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TECHNOLOGY
Within the next decade further technological innovations such as mobile commerce,

broadband, interactive TV, data mining software, and new printing technologies will change
the way businesses and consumers interact.  The Internet and the World Wide Web have
been and will continue to be drivers of technological change, with a majority of U.S.
households having improved Internet access within the next few years.  Traditional
communications media, including postal services, have invested a great deal of energy and
money in attempting to harness the Internet to improve speed, reduce costs, and increase
the convenience of interaction with customers.

Parallel improvements in database management and computation have driven changes
in data aggregation and analysis.  Together, these drivers provide the platform for more
changes in the future, especially as mobile communications technology becomes integrated
with existing channels, and as security and access speeds continue to improve.  What is
particularly noteworthy about future technological change is the pace at which such change
is occurring.  It took 38 years for the telephone to reach 30 percent of the population; it
took 17 years for television to reach the same number of people, and only 13 years for
personal computers to establish the same market penetration.  The Internet reached 30
percent of the population in just seven years.  The following chart illustrates the pace of
technology innovation and adoption of the automobile, telephone, electricity, radio,
television, VCRs, microwave, PCs, Internet and cell phones.30

TECHNOLOGY ADOPTION

Much of the discussion on the impact of technology on the mail and the Postal
Service has been negative – that electronic communications will ultimately displace mail
volume.  There is no doubt that some traditional mail applications will be diverted.  It is,
however, possible that the new technology could create opportunities that might be
compatible or complementary with traditional mail.  Improvements in database

30 United States Postal Service, The Household Diary Study, Mail Use and Attitudes in Postal Fiscal Year 2000.
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from the mailbox or retail outlet to the addressee is accomplished through a complex,
multi-network structure.  

The Postal Service’s networks of retail post offices, distribution/sorting plants, delivery
offices (often housed in retail units), and air and surface transportation connections form
the physical link between the Postal Service and the 135 million American addresses.  This
set of networks operates whether there are 10 pieces of mail per address every day or one
piece of mail per address every day.  Obviously, the more volume in the system, the lower
the unit costs.  Resizing the network to accommodate growth (delivery points or mail
volume) or decline is not a short-term proposition.  This is especially true when the extent
of resizing is constrained by the universal service obligation (discussed further in Section 2).
In fact, there is probably a “floor” to the amount of resizing possible in an environment
characterized by declining volume, increasing delivery points, and a universal service
mission. 

Manufacturing organizations react to declines in business by cutting back on
production and shedding workers and other expenses.  Service providers with significant
fixed costs are less flexible, and the Postal Service, due to its universal service obligation to
the customer, is significantly more constrained than most other service providers.  For
example, a letter carrier must deliver the route daily regardless of traffic on that route.
Airlines, however, can decide, as they have in the past, to reduce network costs by
eliminating points they serve or reducing the frequency with which they serve them.  The
Postal Service is not free to reduce its daily “flights.”  It is prohibited, or severely
constrained, in its ability to drop delivery points from its network, eliminate retail points
from its network, reduce the frequency of delivery, or change time-in-transit standards.

The following chart illustrates the main processing steps the Postal Service employs to
transport the mail from the customer to a final delivery point. 

POSTAL SERVICE OPERATIONS

FOCUS OF IMPROVEMENT EFFORTS

Mail volume workload and delivery points have increased significantly during the last
30 years.  The workload growth has required considerable infrastructure expansion to
support universal service.  While mail volume growth and periodic price increases have
contributed to the organization’s ability to pay for that expansion, the Postal Service has also
been successful at restraining costs by limiting work force growth.  Despite mail volume
increases of 139 percent and delivery point increases of 69 percent since 1970, postal
employment has grown by only 24 percent.  The result has been rate increases generally at
or below the rate of inflation during the course of the Postal Service’s existence. 
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possible delivery growth on the basis of
household formation, suggest that the
Postal Service will need to deliver $2.46 of
revenue per possible delivery per day, a 33
percent increase, to break even in 2010.
On the surface, this increase does not
appear to be dramatic.  However, as mail
volume growth continues to decline,
revenue will still need to increase at a
comparatively high rate to pay for the
expanding network.  The number of
deliveries is driven by the universal service
mission, and cannot be controlled.  The
arrow on this page is a graphic
representation of the current annual growth experienced by the Postal Service as it meets its
mandate to provide service to all addresses in America.  The 1.7 million annual new
addresses translate into an additional 500 deliveries for each of 3,400 new carrier routes.  In
turn, these new carrier routes require 4,800 additional carriers per year.  To process the mail
to be delivered, the Postal Service has to build 80 new delivery facilities at an average
annual cost of $5 million each.  The Transformation Planning effort must help the Postal
Service determine how it will meet these commitments in the future.

