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COMMISSION ON POSTAL SERVICE

(Public Law 94-421)

1750 K Street, N.W.
Suite 801
Washington, DC 20006

April 18, 1977

To The President and Congress of the United States:

I have the honor of transmitting the report of the
Commission on Postal Service under section 7 of Public Law
94-421, enacted September 24, 1976.

The Commission was established to identify and study
problems facing the United States Postal Service and to
recommend actions to resolve those problems,

The Commission conducted formal meetings, hearings,
and field inspections of postal facilities. In response to
a Federal Register invitation, the Commission received
written comments From 425 individuals and groups. The
Commission held 26 days of public hearings in 21 cities
across the country including five days of hearings in
Washington, D. C. Testimony was received from 525 witnesses,
most of whom accompanied their oral testimony with written
statements.

The Comméssion made contracts with five independent
contractors. National Economic Research Associates, Inc.,
contracted to identify and study the public service aspects
of the Postal Service, study productivity measurements, and
submit specific issue papers. Arthur D. Little, Inc., and
The George Washington University Program of Policy Studies
in Science and Technology studied the impact of electronic
communications on the Postal Service. A. C. Nielsen
Company conducted two studies, one based on a public opinion
survey of existing postal rates and services provided by
the Postal Service, and the other based on a special survey
of postal customers in rural areas where changes in postal
services have been instituted recently. Lewin and Associates,
Inc., contracted to assist the Commission in analyzing the
implications of possible alternatives of structural changes
in the Postal Service.
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Our report is in three volumes. Volume 1 contains the
report and recommendations of the Commission, divided into
an introduction and eight chapters: a summary of major
conclusions and recommendations; a description of the Postal
Service today; the challenge presented by the development of
electronic communications; financing the Postal Service;
levels of service; postal rates and mail classification;
recommended changes in the organization and operation of the
Postal Service and the Postal Rate Commission; and legislation
proposed by the Commission to carry out its recommendations.

Volume 2 consists of reports submitted by National
Economic Research Associates, Inc., Arthur D. Little, Inc.,
The George Washington University Program of Policy Studies in
Science and Technology, and A. C. Nielsen Company.

Volume 3 is published in three books and is the printed
hearings of the Commission. Volume 3 also includes a summary
of written comments submitted to the Commission.

We hope that you will conclude that our recommendations
are worthy of adoption and support.

Respectfully submitted for the Commission,

Gaylord Freeman
Chairman

The President
The President of the Senate
The Speaker of the House of Representatives
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Figure &
MARKET SHARES WITHIN COMMUNICATIONS INDUSTARY
Messages
{Percent)
Postal Teleghone Telegraph
1945 347 64.9 02
1850 289 708 0.z
1955 279 71.9 0.1
1960 24.9 75.0 a1
1965 228 77.1 0.1
1876 ) 221 77.8 [4X3]
1971 215 785 0.0
1972 202 79.8 0.0 ( 'ess than 0.1
1873 20.0 80.0 6X9]

Source: “The Postal Crisis: The Postal Function As A Communications Service,” US.
Department of Commerce, Office of Telecommunications, Policy Research Division (January 5,
1977).

Beginning in the early 1960's, entirely new communications systems began to
develop. Today, we know that foreseeable technological advances in the
manufacture of electronic components will increase the transmission and
information storage capacities of existing electronic systems and undoubtedly
reduce their costs. Although it is not yet economically feasible, it is now
technoiogically possible to transmit more than 50 percent of the entire
mailstream by electronic means. Arthur . Little, Inc., cites four exampies which
itustrate the magnitude of this deveiopment:

—The basic elements in solid state circuits are transistors that are mounted
on a small “chip” or wafer of silicon. In 1962 we typically mounted five
transistors on a single chip; in 1974, 12,000 transistors could be placed on
a chip; and in 1985 the number is expected to increase to 300,000.

—The key element in computer devices used for control, switching and many
other functions is composed of what are termed logic gates. In 1962 3
fogic gate cost $80; in 1974 it cost $.50 and in 1985 we expect it to cost
$.0007.

