lengthy review by the PRC prior to taking effect. The
PRC must give all interested parties a chance to challenge the Postal Service on the
need for the change. This administrative procedure, involving dozens of participants,
can become extremely costly, time consuming and litigious. This makes it very
difficult for the Postal Service to operate in a businesslike fashion—for example, by
offering discounted products to leading customers or adjusting to unanticipated
changes in costs. Every significant change demands a major administrative proceeding. This unfortunate construct places the Postal Service in an adversarial relationship with its major customers and at a distinct competitive disadvantage.
The Commission believes that independent regulation of the Postal Service must
continue but that a major revamping of the regulatory review process is in order. In
light of lessons learned under the current regime and the changing nature of postal
markets, the Commission believes that the laudable goals of the current regime can
be achieved more efficiently and effectively. Protecting postal customers against
undue discrimination can be continued while minimizing the regulatory costs
imposed on the Postal Service. Restrictions against cross-subsidy from non-competitive to competitive products can be maintained and enhanced without hamstringing
the ability of the Postal Service to participate in competitive markets.
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In addition, the scope of regulatory review should be extended.
The Postal Service should not be able to pass on the costs of
substantial inefficiencies to mailers captured by the postal
monopoly, and the quality of services provided in monopoly
markets should be held to a strict accounting. As suggested in
Chapter 2, the mission of the Postal Service should be clarified
and subject to outside review. Viewed against the backdrop of
the Postal Service’s challenges today, enhanced regulatory oversight—appropriately structured—will not be an added burden
but will aid in the renewal of the Postal Service.

A Postal Regulatory Board Founded on PublicPolicy Oversight

What are Non-Competitive
Products?
The Commission believes that the term
“non-competitive products” should
include products covered by the postal
monopoly as well as products over which
the Postal Service has a market-dominant
position. The Commission suggests that
the following products should fall within
the “non-competitive” category: FirstClass Mail, Periodical Mail, Standard
Mail, media mail, library mail, and
bound printed matter. The Postal
Regulatory Board should review and
refine this list over time, as circumstances
warrant.

The Postal Service’s need for oversight today is as broad as the
PRC’s authority is narrow. The Postal Service urgently needs a
vigilant, broadly empowered and independent Postal Regulatory Board to focus on its
ability to fulfill its core duties in an appropriate and effective manner. Given the
significant responsibilities vested in this regulatory body, the Commission envisions
three individuals of significant stature, appointed by the President of the United
States for five-year terms and subject to Senate confirmation. The Commission
believes that the Postal Regulatory Board members should have backgrounds in areas
relevant to the regulation of large, complex business entities and that they should be
selected solely on the basis of demonstrated expertise and professional standing. In
selecting new members, care should be taken to ensure the broadest possible representation of skills among Board members. Additionally, no more than two of the
members should belong to the same political party.
It is imperative that the Postal Regulatory Board be a truly independent institution.
Like the PRC, the Postal Regulatory Board should be an independent establishment
within the executive branch of the Federal government. Unlike the PRC, its budget—while supported by ratepayers—should be subject to Office of Management
and Budget review but not Postal Service approval.
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Exhibit 4-1.

Comparison of the Postal Rate Commission to the Postal Regulatory Board
Postal Rate Commission (PRC)

Postal Regulatory Board (PRB)

Independence

An independent establishment of the Executive Branch.

Budget Approval

Budget subject to Postal Service approval.

Budget subject to Office of Management
and Budget review.

Composition

Five Commissioners, including one
Chairman, only three of whom may be of
the same political party.

Three members, including one Chairman,
only two of whom may be of the same
political party.

Appointment

Appointed by the President and confirmed by the Senate.

Qualifications

Members chosen based on their
professional qualifications.

Members chosen solely on
the basis of their technical qualifications
and professional experience.

Terms

Six years.

Five years.

Authority

Narrow authority:

Broad public-policy oversight regarding:

1. Rates: Issues recommended decisions
on mail rates and classifications, and fees
for postal services.

1. Rates: Engages in after-the-fact reviews
of rate increases for non-competitive
products and services.

2. Service Standards: Reviews changes in
postal services that will generally affect
service on a nationwide or substantially
nationwide basis and offers advisory
opinions.

2. Cross-subsidy: Ensures that revenues
from non-competitive products are not
cross-subsidizing competitive products.
3. Postal Monopoly: Clarifies and refines
the scope of the monopoly.
4. Cost Allocation: Ensures that the Postal
Service is appropriately allocating its costs
across its competitive and non-competitive
products and services.
5. Transparency: Ensures financial
transparency, and obtains information from
the Postal Service, if need be, through the
use of subpoena power.
6. Products and Services: Monitors the
types of products and services offered to
ensure that the Postal Service does not
exceed its core mission.
7. Universal Service: Issues standards
defining the scope of this obligation.
8. Service Standards: Reviews proposed
changes to service standards that may have a
substantial and negative national impact
and issues binding opinions under certain
circumstances.
9. Compensation: Ensures that Postal
Service employees receive total compensation comparable to the private sector.
10. Retained Earnings: Ensures that
retained earnings are accumulated at an
appropriate level, and consistent with the
public interest.
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Streamline the Rate-Setting Process
Once the Postal Regulatory Board is in place, it should move quickly to improve the
rate-setting process, allowing greater flexibility to Postal Service managers while
imposing firm price and spending discipline on the institution, so that rate increases
are the last line of defense against rising costs rather than the first.
Unfortunately, the current rate-setting process achieves precisely the opposite effect.
It is simultaneously inflexible and undisciplined. Today, when the Board of Governors anticipates that rising costs will exceed revenues, it proposes a new schedule of
rates and classes and asks the PRC for a formal opinion. It can take as many as 18
months before the Postal Service sees the revenues it needs. What takes so long? The
Postal Service is required to prove (and opponents spend millions of dollars seeking
to disprove) that the proposed rates are “fair and equitable.” In the course of public
hearings, it is not uncommon for the PRC to hear from dozens of witnesses and sift
through tens of thousands of pages of supporting documents. Even after the PRC
has submitted its formal opinion, the Postal Service remains tightly constricted. The
Board of Governors can accept, reject, implement under protest, seek reconsideration
or challenge in court the PRC’s recommendations. What management cannot do is
rapidly adjust rates to changing circumstances, based on its expert opinion of the
needs of the operation. What the PRC cannot do is tell the Postal Service that the
Exhibit 4-2.

Reforming the Rate-Setting Process
Postal Rate Commission
A Lengthy, Litigious Process

Postal Regulatory Board
A More Streamlined Process

Responsible for responding to Board of Governors requests for
rate increases, or changes in the classification of mail.

Responsible for establishing incentive-based rate-setting
methodology.

•
•

Bases its judgment on a host of statutory requirements.

•

Establish baseline rates and rate ceilings for non-competitive
products and services (below which the Postal Service is largely
free to set rates as it wishes).

•

Required to transmit its recommended decision to the Board
of Governors within 10 months, which under certain
circumstances, may be extended.

•

•

The Board of Governors may approve, allow under protest,
reject or modify a PRC recommended decision.

Upon written complaint, would conduct after-the-fact review
of rate increases for non-competitive products and services.
Would require adjustments if rate increases are found to be
inconsistent with established rate ceilings.

•

•

Board allowance under protest may lead to judicial review or
return to PRC for reconsideration.

Review, in advance, rate requests for non-competitive products
and services that exceed established rate ceilings and rate
requests for new products and services.

•

Board rejection of a PRC recommended decision leads to a
resubmission of the Board’s request.

•

•

Board modification of a PRC recommended decision can
only take place under certain circumstances and requires
unanimous Board approval.

Ensure that rates for competitive products and services are not
cross-subsidized by revenues generated by non-competitive
products and services. Would be authorized to take appropriate
remedial action.

•

Make all final determinations within 60 days.

•

Required to hold a hearing to include representatives of the
Postal Service and the mailing public.

May hold hearings based on complaints; issues either
recommended decisions or public reports based on hearing.
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overall level of rates is too high. If the current rate-making process teaches us anything, it is how not to motivate a large government entity to act in a more nimble,
businesslike, and disciplined fashion.
As Exhibit 4-2 illustrates, the Commission firmly believes that the current ratesetting process should be abolished and replaced with a more streamlined structure
that continues to impose rigorous standards on rate setting, but does so without
impeding the ability of Postal Service officials to manage and lead. In addition, this
new process should proactively encourage the Postal Service to improve productivity
and efficiency and not rely solely on rate increases to secure its fiscal health.