FINANCIAL CHALLENGES
The Postal Reorganization Act requires that postage

rates be set to cover costs.  This has been interpreted to
mean that the Postal Service break even over time.  This
constraint limits the organization’s ability to generate
internal cash flow.  As a result, many required
investments must be funded through debt.  Presently, the
Postal Service can increase revenue by adjusting the rates
of its products and services through a ratemaking process that takes approximately 18
months. 

FINANCIAL CONDITIONS

Despite the Postal Service’s significant gains in efficiency and productivity through
automation in recent years, Postal Service costs are rising faster than revenues.  A
diminishing growth rate trend of First-Class Mail has been made more severe by increased
labor and fuel costs as well as structural changes in the American communications system,
which are decreasing expected postal revenues.  The recent softening economy has also had
a negative impact.  The costs of maintaining and servicing a growing universal delivery
network have escalated.  The universal service mission includes responsibility to serve many
post offices and delivery points that are not self-sufficient. 

From a financial perspective, the decline in the growth rate of First-Class Mail is
alarming.  The following chart illustrates the declining growth rate for both First-Class and
total mail volumes.  

ANNUAL DELIVERY NETWORK GROWTH
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As the chart depicts, annual First-Class Mail volume growth has slowed considerably
during the previous decade, and there is no evidence that this trend is reversing.  Looking at
ten-year periods, from 1980 to 1989, First-Class Mail volume grew by 48 percent, which is
an average annual increase of 4 percent.  During 1990 to 1999, First-Class Mail volume
grew only to 19 percent, an annual increase of only 1.7 percent.  This is less than half the
rate of growth seen in the previous decade.  A comparison of fiscal year 2000 First-Class
Mail volume data to fiscal year 2001 estimates shows that the declining growth rate is
continuing.  This monopoly product is of central importance to the Postal Service’s bottom
line because its revenues are sufficient to cover a significant portion of overhead costs.  First-
Class Mail comprises 48 percent of total mail volume but accounts for 69 percent of
current postal revenues.

A number of customers and stakeholders fear that the volume trends illustrated above
will result in continuing price increases, which in turn will drive volume lower, necessitating
additional rounds of price increases and subsequent volume declines. At current relatively
low price elasticities for most core products, this "death spiral" scenario may not be
imminent.  However, as the communications, advertising, and logistics markets become
more competitive, mail volumes will become more price elastic, making this scenario a
concern for the entire postal industry.

Total labor costs, meanwhile, continue to rise.  In efforts to control labor costs, since
fiscal year 1999, the Postal Service has reduced its career complement by 27,457 employees,
a 3.4 percent reduction.  Through September 7, 2001, it reduced work hours by 23.1
million below the prior year, while mail volume has grown 1.1 percent.  Further, on
September 7, 2001, the Postal Service announced a complement reduction of 1,300
administrative positions.  Nonetheless, in fiscal year 2000 labor accounted for 76.5 percent
of total Postal Service expenses.  As reported in the 2000 Postal Service Annual Report, the
growth in compensation and benefits for 2000 was 4.6 percent.  Although the final fiscal
year 2001 increase in compensation and benefits is not known, three factors in particular
affected the growth of these costs in fiscal year 2001.  First, increased grade levels for
240,000 city letter carriers were implemented in November 2000 as a result of a binding

Financial Condition
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THE BROAD RANGE OF POSSIBLE CHOICES IS ILLUSTRATED BELOW.

For each of the three phases, the postal community must consider its core
assumptions and assess strategies for operations, finance, pricing and human capital.  All of
these components are interrelated, and all can be defined only in the context of the broader
question of how the Postal Service should be transformed to better serve its customers and
constituents.    

PHASE ONE: INCREMENTAL ADMINISTRATIVE AND OPERATIONAL

IMPROVEMENT
This phase considers business and operational improvements within the legal and

public policy framework that exists today.  The Postal Service is already taking action, using
existing authorities to reduce costs, increase efficiency, and generate new revenue.

ASSUMPTIONS

Delivery scope and frequency, service standards, retail access, uniform rate
requirements, and the security of the mail will remain as they are today.   The Postal Service
will continue to focus on core products and services and enhancements designed to
improving reliability, ease of use, and tracking.  Major new product offerings are not
expected under this phase.  Declines in volume or unexpected increases in costs will be
offset by increases in price and continued investment in costs reductions and efficiencies.

OPERATIONS

Cost reductions and increased efficiencies are the primary focus of this phase.  The
Postal Service has achieved productivity improvements sufficient to provide universal service
while keeping rate increases generally in line with inflation despite substantial workload
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