—Memory devices are at the heart of many new eiectronic appiications. In
1862 a "bit” of fast access memory cost $20; in 1974 it cost $.001 and in
1985 we expect it to cost $.00005.

~-Until quite recently, person-to-person communications were carried aimost
entirely by parts of copper wires which typically could handle 240 one-way
voice communications simultaneously, or at most a single bilack and white
television channel. The eariiest operating version of a glass fiber network,
employing fibers no thicker than the older copper wires, will be able to
transmit 672 one-way voice conversations simuttanecusly; and this capabii-
#y will have been muitipled at least several-foid by 1985.

Arthur D. Little, Inc., sees improvements in solid state physics and improved
techniques that enable effective application leading to the following:

—Input Devices—solid state circuitry is increasingly being buitt into devices
o provide buffer (temporary) storage of input, in order to allow the input o
be manipulated (such as for correcting errors) or to permit more efficient
later use of the transmission medium. More permanent magnetic tape
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storage of input on cassettes allows information to be filed in this form, or
1o be batch transmitted and stored in a larger computer memory.
Electronic keyboards can provide more economical iNput equipment than
mechanical or electro-mechanical equivalents. Visual displays can be
employed to observe information before its final transmittal. “Editing"
Capabifities can assure that some types of messages, such as for girline
reservations, are not transmitted if there is an obvious error present, such
as omission of a required piece of data.

—LControl Systermns——solid state components and computer systems are being

[ ' larger, more capable and more economical

ber dialing and cai forwarding are exampies

of new capabilities. The same technology provides means to “compress”

facsimile-type information. to achieve more rapid and economical later

transmission. “Packet switching” breaks a message apart, to be reassem-

bled at the far end: the process permits the transmission medium tc be
utilized more efficiently.

~—Transmission—transmission Costs have been steadily reduced and capaci-
ties improved through the use of satellites and micro-wave radio for fong
haul transmission, and new forms of waveguides for shorter distances.
Glass fiber transmission fines, using light waves as the carrier of
information, will provide a major improvermnent in capabilities and cost
reduction in the not too distant future,

—Qutput Terminals—solid state devices provide tmproved control and
temporary storage. Visual displays, originally limited fo cathode ray tubes,
are now based on other forms of electronic devices. New forms of non-
impact printing, such as ink jets, will provide greater speed at iower costs,

Technological innovations in the electronics industry applicable to the

10ns market are not designed to a

§ in science and offer incentives to business for continued
support of their development and refinement. Properly used hardware can
improve management control Capabilities, achieve economy in facilities and
capital equipment, delete expensive fransitions between paper sysiems and
electronic systemns, and gain efficiencies through fast communications. The
processing and storage of paper documents are being abandoned wherever
possible in favor of rmore efficient electronic storage methods.

Financial transactions are most vulnerabie to diversion. In 1976, the
Depanment of the Treasury expanded the direct deposit test program to
nationwide status to include not only social security checks, but also
supplementai security income, civi service retirement payments, railroad
retirement checks, and revenue-sharing payments to city and state govern-

feasury payments are deposited automatically
mnto bank accounts, and the rate of acceptance is growing monthly. The result
is and will continue to be losses in first class postal volume. Reductions in the
number of Federal payroll and transter payment checks are estimated by Arthur
D. Little, Inc., at 45 percent Dy 1980 and 75 percent by 1985.

Diversions of mait can be estimated By determining the number of pieces of
mail associated with a check, not just the pieces containing check payments.
Arthur D, Little, Inc., identified four types of mail associated with the use of
checks which couid be diverted from the mailstrearn or simply eliminated by
electronic funds transfers:
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(1) pre-check mailings, such as bills and invoices:

(2) check mailings, from check writers to receivers:

(3) check mailings, receivers to banks for deposit; and

(4) post-check mailings, such as receipts, notices, and maifings of new
depaosit envelcpes.