A Powerful New Tool to Encourage Productivity, Cost Savings
While increases in postage rates over the past 30 years have been kept more or less
within the bounds of inflation, it is important to keep this achievement in perspective. During this same period, the prices of many other goods and services have
fallen dramatically in real terms. And, compared to earlier times, the pace of postage
rate increases has accelerated dramatically. Since 1970, there have been 12 increases
in the price of a First-Class stamp. In the last 30 years, rate increases have become
the first cure for the fiscal woes of the Postal Service, not the last.
Not surprisingly, inefficiencies and excessive costs—often structural in origin—are
apparent throughout the Postal Service. This begs an important question: If the
Postal Service can deliver “affordable rates” without rooting out what many believe to
be billions of dollars in inefficiencies and unnecessary costs, is the Postal Service
providing the best service it can to the nation? Clearly, the answer is “no.” But in a
public-sector monopoly environment, with none of the flexibilities or bottom-line
disciplines of private-sector competition, the question becomes how can the institution be sufficiently enabled and motivated to rise to a higher standard of service?
Addressing this challenge head-on is implicit in the Commission’s proposed mission
for the Postal Service “to provide high-quality, essential postal services by the most
cost-effective and efficient means possible at affordable and, where appropriate,
uniform rates.”
One of the most important tools to press the institution in this more businesslike
direction is the adoption of an incentive-based regulation called “rate ceilings.”
Appropriately designed, this new mechanism would greatly assist Postal Service
management in its drive toward controlling costs and realizing new efficiencies.
Successfully deployed, it also could deliver a wide array of corporate-style flexibilities
and results:

• Simplicity:

Instead of a litigious, costly and lengthy ratemaking process that
can delay needed new revenues by more than a year, adjustments would be at
the discretion of the Board of Directors, so long as rates remain under the
ceiling. If additional revenues are needed, prices could only be increased with
the prior approval of the Postal Regulatory Board.
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• Certainty:

Of almost equal concern to frequent mailers as the cost of postal
services is the predictability of prices. Rate ceilings would permit mailers to
factor rate increases into their business plans with greater predictability. They
also would benefit Postal Service managers by giving the Postal Service a ceiling
under which management knows they need to control costs.

• Timeliness:

Rather than having to estimate two or three years out what the
revenue needs of the Postal Service will be, managers will be able to adjust rates
and make other operational decisions based on the realities of the current
climate.

• Alignment:

By building in appropriate incentives, such as the ability to retain
earnings that result from keeping costs beneath set limits and allowing the
Postal Service to use those earnings, in part, to finance incentive-based compensation (see Chapter 6), the motivations of Postal Service managers will be
more closely aligned with the interest of customers who value controlling costs
over higher postage rates.

For these reasons, the Commission recommends that the existing rate-setting procedures be replaced with an incentive-based process.

Incentive-Based Regulation: How It Could Work at the Postal Service
Rate ceilings are not merely a tool to deliver greater management flexibility. They are
a powerful incentive for achieving what is largely lacking at the Postal Service today:
the alignment of the interests of postal managers and employees with the interests of
ratepayers. Specifically, rate ceilings allow prices to be adjusted upward within limits
established by a regulator based on an “escalator” that incorporates factors for both
inflation and productivity.
The organization will benefit from enhanced flexibility to adjust rates, so long as it
does not exceed the ceilings established by the Postal Regulatory Board. This efficient approach would end the days of lengthy and litigious ratemaking proceedings
and free the Postal Service to adapt to changing economic circumstances in a more
businesslike timeframe. But if the rate ceiling is appropriately constructed, the
Postal Service will also feel intense pressure to rein in spending and improve efficiency and productivity.
It should be noted that some doubt exists as to whether a public-sector institution
(without, for example, employee stock options) can successfully use these tools.
Leading experts, however, believe that a combination of negative incentives (such as
holding managers accountable for performance) and positive incentives (such as
performance bonuses) can take full advantage of this innovative mechanism to the
ultimate benefit of ratepayers.1
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Incentive-based regulatory schemes are designed to allow prices to be adjusted
regularly and modestly upward within strict limits typically set below the rate of
inflation to encourage aggressive cost reduction and productivity efforts. The specific
mechanism, established by a regulator, is built around two levers: (1) the inflation
factor allows rates to increase within limits to reflect rising costs, while (2) the productivity factor exerts downward pressure on rates, creating the “incentive” to reduce
costs.
Such a construct forces an organization to prioritize productivity and cost savings.
For the Postal Service, it abruptly ends the temptation to seek rate increases every
time expenses increase. A well-designed rate ceiling can mimic the bottom-line
pressures facing private companies and produce a 21st century Postal Service much
more aligned with the interests of ratepayers.
Building the right rate-ceiling design is an intricate endeavor that the Commission
recommends assigning to the Postal Regulatory Board. However, the Commission
does have some thoughts on how such a mechanism could work:
Selecting an appropriate inflator. Numerous indexes have been suggested, most
notably the Gross Domestic Product Implicit Price Deflator (“GDP-PI”), which
focuses solely on the domestic economy; the Gross National Product Implicit Price
Deflator (“GNP-PI”), which incorporates foreign investment flows; the Consumer
Price Index (“CPI”), which focuses on consumer prices rather than prices of investment goods; and, because of the labor-intensive nature of the Postal Service, the
Employment Cost Index (“ECI”), developed by the Bureau of Labor Statistics. Some
economists suggest a hybrid approach—perhaps 80% ECI and 20% GDP-PI—
would best suit the unique nature of the Postal Service.2
Selecting an appropriate productivity factor. As an offset to the inflator, the
productivity factor is the pressure placed on inflation-adjusted prices to encourage
Postal Service managers to reach a target performance level. It has been suggested by
one economist that the Bureau of Labor Statistics’ private non-farm business total
factor productivity could be a useful target for the Postal Service.3
Application of the escalator. Once identified, inflation and productivity factors
combine to produce an “escalator,” the adjusted formula for rate ceilings to which the
organization must adhere in the pricing of non-competitive products. The regulator
must then determine how to apply the mechanism to the products offered. It is not
likely that one rate ceiling for all Postal Service products and services would be
appropriate. To accommodate varying costs and other concerns, regulators typically
rely on “baskets” and “bands.” Baskets are broad groups of products and services
subject to their own price cap. At the Postal Service, this mechanism could help
guard against cross-subsidization (i.e. shifting costs among “baskets”). “Bands” work
similarly, but within a given basket. With regard to the Postal Service, one economist
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suggests three baskets–single-piece First-Class Mail, periodicals,
and other mail (excluding international)–with additional bands
within each basket to limit price increases for specific products
and services. That economist also recommended that prices of all
products and services be required to cover incremental costs as a
means of protecting against cross-subsidization, making more
important the Postal Service’s cost-allocation efforts.4

Simplify the Rate-Setting Process
Replacing the existing rate-setting process with
an incentive-based regulatory system will
dramatically simplify the rate-setting process
and allow the Postal Service to react in a
timelier manner to changes in the mailing
industry. The Commission therefore recommends that the current rate-setting process be
repealed, and that the Postal Regulatory Board
be authorized to design a new incentive-based
regulatory scheme for Postal Service rates.

Setting Rates. Implementation of the new incentive-based ratesetting process provides the opportunity to discard the current
system involving a time-consuming and expensive comprehensive rate case every two to three years. In its place, there will be
an initial rate case used to set rates and rate ceilings for products
and services. The Commission envisions that the process for this
initial rate case would be similar to the current rate-setting
process, but with one significant difference: It would be limited to the establishment
of rates and rate ceilings for non-competitive products and services. The Postal
Regulatory Board would not determine prices for competitive products; it would only
ensure that the initial prices set by the Postal Service are not being cross-subsidized by
revenues generated by non-competitive products.
The true benefits of the new process would become apparent after this initial rate
case has been completed. Once the rate-ceiling regime is in place, the Postal Service
would be free to change rates without prior review by the Postal Regulatory Board, as
long as rates remain within established rate ceilings and other limits established by
the Postal Regulatory Board.

The Commission recognizes, however, that questions may arise as to whether the
Postal Service’s rates for non-competitive products are, in fact, within established rate
ceilings or whether rates for competitive products and services are covering the cost of
providing the product or service. As a consequence, the Commission recommends
that the Postal Regulatory Board be authorized to conduct expedited after-the-fact
reviews of rate changes when a written complaint is filed. If the Postal Regulatory
Board determines that the rate of a non-competitive product or service is not within
an established rate ceiling or the rate of a competitive product or service is being
cross-subsidized, it would be authorized to require the Postal Service to adjust the
rate. Only Postal Service requests for rates in excess of established rate ceilings (for
example, in the case of a precipitous decline in mail volumes), as well as rates for new
products and services, should be subject to a similar expedited advance review.
Procedures established by the Postal Regulatory Board should ensure that all affected
parties have an opportunity to participate through written submissions. As envisioned by the Commission, the process should be limited to the review of written
submissions and should be completed in no more than 60 days.
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The proper development of this rate mechanism is an intricate and sensitive undertaking. Fortunately, the Postal Service has a window of opportunity to implement
this important change. Recent legislation signed into law by President Bush to
reduce the Postal Service’s pension liability (discussed in detail in Chapter 6) also
includes a passage strongly discouraging a rate increase before 2006.5 This provides
ample time for the Postal Regulatory Board to develop and fine-tune a workable rate
ceiling mechanism. The Commission recommends that the Postal Regulatory Board,
over the next two years, undertake an extensive process to design the most appropriate, workable and beneficial mechanism. While the Commission believes the Postal
Regulatory Board should have broad latitude in doing so, it should generally strive to
develop a mechanism that promotes: reduced costs and increased efficiency, rate
predictability and stability, reasonable pricing flexibility, adequate revenues and a
reduced administrative burden for the rate-setting process.

Defining the Appropriate Scope of Postal Service Operations
Beyond designing and implementing an unobtrusive rate ceiling that both ensures
affordable rates and places greater institutional emphasis on cost controls and productivity gains, other essential roles of the Postal Regulatory Board are defining the scope
of the postal monopoly, refining the appropriate components of the universal service
obligation, and establishing the bright-line boundaries between the postal monopoly
and competitive markets.
In discharging these responsibilities, the Postal Regulatory Board would factor in
changing market circumstances, hear the concerns of interested parties, weigh the
arguments of the Postal Service, and make a final determination consistent with the
more focused mission of the institution.
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Upholding Universal Service
The Commission believes the Postal Regulatory Board is the most appropriate body
to charge with regularly reviewing the components of universal service to ensure they
meet the modern mail needs of a nation whose correspondence habits are changing
dramatically. In Chapter 2, the Commission expressed its support for all aspects of
the universal service obligation, but tasked the Postal Regulatory Board with refining
key aspects of universal service as circumstances require and/or permit. These
important decisions should rest with an independent entity charged with providing
thoughtful, careful review and an outcome that best serves the public interest. For
example, the Commission endorses maintaining the current list of products and
services that are required to be offered at uniform rates, but empowering the Postal
Regulatory Board to revise the list as appropriate in the future. These steps will
ensure that the universal service obligation is a dynamic responsibility, one capable of
changing as the country’s postal needs evolve and remaining in step with the
country’s mail needs.
Source: USPS.

Service Standards
The 1970 Act currently requires the Postal Service to seek non-binding advisory
opinions from the PRC whenever a “change in the nature of postal services . . . will
generally affect service on a nationwide or substantially nationwide basis.” Before
such a change may take effect, the Postal Service must first submit a proposal to the
PRC for the purpose of obtaining an advisory opinion. In the years following the
enactment of the 1970 Act, Federal courts interpreted this language in a manner that
limited the necessity for the Postal Service to seek such advisory opinions to instances
where three factors coexist: 1) the change must have a meaningful, quantitative
impact on service; 2) the change must be in the “nature” of the postal service being
altered; and 3) the change must affect service on a nationwide or substantially
nationwide basis.6 In one instance, a Court determined that the advisory opinion
requirement did not apply to the consolidation of district offices because there was
little evidence that consolidation would affect the nature of postal service;7 in another, a Court concluded that a policy denying door-to-door delivery service to
certain residents of Harris County, Texas, also did not require an advisory opinion
because there was no nationwide impact.8 As a consequence, the Postal Service has
referred proposed changes to the PRC for advisory opinions only four times since
July 1, 1971.9
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Regardless of how often the advisory opinion requirement has been invoked, its
practical impact is negligible. As one Court explained, Congress’s intent was for the
advisory opinion requirement to be a safeguard applicable only in situations where
Postal Service management contemplated significant changes.10 The question for this
Commission is whether a new approach is necessary.
The Commission is reluctant to recommend that the Postal Service continue to have
unlimited ability to change service standards. Given the economic pressures facing
the Postal Service, the temptation for management at some future time to turn first to
lower service standards as a means of reducing costs, rather than as a last resort, might
prove irresistible. The balance lies with creating a clearer standard for when the Postal
Service must turn to the new Postal Regulatory Board for advice, and in making such
advice binding on the Postal Service when it will have a substantial and negative
impact on national service standards. The Commission recommends the following
approach:
When the Postal Service determines that there should be a change in the
nature of postal services which will negatively affect service on a nationwide or substantially nationwide basis, it shall first submit a proposal,
within a reasonable time prior to the effective date of such proposal, to
the Postal Regulatory Board requesting an opinion on the change.
Proposals for opinions must be accompanied by an analysis of the impact
of the proposed change indicating the percentage impact on: 1) aggregate
volume for each class and subclass of mail affected by the proposed
change; or 2) delivery points. Requests for opinions must be made by the
Postal Service whenever a proposed change will result in a negative
impact on more than 10% of aggregate volume at the class or sub-class
level, or on more than 10% of delivery points. If the proposed change
will impact more than 25% of aggregate mail volume for a class or
subclass of mail or 25% of delivery points, the opinion of the Postal
Regulatory Board shall be binding on the Postal Service; otherwise, the
opinion is advisory.
The Commission believes that such an approach provides the Postal Service with an
appropriate amount of latitude to manage postal operations, while setting a clear
standard for when it must seek external input. It also makes clear that the Postal
Service may not independently lower service standards on a nationwide basis if doing
so is determined by the Postal Regulatory Board not to be in the public interest. In
addition, the Commission recommends that the Postal Regulatory Board be required
to prepare a comprehensive annual report assessing the Postal Service’s performance
in meeting established service standards.
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Oversight of Postal Monopoly
The Commission also recommends that the Postal Regulatory Board be tasked with
clarifying and administering the scope of the postal monopoly. Given the Postal
Service’s status both as a monopoly and a competitor, administrative authority over
the monopoly should reside outside the institution. It is inappropriate for a commercial organization to decide the scope of a law that restrains its competitors. To the
contrary, it is a fundamental premise of American justice that the law should be
administered by persons without a financial interest in the outcome.
The Commission also believes that there must be a reasoned and impartial administrative procedure for reviewing and updating the scope of the postal monopoly. The
Postal Service has itself adopted a number of administrative exceptions to the postal
monopoly.11 This process of continual review of the costs and benefits of the postal
monopoly is important, but is best carried out by an independent entity. The Postal
Regulatory Board should therefore be vested with authority to modernize the law by
narrowing the postal monopoly if and when the evidence shows that suppression of
competition is not necessary to the protection of universal service without undue risk
to the taxpayer.

Settling the “Boundary Wars”
To ensure that the Postal Service adheres to its core mission —
delivery of letters, newspapers, magazines, advertising mail, and
parcels—the Commission further recommends that the Postal
Regulatory Board be authorized to monitor services and products
offered by the Postal Service and to hear complaints from those
who believe the institution has exceeded its authority and entered
markets outside its core mission.
This opens up a complex web of questions commonly referred to as
the “boundary wars.” Most would agree that every American
should be able to send a letter or parcel to every other American at
reasonable cost through the local post office. But should the Postal
Service provide on-line bill payment? Or is that a service for which
consumers should turn to a private vendor? By setting clear boundaries, the Postal
Regulatory Board can deliver greater clarity and certainty for those who may find
themselves in competition with the Postal Service.

Source: USPS.
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Financial Transparency
The Commission believes that the Postal Service has a responsibility to the public to
be transparent in its financial reporting. Given its important public mission and
central role in the nation’s economy, changes in Postal Service economic health
should not come as a surprise to those responsible for or impacted by its performance.
By engaging in more businesslike financial reporting and more aggressively allocating
costs by product and service, the Postal Service will gain essential insight into all
aspects of its operations. Equally important, as a prominent public institution, all
Americans will have a better understanding of the financial challenges and opportunities facing their Postal Service.

Voluntarily Comply with Applicable SEC Reporting Requirements
As a public entity, the Postal Service is wholly owned by the American people. They
are the shareholders of the Postal Service, and they are due a regular and full accounting of the fiscal health and/or challenges facing this vital national institution.
Unfortunately, the Postal Service today is far from this goal. Since September 2000,
GAO has issued numerous reports urging greater financial transparency and expressing mounting concern that fiscal pressures were putting at risk the Postal Service’s
ability to fulfill its mission.12 The apparent catalyst for concern was the period from
November 2000 through February 2001, during which Postal Service estimates of
operating results for FY2001 started at a $480 million loss, and ended up, just three
months later, as an estimated loss of $2 billion to $3 billion, with too little explanation for the sharp decline.13
As a unifying force in American commerce and society, and as a customer-financed
government endeavor, the Postal Service should be setting the standard for financial
transparency by which all other Federal entities are judged. While the Postal Service
does, in many respects, conduct financial reporting over and above what is required
today of Federal agencies, it remains behind the level of disclosure offered by its
corporate peers. The Commission strongly recommends that the Postal Service be
required to close the gap by voluntarily complying with applicable provisions of the
major SEC reporting requirements (quarterly (10-Q), annual (10-K), and “significant event” (SK-8) reports).
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Improve Cost-Allocation Safeguards Against Cross-Subsidization
Where the Postal Service participates in markets also served by private industry, effective
oversight is essential to ensure that monopoly revenues are not manipulated to the
benefit of the Postal Service’s competitive offerings. For this reason, the Commission
recommends that the Postal Service periodically report on the allocation of costs among
all products and services in accordance with form, content and timing requirements
determined by the Postal Regulatory Board.