Each check written generates an average of one piece of first ciass mail in
one of these four categories. The check transactions most conducive to
replacement by electronic funds transfers by 1985 generate only 8.5 mail piece
each check. Resulting first class mail diversion due to electronic fund transfer
systems was estimated at 1.9 bitlion pieces by 1980 and 6.56 billion pieces by
1985,

Electronic systems developments which are marketed currently and which
have begun to change our means of communications inciude—

System Example
—Terminal-to-Terminal, Alphanumeric Input/  Telex
Output
—Scanned Input/Paper Copy. Image Out- Facsimile
put

—Multi-form Input (voice, paper copy, or Maigram
computer-generatedyPaper Copy Output
—Terminalto-Terminal, Keyed Input/Dis- Cathode Ray Tube

played Output Terminals
—Continuously-scanned input/Soft image Videotelephone
Qutput
—Mixed Systems  Teleprocessing

In Japan, two communities are experimenting with the latest technology in
communications. The experiments prove that steps beyond hard-copy delivery
of information are near. The TAMA New Town and Higashi-lkoma experiments
have bypassed electronic mail handling and gone directly to home-to-home {or
business-to-business) delivery of information. Information that can be transmit-
ted to the home or office include scheduled programs stored for later
transmission, news and stock ticker information, facsimile newspapers, and
individual memos. Electronic transmissions can also be sent from the home or
business. Examples include automatic reading of household utifity meters,
participatory lessons and lectures, reservation and ticket services, and safety
and fire alarm messages.

The Role of the Postal Service

Mailstream identification. Whatever the role of the Postal Service in
electronic communications, it must adjust to the diversion caused by electronic
advances. The Postal Service must know the composition of the mailstream, but
the Postal Service's plans to study the household and business mailstreams are
only in the deveiopment stage. Other mailstream studies it is undertaking are
designed to show information on work-sharing between the Postal Service and
mail users; the effect which “peak loads” caused by volume changes have on
costs and services: and the relationship between competition and demand.
Unless these studies are quickiy implemented and regularly updated, they will
be useless.
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would be g component of an overall plan by the Postal Service 1o determine its
future.

We strongly urge the Postal Service tg decide as scon ags practicable
whether it intends o adopt a long-term objective of providing a message
system that s operatec completely electronically. We recommend that Con-

Short-term objectives. The Posta Service must understand the communica-
tions needs of the pubiic. Cooperative ventures with the private sector would
help achieve this goal. Joint venture experiments can minimize capital
investment, reduce risk, and utifize the urigue collection and delivery network
and trained work force of the Postal Service. Immediate participation woulg help
to establish credibility and demonstrate a commitment to preserve the Postal
Service. The Fostal Service should not be deterred from immediate entry into
the electronic communications field.

Support for this position was offered recentiy by the Committee an
Telecommunications of the National Research Council, which stated that
involvement in an electronic communications system would offer the Postaf
Service “an opportunity to turmn away from a course that shows littie or no
chance of improvement.” The Committee recommended that the Postal Service
make a strong commitrment to begin development ang undertake dernonstration
projects in electronic communications in cooperation with Government and
private industry,

The Commission 'ecommends immediate Postal Service participation in
cooperative test programs with industry. A same-day, premium mail detivery
facsimile service within the Uniteq States and pannerships with foreign postal,
telephone, and telegraph systems for services on either end of international
data transmissiong are examples of Projects which have heen proposed. Test
programs on new electronic services should be publicized and marketed in
major cities,

A private company submitted a proposal to the Postal Service for joint
developrment ang operation of & premium maii delivery facsimile service on a
nationwide electronic communications network_ The company offered to provide
communications equipment, terminal devices, andg marketing services, and the
Postal Service would be responsible for operation of the network and delivery of
messages. The Postal Service r jected the offer on a sole source basis, but
also failed to pursue the concept on a competitive bidding basis. We suggest
that such Proposals in the future be given more thorough consideration, at least
OGN a competitive bid basis.

Electronic communications witl have g detrimentaf impact on mail volume.
The Postal Service should complete studies of the impact on the mailstream to
meet this future challenge. The Posta Service should undertake joint ventures
o use itg delivery systern with present electronic communications systems, and
decide its role in the communications field for the future.