Spotlight

While the Postal Service should become more businesslike, it remains a
Private carriers have no U.S. Treasury to
government entity. Private carriers have no U.S. Treasury to borrow
borrow from at favorable rates, no
from at favorable rates, no monopoly markets to reliably generate more
monopoly markets to reliably generate
than 75% of operating revenues and no government exemption from
more than 75% of operating revenues
most taxes and laws imposed on private enterprises. Given that
and no government exemption from most
distinction and the Postal Service’s presence in contested markets, it has
taxes and laws imposed on private
a special duty to ensure it does not wield its monopoly and government
enterprises.
privileges unfairly against companies that have no such advantages. To
guard appropriately against cross-subsidization, the Commission
recommends that the Postal Service significantly improve its cost-allocation system.
Beyond addressing the legitimate concerns of private carriers, aggressive reforms in this
area would greatly support the shift to a more streamlined ratemaking process. This
approach would also enhance public confidence that postage rates reflect actual processing costs and do not unfairly shift burdens among the various classes of mail and, thus,
categories of customers.
Included in the Postal Service’s break-even requirement today is a specific mandate that
each class of mail essentially pay for itself—covering both its direct and indirect costs
and an appropriate percentage of overall institutional costs (costs that are not attributed
to any one category of mail). This requirement has resulted in a two-tiered costallocation process whereby direct and indirect attributable costs are tallied for each
category of mail and institutional costs are divided among the various categories based
on eight determining factors. Historic preferences for certain categories of mail, such as
periodicals and non-profit correspondence, are also provided. The 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 Postal Service claims that significant improvements are not feasible, one
leading private-sector carrier noted it had a procedure for achieving 100% cost allocation.14 The Commission feels that the appropriate target for the Postal Service lies
somewhere in between. 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. The Commission also
believes that existing preferences for favorable rates for the mailing of periodicals and
non-profit correspondence should be maintained.
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Procedures
In its recommendations, the Commission has vested much authority in the Postal
Regulatory Board. In order to exercise these authorities, the Postal Regulatory Board
should also be authorized to establish appropriate procedures. In carrying out its
regulatory functions, such as reviewing the scope of the Postal Service’s universal service
obligation and monopoly, the Postal Regulatory Board should employ an appropriate
regulatory-style process that ensures input from those affected by its determinations.
When reviewing complaints, such as whether the Postal Service has entered a market
outside the scope of its mission, the Postal Regulatory Board should employ a process
similar to that recommended for conducting complaint-based reviews of postal rates:
the procedures should be limited to the review of written submissions and should be
completed promptly, perhaps in as few as 60 days.

Postal Service Viability and Risk to the Taxpayer
In addition to SEC-like reporting, the Commission recommends that the Board of
Directors be required to submit annually a detailed report to the Postal Regulatory
Board on the financial viability of the institution, providing both significant financial
insights as well as adequate explanation of related trends. The report should adhere to
the “no surprises” rule, ensuring that any major changes to the fiscal health of the
Exhibit 4-3.
institution are widely understood in advance, so appropriate responses can be anticipated and generated. The
Current and Available Postal Service Borrowing
Commission further recommends that this report be
billions of dollars
made available to the public.
16
14
12
10

7.725

Debt Ceiling

8
6
4

7.275

2
0

Source: USPS un-audited FY 2003 Third Quarter Report on
Financial Condition and Results. As of May 16, 2003, the Postal
Service had outstanding debt of $7.275 billion; the Postal Service
can borrow an additional $7.725 billion before reaching its
statutory borrowing cap.
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The Commission recommends continuing the current
debt ceiling of $15 billion, so the Postal Service continues
to have ample latitude to cushion itself in down-cycle
years and cope with the volatility and uncertainty created
by electronic diversion. The Commission also recommends repealing the sub-limits on annual borrowing for
capital and operating needs within the existing $3 billion
annual limit on borrowing.
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Regulator Should Have Subpoena Power
For the Postal Regulatory Board to ensure financial transparency and make fully informed determinations on issues ranging from rate ceilings to cross-subsidies, it must
have access to the most reliable and current information possible. For this reason, the
Commission recommends that the Postal Regulatory Board have the authority to
request accurate and complete financial information from the Postal Service, including
through the use of subpoena powers, if necessary, to obtain a thorough and reliable
snapshot of Postal Service operations.

Ensuring Pay Comparability
The Postal Service is required by law to provide compensation to its employees comparable to that offered by the private sector. As discussed in detail in Chapter 6, the
Commission received a great deal of testimony claiming the existence of a compensation
premium. Rather than take a firm position in this debate, the Commission recommends that the Postal Regulatory Board be tasked with making an impartial determination as to whether there exists a compensation premium over the private sector. If the
Postal Regulatory Board determines that a premium exists, then it should be authorized
to take immediate binding and corrective action for prospective new hires, once the
comparability analysis is complete. The Postal Regulatory Board
also should establish a reasonable timeline for corrective action
for existing employees, which management and the postal unions
Upholding Compensation
would be required to achieve over time in their collective barComparability
gaining and arbitration proceedings. On the other hand, if the
Postal Regulatory Board determines there is not a compensation
The Postal Regulatory Board should be responpremium, then it should say so and effectively end the debate.
sible for determining that the Postal Service is
in compliance with statutory provisions requiring comparable pay to the private sector. The
Regulatory Board should identify an appropriate point of comparison, and—if a premium
exists—take reasonable corrective action (see
Chapter 6).
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Conclusion
For the Postal Service to operate in a more businesslike fashion, its managers must have
greater freedom and accountability for the daily operations and management of the
institution. For that to happen in an appropriate way, the Postal Service needs a strong,
independent Postal Regulatory Board with broad authority over matters ranging from
appropriate ceilings on rates, to the scope of the postal monopoly, to the level of detail
required in rigorous new financial reporting requirements. In doing so, this entity will
play an important role in ensuring the financial viability of the Postal Service, protecting
the health of the nation’s public-private postal network, and preserving the quality and
sustainability of the services upon which the American people and the U.S. economy
rely.
Once an independent regulatory entity is in place, Postal Service managers must have
broader latitude to modernize a vast and outdated postal network to produce substantial
gains in service quality and costs. Maximizing the benefits of this endeavor will require
a fundamental transformation of how the Postal Service does business: elevating the
performance of the nation’s postal network, taking full advantage of new partnerships
and aggressively pursuing leading-edge cost-savings and productivity strategies. If
pursued in tandem and as part of a comprehensive effort, such an endeavor could
utterly transform the value, service and operations of the Postal Service to the benefit of
its customers and the U.S. economy as a whole. Its time has come.
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Chapter 4 Recommendations*
B-3. Monopoly. The Postal Service should maintain its current mail monopoly, and
also retain its sole access to customer mailboxes. However, the 1970 Act should be
amended to: 1) authorize the Postal Regulatory Board to clarify and periodically
review the scope of the mail monopoly; and 2) clarify that the Postal Service does
not have the authority to alter the scope of the mail monopoly or to determine the
extent of access to customer mailboxes.
B-4. Financial Transparency. The Postal Service should voluntarily comply with
applicable Securities and Exchange Commission reporting requirements. In
addition, the Postal Service should periodically report on the allocation of costs
among mail products and services in accordance with form, content, and timing
requirements determined by the Postal Regulatory Board.
C-2. Management Flexibility. The Board of Directors and senior Postal Service
management should be given greater flexibility to manage without the limitations
imposed by statutory constraints. More specifically: 1) Postal Service management
should be given the flexibility to take advantage of corporate best practices; 2) the
Postal Service should be allowed to set rates within limits established by a new
Postal Regulatory Board without obtaining prior approval; 3) the sub-limits placed
on annual borrowing for capital and operating needs within the existing $3 billion
annual limit on borrowing should be repealed; and 4) the Postal Service should be
allowed to retain earnings subject to limits established by the Postal Regulatory
Board.
C-3. Accountability and Public-Policy Oversight. In order to ensure that a Postal
Service management with greater latitude has appropriate oversight, the Postal
Rate Commission should be transformed into a new Postal Regulatory Board with
the responsibility to protect the public interest and promote public confidence in the
fairness and transparency of postal operations. The new Postal Regulatory Board
should have authority to: review and refine the scope of the Postal Service’s universal service obligation; clarify and refine the scope of the postal monopoly; regulate
rates for non-competitive products and services; establish limits on the accumulation of retained earnings by the Postal Service; ensure financial transparency;
obtain information from the Postal Service, if need be, through the use of new
subpoena power; and review and act on complaints filed by those who believe the
Postal Service has exceeded its authority. The new Postal Regulatory Board should
be comprised of three members who are appointed by the President and confirmed
by the Senate, and no more than two should be members of the same political
party. Members of the Postal Regulatory Board should be selected solely on the
basis of their demonstrated experience and professional standing.
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C-4. Rate-Setting Procedures. The existing rate-setting process should be replaced
with an incentive-based rate-setting methodology in which the Postal Regulatory
Board: 1) establishes baseline rates and rate ceilings for non-competitive
products and services; 2) reviews, in advance, rate requests for non-competitive
products and services that exceed established rate ceilings; and 3) ensures that
rates for competitive products and services are not cross-subsidized by revenues
generated by non-competitive products and services. The Postal Regulatory
Board, upon written complaint, should be authorized to conduct after-the-fact
reviews of rate increases for non-competitive products and services, and, if
necessary, to require adjustments to these rates when they are inconsistent with
established rate ceilings. The Postal Regulatory Board should also be authorized
to review, upon written complaint, whether a rate for a competitive product or
service is being cross-subsidized by revenue generated by non-competitive
products or services and to take appropriate remedial action. In conducting
after-the-fact reviews, the Postal Regulatory Board should ensure that affected
parties have an opportunity to participate, but should also ensure that the
timeframe for the review is dramatically reduced from that permitted under the
existing rate-setting process. Participation by interested parties should be limited
to written submissions, and all procedures should require a final determination
within 60 days.

* See Appendix C for a complete list of Commission recommendations.
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Chapter 5: Pushing the Envelope:
Designing a Smaller, Stronger,
New Postal Network
Introduction
The proper configuration of a 21st century postal network is at the heart of a successful transformation of the Postal Service. The network of processing and distribution
facilities combined with technology is where the vision of a high-performing modern
institution capable of continuing its enduring mission of delivering the mail to
everyone at affordable rates meets the sobering reality of the Postal Service’s significant fiscal challenges. With revenues stagnant and the number of delivery points
increasing each year, the Postal Service today is asked to do what many in the private
sector have been asked to do: bring down costs while elevating service. If truly freed
to operate in a businesslike manner, the Postal Service has a real opportunity to
succeed in this make-or-break endeavor.
In facing its fiscal dilemma, the Postal Service can “push the envelope” in one of two
ways. It can aggressively explore new products and services in pursuit of new revenue
streams, something it has done with dubious success in the past. Or, it can push the
envelope of innovation, daring to acknowledge that the postal network as it exists
today is far too sprawling and cumbersome for the nation’s needs and that through
the strategic deployment of new technologies, partnerships with the private sector
and appropriate cost-reduction strategies, it can grow smaller and stronger—keeping
the Postal Service’s commitment to universal service without overburdening
ratepayers.
Stagnant mail volumes place intense pressure on the Postal Service to eliminate costs
and inefficiencies and modernize systems and processes throughout its network. Yet
even if a changing fiscal outlook did not demand these changes, it is important to
note that ratepayers deserve them nonetheless. Regardless of the economic climate,
the nation is due the most cost-effective, efficient, high-quality Postal Service that
strong leadership, innovative technology, pioneering partnerships, and a capable,
dedicated workforce can provide.
Fortunately, given its process orientation, the Postal Service is well-positioned to gain
substantial savings from new efficiency and productivity gains, if it is free to engage
in true corporate-style realignment. In the Commission’s view, many of the Postal
Service’s challenges can be overcome with tools and strategies readily available today.
The defining challenge, however, remains significant—the willingness of all interested parties (employees, customers, partners, regulators and members of Congress)
to support a strategic realignment that will dramatically alter not what the Postal
Service does, but how it provides its vital services to the nation.
The Postal Service deserves praise for developing and testing its network rationalization initiative, which strives to create a sound analytical basis for redesigning the
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postal network. The strategy acknowledges the need to
control high fixed infrastructure costs, which have little
room to fluctuate with changes in mail volumes and
revenues. It also aims to reduce costs, consolidate plants,
improve consistency of service and standardize processes—
all providing a strong start to efforts to rein in costs while
improving overall efficiency and service.

Source: USPS.

Accelerating these efforts, as the Commission recommends, involves permitting this realignment to proceed
free from undue external intervention. This will be a
significant challenge. The Postal Service employs hundreds of thousands of Americans in communities across
the country. Its facilities, trucks, and letter carriers are—to
most people—the most visible and familiar face of the Federal government in their
daily lives. Changes to the numbers of people and facilities that comprise the Postal
Service affect the makeup of virtually every community. This process must be viewed
and supported as advancing the nation’s Postal Service, rather than undercutting it.
Toward that end, the Commission envisions a comprehensive postal network realignment that is facilitated by an independent process, much like that governing military
base closures in the mid-1990s, for consolidating and closing processing and other
back-end postal facilities; asking communities to play a more prominent role in the
disposition of post offices that are unnecessary for the fulfillment of universal service;
promoting greater use of private partnerships to ease the Postal Service’s fixed infrastructure burden; and pursuing end-to-end standardization of the postal network to
reduce the uneven nature of many postal processes that combine to add billions of
dollars in unnecessary costs into the system each year.
At the same time, to ensure service is enhanced, the Commission recommends
revolutionizing retail access—bringing a wider range of postal services to consumers
in grocery stores, pharmacies, and other convenient locations. The Commission also
endorses a more aggressive approach to outsourcing that allows many postal functions to be provided by private-sector companies that demonstrate an ability to
provide a higher quality service at less cost. The Commission also has specific
recommendations for management of the Postal Service’s substantial real estate assets,
and the appropriate funding of the Postal Inspection Service and the Office of the
Inspector General.
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Given the opportunities to perform the nation’s postal business better, the Postal
Service—despite its challenges today—can have a bright future and continue to play
a central role in American commerce and society. But it will take flexibility on the
part of all who have an interest in the Postal Service’s success—customers and
employees, partners and politicians. The institution must be permitted to take full
advantage of the many efficiency opportunities it should have today by virtue of its
unique businesslike mandate and the strong national desire to see its vital service to
the country continue at affordable prices and minimal expense to taxpayers. The
Postal Service has ample opportunity today to successfully achieve these goals.
Whether it is permitted to do so is largely a question for those who rely on, work in,
and govern its operations.
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Rightsizing the Nation’s Postal Network
There are two basic elements to the successful realignment of the nation’s postal
network: structure and strategies. Rightsizing addresses the structural component—
identifying and configuring the ideal physical network of facilities for the most costeffective and quality delivery of the nation’s mail in the modern environment.
Few dispute that the legacy postal network relied on today is not what would be built
from scratch if the Postal Service were created in the 21st century. Without question,
the Postal Service has far more facilities than it needs and those facilities it does
require often are not used in the most efficient manner. It should be noted that these
infrastructure modernization challenges are common throughout the Federal government today. According to the GAO, the physical infrastructure of most Federal
agencies is “based on the
business model and technoRightsizing is Reshaping Corporate America, Too
logical environment of the
You’re a large national enterprise with a bottom line that’s seen better days. While
1950s. Many of the assets
robust growth and strong revenue streams once easily financed vast operations, new
are no longer effectively
fiscal realities have changed the picture dramatically. As a result, your entity’s
aligned with, or responsive
success hinges on wringing inefficiencies, redundancies and other excess costs out of
to, agencies’ changing
the system.
missions and are therefore no
1
longer needed.” While a
Sound like the Postal Service? Well, yes. But it also is the story of many leading
statement on Federal infraprivate companies. Just ask the executives at Cisco Systems. It was not long ago
structure generally, it is an
that the Internet giant was growing rapidly through an aggressive strategy of
apt description of the postal
acquisition and new hires. Today, the Fortune 100 company is sharply focused on
network today.
tackling duplication and waste. It is consolidating and downsizing its organizaCorporate America, too, is
feeling the pressure to take a
close look at its processes,
assets and strategies to ensure
an optimization that minimizes costs and inefficiencies. Unfortunately, while
the Postal Service has many

tion and standardizing technologies to boost productivity and rein in costs. In no
small part as a result of these aggressive measures, Cisco’s net income rose 35%
during the fiscal third quarter of 2003.2
Rather than having myriad teams working on overlapping and sometimes competing projects, the company now stresses both standardization and versatility. For
example, it now uses a single chip to power two of its most popular products when
it once used different chips. This and other changes allowed Cisco to keep larger
quantities of fewer parts and save $23 million annually.3
As a similar process-oriented institution, the Postal Service’s opportunities to
benefit from greater standardization and a sharp focus on doing business in new,
better and cheaper ways are significant. While they require a substantial overhaul
of the legacy network, this ambitious reform is in step with current trends among
leading U.S. corporations. Those that want to not only stick around but succeed
tomorrow are focusing hard today on doing their work better and at lower cost.
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of the same opportunities as leading corporations to find new efficiencies, it also faces
unique political and statutory hurdles. In reality, the Postal Service does not have the
latitude to manage its infrastructure based on the needs of the postal network.
Instead, the network remains largely unchanged and increasingly inefficient due to
the inertia that results from restrictive statutory requirements as well as political
resistance to closing or consolidating postal facilities.
The Postal Service must be freed from these debilitating political restraints that ill
serve all who rely on the institution. It should be free to pursue its network rationalization initiative to modernize the design of the nation’s postal network; it should be
encouraged to work with local communities to determine the fate of low-activity post
offices that are no longer necessary to the fulfillment of universal service; and it
should be encouraged to fundamentally enhance all Americans’ access to the most
popular retail postal services—all in pursuit of greater efficiency, greater customer
convenience and service, and a 21st century Postal Service that delivers like never
before.

Rationalizing the Network
Many leading companies are consolidating facilities, often doing the same amount of
work, simply at fewer locations, thanks to the advances of new technology, standardization and other innovative strategies in boosting corporate efficiency and productivity. The Commission fully supports the Postal Service’s ambitious efforts to realize
similarly positive results for the delivery of the nation’s mail.
The Postal Service’s network rationalization initiative is
the most tangible and important deliverable of its 2002
Transformation Plan. This effort addresses the backend distribution, processing, and bulk mail centers
dispersed across the country today. While not the
front-line retail post offices most familiar to the American people, the efficiency of these facilities’ operations is
essential to the quality of postal service that all
Americans receive.

Source: USPS.
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Exhibit 5-1.

Overview of Logistics Network
Facility Type

Number of
Facilities

Processing and Distribution Plant

290

Air Mail Center

90

Bulk Mail Center

21

Remote Encoding Center

20

Priority Mail Processing Center

11

International Service Center

7

Independent Mail Transfer Center

7

Total

446

Source: USPS.

Through extensive and sophisticated analysis, the Postal Service is developing a
network design based on distribution concepts that allow it to simplify and standardize mail flows in order to enhance the efficiency of every aspect of postal operations.
This approach shifts the focus from the performance of a particular product line or
geographic area to that of the entire logistics network. In other words, rather than
focusing solely on the efficiency of each step of the mail process, this strategy also
maximizes the efficiency with which all the pieces fit together. By streamlining the
distribution network, the Postal Service can pave the way for the potential consolidation of sorting facilities and the elimination of other excess costs. The ultimate
deliverable of this data-driven endeavor is a robust yet flexible logistics network that
reduces costs, increases operational effectiveness and
improves consistency of service.
The network rationalization initiative is at the heart of
the Postal Service’s efforts to take $15 billion in cumulative costs out of the institution over a five-year period.
So far, the initiative has successfully designed a model
that mirrors the size, scope and purpose of the challenge
at hand. Now, the analysts are feeding the model with
ideas from postal experts and the mailing industry, as
well as various “what if ” scenarios. These efforts
ultimately will identify a “network consolidation
point,” a distribution concept that results in a more
standardized and simplified mail processing environment and greater opportunities for transportation
consolidation. This operational testing phase is expected to continue through the end of the year, at which time the Postal Service
hopes to begin putting the new strategy to work for the nation.

Source: USPS.
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To do that, Postal Service leadership will need the latitude to proceed. This will be a
challenge. The centers that may be consolidated or closed employ a significant
number of Americans. Understandably, political leaders become concerned when
general plans to consolidate or close unneeded facilities become specific and involve
people, jobs and facilities in the communities they represent. In addressing these
concerns appropriately, the Commission feels there are lessons to be learned from the
realignment and closures of military bases in the mid-1990s,4 when the end of the
Cold War altered in
significant ways the
size, structure and
Postal Network Optimization Commission (P-NOC)
deployment strategies
To ensure an independent and strategic realignment of the Postal Service’s processing, distriof the nation’s armed
bution and bulk mail centers, the Commission recommends the following process be authoforces.
rized through legislation to occur in two rounds, with the option for the Postal Service to ask
A widely respected
Congress for future rounds should further alignment be required:
independent process
Criteria for Decision-Making: The Postal Service should make public the criteria it
was put in place. The
proposes to use in recommending the closure and realignment of facilities and should invite
Commission recompublic comment. In addition, the information used in decision-making should be certified as
mends a similar entity
accurate and complete by the Postal Service.
be established not
only for the purpose of
Commission Formation: The President should appoint eight commissioners with the advice
closing and consoliand consent of the Senate, and designate a Chairman. The House Speaker, the Senate
dating unneeded
Majority Leader, the Senate Minority Leader, and the House Minority Leader should each
processing, bulk-mail
recommend one member to the President. One member also should be selected by unions to
and distribution
represent bargaining-unit employees.
facilities, but also to
Public Hearings: After receiving the Postal Service’s recommendations, the Commission
ensure an appropriate
should have four months to issue a final recommendation. During this time, it should be
process in which the
required to conduct open meetings on the Postal Service’s proposal, receiving testimony from
legitimate concerns of
those who would be affected, including postal employees and customers, as well as community
local communities
and government leaders.
and all interested
parties are heard and,
Presidential Approval: Within 15 days, the President can accept the Commission’s recomonce decisions are
mendations or reject them in whole or in part. If rejected, the President should return the list
made, the needs of
to the Commission with an explanation, and the Commission should be asked to send a
affected communities
revised list.
and individuals are
Congressional Approval: Once the President approves the plan, it should be sent to Congress
adequately addressed.
with the stipulation that the plan is final unless Congress passes a joint resolution disapproving the plan in its entirety within 45 days.
Implementation: The Postal Service should begin closures and consolidations within 12
months.
Transition Assistance: Assistance should be provided through the appropriate Federal
agencies, including assisting communities in determining how they can best develop the
surplus property and training grants to provide the workforce with new skills.
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With mail volumes stagnant, with opportunities to outsource and provide better
service at less cost (see “Leveraging the Private Sector,” p. 84), and with less fixed
infrastructure to maintain, the Postal Service has significant opportunities to rein in
the costs of its logistics network. To do so, however, it must be adequately shielded
from external pressure to maintain an expensive and inefficient status quo. The
process proposed above allows for broad public participation and input, but it also
ensures that the unfair burden placed on all ratepayers today by an inefficient and
outdated network can be significantly lifted.
The Commission wishes to emphasize, however, that the procedure it proposes
should not be used as an excuse for delay. The Postal Service must continue its
network rationalization effort without interruption and aggressively pursue opportunities to reduce costs throughout its processing and distribution system.

Allowing Communities to Determine the Fate of Low-Activity Post Offices
While a substantial portion of the savings and streamlining of the nation’s postal
network will occur on the back-end logistics side of postal operations, the Postal
Service today also needs to constructively address the fact that many of the nation’s
post offices are no longer necessary to the fulfillment of its universal service obligation, given with the proliferation of alternate retail access points in grocery stores,
drug stores, ATMs and other more convenient locales in communities across the
country.
The Postal Service’s ability to tackle this issue head on is strictly limited by Congress,
which regularly includes language in annual appropriations bills forbidding the
closure or consolidation of rural post offices.5 This protective approach to local post
offices has been a mainstay of postal legislation going
back to the 1970 Act, which flatly orders that “no
small post office shall be closed solely for operating at
a deficit.” The intent, quite clearly, is a good one—to
protect universal access to postal services. This aim is
reinforced in the 1970 Act, which also includes
language making plain the “specific intent of the
Congress that effective postal services be insured to
residents of both urban and rural communities.”
Fortunately, the Postal Service has a unique opportunity to address both the intent of Congress to uphold
universal access to postal services and the legitimate
concerns of a self-financing institution to rein in
unnecessary expenses. The first opportunity—a
dramatic expansion of the availability of the most common postal services (from
stamp purchases, to Express Mail, to parcels) in grocery stores, pharmacies, banks,
and other convenient locations—has profound positive implications for the convenience and accessibility of postal services to all Americans. (These efforts are discussed in detail in the next section, “Freeing Postal Service From the Post Office.”)

Source: USPS.
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As postal services become more available at alternative venues, the Postal Service will
be in a position to assess whether maintaining a particular “low-activity” post office is
necessary for the fulfillment of the Postal Service’s universal service obligation in the
geographic area served by that facility. If the answer is in the affirmative, then the
“low-activity” post office should remain open and continue to serve its community,
even if it is operating at a significant economic loss. If, on the other hand, the Postal
Service determines that a post office is no longer
necessary for the fulfillment of its universal service
obligation (presumably because postal services are
Maximize the Potential of “Low-Activity”
adequately available at other convenient locations),
Post Offices
then the Postal Service should have the flexibility to
“Low-activity” post offices that continue to be necessary for
dispose of that facility as it sees fit, including through
the fulfillment of the Postal Service’s universal service
the facility’s sale.
obligation should not be closed, even if they operate at a
The Postal Service may find there is no adequate
substantial economic loss. In circumstances where universal
market demand for the purchase of a “low-activity”
service is protected, the Postal Service must have the
post office. Under these circumstances, the Commisflexibility to dispose of “low-activity” post offices with
sion encourages the Postal Service to work with
appropriate local community involvement. Existing
state and local governments, as well as not-for-profit
statutes limiting the Postal Service’s flexibility with respect
organizations, to determine the means of disposition
to the disposition of post offices should be repealed and
most beneficial to the local community. Such disposisimilar provisions in annual appropriations should be
tion could include transfer to a state or local governavoided.
ment or not-for-profit organization, with or without
reimbursement, as best serves the public interest.
Particularly at a time of significant budget crunches, access to surplus Postal Service
infrastructure could be very beneficial to local and state governments. This approach
would reflect the local nature of the postal network and ensure these facilities continue to serve the communities in which they have been a valued presence. (Further
discussion of best management of the Postal Service’s substantial real estate portfolio
is found in the section on “New Efficiencies,” p. 94.)

Freeing Postal Service From the Post Office: Revolutionizing Retail Access
The approach outlined above for addressing “low-activity” post offices would not be
possible today, if it were not for the exciting revolution underway in how the nation
receives its postal services. In recent years, the Postal Service has taken significant
steps in expanding retail access.
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Today, Americans can perform basic Postal Service activities at 5,000 grocery stores,
Wal-Mart stores, and banks. They can buy stamps at some 17,000 ATM locations,
approximately 20,000 consignment locations (typically, grocery stores), through the
mail, and over the Internet. Also, the Postal Service has developed next generation
self-service kiosks, called Automated Postal Centers, which provide about 80 percent
of postal products and services, including First-Class Mail, Priority Mail, Express
Mail, Parcel Post, Delivery Confirmation, Certified return receipt, and international
postage. The Service plans to begin deployment of 2,500 of these kiosks in communities across the country in 2004. These alternatives offer an equivalent standard of
service as a post office at substantially less cost. They also enhance customer service
by eliminating the greatest inconvenience of a post office—having to make a special
trip there.
Exhibit 5-2.

The Cost to the Postal Service of Selling Stamps
Location of Stamp
Purchase
Post Office counters

Share of Sales

Cost to Postal Service
per Dollar

80%

$0.07

Supermarkets, drug stores
and other large retailers

7%

$0.016

ATMs

1%

$0.016

Source: USPS.

This new approach offers a win-win proposition to the Postal Service and its customers—far more convenient, often 24x7, access to basic postal services at significantly
less cost to ratepayers. It does so by questioning one of the most basic assumptions of
how postal services have traditionally been delivered, asking if customers should have
to go to a post office to get these services. The answer in many communities today is
“no.” In fact, the day may not be too far off when the answer is also “no” for an even
more far-reaching question: Do most Americans ever have to set foot in a post office
again? Special trips and afternoon lines all could become as thing of the past.
In pursuit of enhanced customer service and convenience, as well as substantially
reduced overhead costs, the Commission recommends that the Postal Service dramatically escalate its efforts to forge partnerships to expand access to postal products
and services beyond traditional post offices and bring these services to customers–at
home, at work, and where they shop. Specifically, the Postal Service should aggressively explore new partnerships with grocery stores, pharmacies, banks, convenience
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stores, and small businesses to sell stamps and other postal products at their facilities
and to place automated postal centers in convenient locations. To speed these
endeavors, the Commission believes that the Postal Service
should set clear annual targets for moving a greater percentage of
Set Annual Targets for Bringing
postal transactions out of the post office to less expensive and
more accessible retail outlets and should make achieving these
Postal Services to Consumers
targets a management priority.
The Postal Service should aggressively expand
By making Americans more aware of convenient alternatives, a
and market retail access to postal services in
collateral benefit is easing the burden on post offices by diverting
venues other than post offices to enhance
many simple tasks. Postal surveys indicate, for example, that
convenience for customers and dramatically
about one in three people visiting a post office make the trip
reduce facilities and overhead costs. The Postal
solely to buy stamps.6 The Postal Service should be more
Service should set clear annual targets for this
aggressive with its marketing to help people understand the
expansion and make it a management priority
growing number of alternatives available and just how many
to meet these goals.
different postal services are covered by these options.

Leveraging the Private Sector
With a process in place to appropriately identify and realize a streamlined, effective
structure for the nation’s postal network, the next step is to identify strategies to allow
for its successful deployment. Here, the private sector can and should play a much
more prominent role. Most Americans are relatively unaware of the fact that private
carriers already play key roles throughout the postal network in ensuring universal
mail delivery and access to postal services. FedEx and other private air carriers, for
example, are responsible for almost all of the long-haul air transport of the nation’s
correspondence. The Postal Service also is the global pioneer in worksharing—
offering discounts to high-volume mailers who do a portion of the processing,
distribution, and shipping themselves, in order to ease the demand for the Postal
Service to grow its own infrastructure.
Far more can be done with the private sector today to improve
the nation’s mail service, reduce costs, and gain new efficiencies.
All of it can and should be done according to a core philosophy:
Those who can do it best and for the best price should have the
job, regardless of whether the “best execution” provider is the
Postal Service and its existing workforce or a private-sector
company. This greater integration of the public and private
postal networks will add value to both. It also holds the possibility of allowing the Postal Service to focus on its true core competency: delivery of the mail, the first and last mile reach that
makes the Postal Service unique.
Source: FedEx.
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Worksharing: Involving Customers as Partners
The U.S. Postal Service is an international pioneer in the field of worksharing
arrangements that offer mailers discounts in exchange for performing more of their
own mail preparation, including presorting, bar coding, standardization, and dropshipping. These efforts substantially ease the burden on the Postal Service’s infrastructure, and represent a trail-blazing strategy in which mail processing in the U.S.
has been opened up to the private sector in a way not imagined in foreign posts.
In 2002, worksharing discounts totaled $15.2 billion.7 According to one estimate,
the Postal Service would have to employ an additional 187,000 people to perform the
tasks being handled by its worksharing partners.8 As a result, worksharing is an
attractive concept both for the Postal Service and for mailers because it enables the
Postal Service to employ fewer people, reduce expenses, and control the costs ultimately passed on to ratepayers.
Exhibit 5-3.

Growth in Workshared Mail Volume
Fiscal Years 1972 to 2002
Pieces in billions
250
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0 2
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7
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Fiscal year
Workshared mail
Non-workshared mail
Note: Most Standard Mail and Periodicals volumes were counted as workshared
beginning in fiscal year 1971 because the Service required presorting of this mail by Zip Code and
such worksharing was recognized in its postal rates. Worksharing rates for First-Class Mail were
introduced in fiscal year 1977.

Source: GAO (GAO-03-812T).
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Because it is mutually beneficial to the Postal Service and its customers, the Commission recommends that the Postal Service continue to explore opportunities to develop
additional workshared products, particularly as new technologies are developed, that
reflect lowest combined public-private sector costs. The Commission also recommends that the Postal Service work closely with smaller mailers to develop ways for
them to participate in these mutually beneficial arrangements.

Worksharing: Get the Customer
More Involved
Worksharing discounts are a valuable strategy
for controlling the fixed infrastructure costs of
the Postal Service and should be more aggressively pursued. To assist that effort, Congress
should eliminate the time-consuming
ratemaking process governing the approval of a
work-sharing discount for a non-competitive
product. In its place, the new Postal Regulatory
Board should be authorized to perform an
expedited, after-the-fact review, upon written
complaint, to ensure discounts do not exceed
savings to the Postal Service.

The Postal Service needs greater flexibility to pursue these
partnerships. This will require transitioning from the cumbersome ratemaking process imposed on the discounts today. The
Commission believes such a move could occur while enhancing
oversight by specifically requiring that no new worksharing
discount for a non-competitive product should exceed costs
saved (including the present value of projected future costs
saved) and that the Postal Regulatory Board should have the
authority to conduct an expedited, after-the-fact review upon
written complaint that such a discount is excessive. This
approach would ensure costs and other burdens are not shifted
onto postal employees or ratepayers generally, while producing
breathing room for the Postal Service in avoided infrastructure
costs. This alignment of costs with discounts can become even
more precise when combined with the cost-allocation recommendations of the previous chapter.

Passing the Envelope: Outsourcing What Others Can Do Better, at
Lower Cost
For the Postal Service to make the most productive use of its assets and focus on the
delivery of mail, it should be not only free but encouraged to outsource functions
that the private sector can do better and more cost-effectively.
Already today the Postal Service outsources several key functions of the nation’s postal
network, including its long-distance air transportation and most of its technology
research and development.9 The Postal Service is correct in its assessment that many
other functions could be outsourced successfully, as well. In fact, this is a positive
trend being encouraged throughout the Federal government today. A recent update
to the President’s Management Agenda encourages public-private competition for
tasks currently performed by Federal employees that are readily available in the
commercial marketplace, where the private sector can perform them cheaper or
better.
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In pursuing this strategy, the Commission believes that decisions regarding which
functions to outsource are best left to Postal Service management. In doing so, the
Commission suggests that the Board of Directors be especially mindful of decisions
requiring expenditures for automation technology. The Postal Service increasingly
relies on automation to improve efficiency and reduce costs; in many cases, new
technologies used by the Postal Service have resulted from partnerships with the
private sector.10 In that respect, the Commission acknowledges the steps taken by the
Postal Service to automate its system for processing single-piece letter mail and
welcomes the progress made in the automation of the processing of flats and packages. The Commission, in fact, recommends that the Postal Service continue the
development of an effective merging system that is responsive to customer needs and
culminates in one bundle of mixed letters and flats for each delivery point.
However, the Commission also believes there needs to be a balance between continued capital investment in technology and appropriate outsourcing of parts of the
processing network. When faced with future decisions relating to the investment in
new automation technology, the Board of Directors should consider whether the
Postal Service is contemplating the purchase of the appropriate amount of a new
technology, and whether the technology relates to a function that can be performed
better and at less cost by the private sector. The Postal Service should be encouraged
to continue this type of collaboration with the goal of balancing its desire to be at the
forefront of mail piece processing technology with the need to contain costs.
The Commission also encourages the Postal Service to consider contracting out
several “big-ticket” functions that go beyond the institution’s core competency.
These include: real-estate management, vehicle maintenance, management of
information technology systems, and other services incidental to the delivery of mail.
Outsourcing peripheral but important functions would ensure these significant areas
are managed by dedicated teams of experts who could apply their experience to the
successful management of these assets and functions.
By hiring experienced professionals in these areas, who are wholly focused on a
particular operation, the Postal Service is free to focus on its own
core competency—delivering the mail. This outsourcing of nonSeek Out the “Best Execution”
core functions, particularly real estate asset management, is also a
popular trend among corporations today because it permits them
Provider
to focus on doing what they do best while leaving the rest to
The Postal Service should focus on its core
outside experts. In at least the case of transportation, costs are
competency—delivering the mail. Where
rising disproportionately faster than the overall cost of the postal
private companies can deliver portions of the
network. Thus, applying focused expertise on these areas could
nation’s postal service or specific related funcdeliver substantial value. The Commission believes that
tions better and at lower cost, those tasks should
outsourcing these functions to experts in these fields wholly
be outsourced.
dedicated to their successful and effective management could
potentially save the Postal Service hundreds of millions of dollars
annually.
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Focusing on the First and the Last Mile: New Private-Sector Partnerships
The real strength and unique value of the Postal Service is its daily connection to
virtually every American. No other service delivers to as many addresses as the Postal
Service–approximately 140 million homes, businesses, and post office boxes. The
Commission recommends that the Postal Service continue to explore opportunities
to leverage its “first” and “last” mile reach through the development of mutually
beneficial partnerships with the private sector.
Partnerships that leverage the first and last mile are still in their
relative infancy. But the Postal Service should pursue wherever
possible opportunities to leverage its extensive delivery network
while benefiting from the complementary strengths of the
The Postal Service should explore new partnerprivate sector. One example of successful public-private coopships with the private sector that leverage its first
eration is Airborne@home, a residential delivery service of
and last mile capabilities and connect them
Airborne Express whereby Airborne picks up large volumes of
with private sector efforts to deliver new
parcels from shippers and dropships them to the local post office
consumer propositions to the U.S. postal and
closest to the recipient. The Postal Service then delivers the
shipping market.
parcels the “last mile.”11 Where the Postal Service can work with
private companies to deliver innovative new consumer propositions that leverage its first- and last-mile reach, it should fully explore
these opportunities.

Leverage the Postal Service’s
Core Strength

Source: Airborne Express.

Pumping Up the Volume: Negotiated Service Agreements
With more personal correspondence taking place online, a greater percentage of
Postal Service volume is generated by businesses, oftentimes communicating with
their customers.12 Whether it is marketing or billing, Americans continue to indicate
their strong preference that these communications take place through the mail.13 For
this reason, substantial opportunities exist to maintain and even grow this category of
mail, particularly if the Postal Service continues to be a global pioneer in innovative
partnerships with other postal companies and its most active customers.
Perhaps the most promising new area for exploration is Negotiated Service Agreements (“NSAs”). The Postal Rate Commission recently approved the first such
agreement with Capital One Services, the single largest producer of First-Class Mail
today.14 Under the agreement, Capital One will be eligible for volume discounts if its
annual First-Class bulk mail volume exceeds 1.225 billion pieces. The agreement
offers discounts ranging from three to six cents per piece of mail, increasing as
Capital One’s mail volumes increase.15
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In addition to the stability and possible growth of this mail stream, the agreement
permits the Postal Service to avoid the costs of returning undeliverable Capital One
solicitations—for a three-year savings in excess of $40 million. To assure that other
mailers are not disadvantaged by these terms, the PRC imposed a three-year cap of
$40.6 million on the discount, which equals 95% of the Postal Service’s savings over
that same period. In approving the agreement, the PRC stated that it would be
premature to adopt rules governing NSAs generally. It did stipulate, however, that
once an agreement is approved, comparable terms must be made available to similarly situated customers, a decision this Commission supports.16
While this landmark agreement certainly is a positive step, the cumbersome eightmonth process required for its approval is a cause for concern. Perhaps it was
justifiable to proceed carefully for the first agreement. However, the fact that every
NSA will be subject to this same ratemaking proceeding before it can commence is a
hurdle that many potential private partners—used to the faster pace of corporate
transactions—will deem too high. Such a lengthy regulatory review process runs
contrary to the speed and decisiveness of successful private sector endeavors. As a
result, those who could be valuable partners and stabilizing forces on mail volumes
may not be willing to submit to such a time-consuming and tedious process. This
cumbersome approach also undercuts the spirit of the agreement: The Postal Service
is offering to be more responsive to the needs of its highest volume mailers to
stabilize and possibly grow mail volumes. Yet, under the status
quo procedures, its ability to respond to customer needs could
take close to a year to commence.
NSAs Must be
NSAs could benefit the Postal Service by fostering overall cost
efficiency and revenue growth. As such, the Commission believes
these agreements are entirely appropriate given the Postal
Service’s businesslike mandate. However, the current process for
evaluating these agreements discourages their use by delaying and
increasing the cost of negotiating customer-specific rates. Thus,
the Commission recommends that the Postal Service be given
greater flexibility to enter into these agreements in a more timely
fashion, so long as it abides by general criteria established by the
new Postal Regulatory Board. Rather than “presuming guilt” and
putting off the benefits of the partnership to both parties, the
Postal Regulator should have the authority to conduct an expedited, after-the-fact review of an agreement, if a written complaint is filed.

Available to
Similarly Situated Customers
The Postal Service should be permitted to enter
into NSAs with individual customers based on
general criteria established by the Postal
Regulatory Board. Rather than requiring a
protracted rate proceeding, the Postal Regulatory
Board should be authorized to conduct an
expedited, after-the-fact review of a specific
agreement, if a written complaint is made
challenging its compliance with the Postal
Regulatory Board’s established criteria. Once
terms are agreed upon, they must also be made
available to similarly situated customers.
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Rethinking the Entire Mail Processing System
With the process begun by the Postal Service’s own network rationalization initiative
and the aggressive expansion of the Postal Service’s private-sector partnerships, a far
broader universe of possibilities opens up to the Postal Service in terms of the performance levels the institution is capable of achieving. To take maximum advantage of
these opportunities, the Postal Service must look far beyond how best to get the most
out of its existing infrastructure, and begin to contemplate all the different ways it can
harness the possibilities of new technologies and leading-edge corporate strategies to
maximize productivity and capacity in order to propel the Postal Service to a higher
standard of excellence.
Given the aging nature of the Postal Service network and the fact that it was designed
for a different era, such a fundamental redesign should begin with a fresh and
thorough examination of every legacy system within the mail processing chain to
reassess its forward-looking value, purpose, and necessity. This review would be just
the beginning of a wide-ranging examination of the total overhaul of the mail
processing endeavor with an eye toward redesigning it as a single
integrated system. In conducting this study, the Postal Service
Think Big: Redesign the Entire
should employ a rigorous and disciplined methodology that
Mail System
incorporates data and statistical analysis to measure and improve
operational performance by identifying and eliminating ineffiThe Postal Service should study the problem of
ciencies at every stage of postal processing, including: mail
mail processing within the broader goal of
preparation, rationalization of the processing network, introducredesigning the entire mail system, using the
tion of new automation to the delivery function and other key
most sophisticated technologies available. As a
areas where small variations in how tasks are performed combine
part of this process, the Postal Service should
to create costly impediments to productivity and efficiency.
examine every legacy system and reassess its
modern-day value and necessity. Given the
Such a system also should integrate quality control mechanisms,
ambition of this planning effort, the Postal
enabling deep, real-time visibility into performance, maintenance
Service should begin immediately.
requirements, and productivity levels throughout the mail
processing system.
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Building a Common Postal Service Footprint
Many leading corporations, particularly those with process-oriented operations, are
seeking to reduce friction in their operations in order to enhance productivity and
efficiency. The ability for a line worker to move from a plant in Dallas, Texas, to a
plant in Dearborn, Michigan, for example, is highly valued as companies seek to
make basic tasks, facility design, and operations nearly identical throughout their
operations.
The Postal Service should strive for a similar standardization of
its facilities as a part of any redesign of the mail processing chain.
The facilities of the Postal Service today are far too different in
architecture and machinery to allow an integrated and flexible
system. From facility to facility, the differences run from general
floor plan design, to the type and age of the machines used, and
even to new technologies installed. The Commission believes the
mark of a good mail system is the ability to place employees at
any facility and have them start work immediately without
retraining. Building a common facility footprint is essential to
attaining such a high degree of efficiency.

Standardize Facilities, Tasks to
Produce Substantial Savings
Any overhaul of mail processing systems should
seek to establish a standard footprint for every
processing facility and an identical level of
technology and machinery. This would allow
for seamless shifting of personnel to manage
mail flow more efficiently and the elimination
of costly and obsolete postal facilities.

Exhibit 5-4.

Productivity Varies Widely by Facility
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Source: Postal Rate Commission.
This graph demonstrates the widely varying productivity rates of the Postal Service’s Optical Character
Recognition (OCR) technology, indicating different productivity rates on various types of machines
across Postal Service facilities.

91

