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Recently, the Service initiated a study to determine the potential cost savings from 
reducing mail delivery from 6 to 5 days each week.  Can the Postal Service continue to 
maintain the scope and quality of its retail and delivery services?  The answer, at least in 
the short term, is “yes” – but in the long term, the Service’s prospects are uncertain. 
  
Competition is already increasing from private delivery companies and foreign postal 
administrations accepting outbound international mail from within the United States. For 
example, United Parcel Service (UPS) is offering a hybrid mail service in which letters 
are electronically sent to a recently acquired UPS company and then printed and inserted 
into the U.S. postal system.  In addition, at least eight foreign postal administrations now 
offer services from within the United States to American consumers.  
 

Although it is difficult to predict the timing, magnitude, and potential financial impact of 
further mail volume diversion to other competitors and to electronic alternatives, 
according to the Service’s latest 5-Year Strategic Plan, longer-term projections suggest 
that about half of mailed bills and payments will eventually be replaced with electronic 
billing and payment alternatives. Thus, under the Service's baseline forecast that is 
included in its 5-Year Strategic Plan, First-Class Mail volume would decline at an average 
annual rate of 3.6 percent from fiscal years 2004 through 2008 (see fig. 11).  
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Figure 11: Postal Service Projects Decline in First-Class Mail Volume  

 
Source: U. S. Postal Service. 

If First-Class Mail volume declines and the revenue loss is not offset by increasing mail 
volume in other areas, such as advertising mail or by revenues from new initiatives such 
as e-commerce, rates would need to rise for any mail categories that take on a larger 
burden of supporting postal overhead costs. The Service would also face the challenge of 
responding to any volume declines or changes in the mail mix by attempting to reduce 
mail processing, personnel, and other costs that have traditionally been considered to 
vary with changes in the mail volume.  However, these costs may be difficult to adjust in 
the short term. Adding to rate pressure, postal infrastructure costs continue to grow. The 
Service maintains a delivery and retail network that includes more than 235,000 city and 
rural delivery routes; more than 38,000 post offices, stations, and branches; and more 
than 350 major mail processing and distribution facilities. Each year the Service adds 
new delivery points for new households and businesses—a projected 1.8 million in fiscal 
year 2001. 
 
Human Capital Challenges 

The Postal Service faces additional difficult human capital challenges that must be 
successfully addressed to maintain organizational effectiveness and improve the 
workplace environment as well as control workforce costs. These challenges include (1) 
restructuring the postal workforce of about 900,000 career and non-career employees 
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and establishing succession planning for impending retirements; and (2) ameliorating the 
persistent problems in the workplace that have been exacerbated by decades of 
adversarial labor-management relations and that hinder efforts to improve productivity. 
The Postal Service's human capital problems can be seen as part of a broader pattern of 
human capital shortcomings that have contributed to programmatic problems and risks 
across the federal government.  
 
The Service's Strategic Plan stated that the expected decline in postal workload—in part 
due to automation and the implementation of information technology—“will inevitably 
result in both restructuring and a reduction in the workforce.” Some of the planned 
reductions are to be accomplished through eliminating staff vacancies and the work 
associated with them. These reductions should be done in a carefully planned manner to 
avoid negatively affecting the workplace environment, operations, and service quality. 
The Service will be increasingly challenged to deal with human capital issues related to 
succession planning, maintaining continuity, and the associated cost issues. With a large 
percentage of the postal workforce nearing retirement eligibility, the Postal Service has 
the opportunity to realign its workforce and assure that it has the leadership, knowledge, 
and skills necessary to efficiently and effectively carry out its mission. Given the nature 
of these issues, the Service will need to include effective participation of its employees in 
planning and implementing workplace improvements. The Service will also need to 
maintain the continuity of service to customers as many experienced managers and 
workers retire and the Service restructures its workforce. 
 
Fundamental improvement is needed in postal labor-management relations.  The Service 
and its major unions and management associations need to resolve long-standing labor-
management problems that have hindered improvement efforts, including efforts to cut 
costs and increase productivity.  For example, the Service has made progress in reducing 
the number of grievances, but at the end of fiscal year 2000, the Service reported about 
147,000 pending or appealed grievances.  For the Service to be successful, it is critical 
that it achieves and sustains collaborative working relationships with its labor unions 
and management associations. 
 
 
Transformation Questions

If the Postal Service is to transform itself into a modern, efficient, high-performance 
organization that continues to provide affordable, universal postal service in the 21st 
century, the starting point is to define and clarify the Service’s mission and role over the 
long term. The Service needs to address questions about its basic mission—that is, the 
type of postal services that should be provided on a universal basis to meet business and 
residential customer needs, how these services should be provided, and how they should 
be financed.  Further, questions arise related to what kind of governance and regulatory 
framework is needed to ensure public accountability.  Some of the specific questions 
that need to be addressed as part of the structural transformation include the following: 
 
• What is the appropriate mission and role of the Postal Service in the 21st century?  

How should “universal postal service” be defined?  How should universal postal 
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service obligations be provided?  Should the postal monopoly be narrowed or ended?  
Should the Postal Service be allowed to compete in areas served by the private sector 
and, if so, under what circumstances?  To what extent should the Service be subject 
to the same laws as its competitors? 
 

• Can the Postal Service remain self-supporting under a break-even mandate? If not, 
what types of financing options should be considered? Should the Service be allowed 
to make a profit? Should universal postal services be subsidized? 
 

• What changes to the governance and organization structure are needed to realign the 
organization so that it can successfully achieve its mission? What type of governing 
board is appropriate? What should be its role? What criteria would be appropriate for 
selecting board members? 
 

• What should be the related regulatory framework providing oversight in the areas of 
rate setting, new postal products, and fair competition?  How much flexibility should 
the Service have to change rates? What oversight is needed to protect customers with 
few or no alternatives to the mail? How should the Postal Rate Commission and other 
pertinent regulatory authorities exercise oversight with respect to competition and 
antitrust issues? 
 

• How is the Service to use its employees to accomplish its mission in an efficient, 
effective, and economic manner?  What are the Service’s current and future human 
capital needs? How will the Service ensure that it has the knowledge, skills, and the 
abilities that are needed? How will the Service make the necessary changes to its 
workforce, including its size, organization, and deployment? 
 

• What performance management and incentive systems are needed to improve 
individual and team performance?  How can the Service ensure that its managers and 
supervisors are prepared and trained to provide effective leadership?  What labor 
policies are needed? How can the Service’s management and postal unions and 
management associations develop a shared understanding of the Service’s vision; 
undertake a mutual effort to achieve it; and resolve problems and conflicts over 
wages, work rules, and individual cases in a fair and effective manner? 
 

• What operational changes are needed to support the Service’s mission?  How can 
technology help the Service improve productivity, reduce costs, and enhance 
customer service? 
 

• Are fundamental changes needed in how the major functional areas are carried out—
mail collection, transportation and mail processing, delivery, and retail services? Is 
the Service’s current physical infrastructure aligned to efficiently and effectively 
support operations?  What types of and how many facilities are needed? Should 
certain existing facilities be consolidated or eliminated? Should certain functions be 
contracted out or addressed via public/private partnerships? 
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• What performance and cost information is needed and collected to support Service 
operations and measure results? What information on projected and actual 
performance should be periodically reported to the public? How well integrated are 
the Service’s financial, management, and performance reporting systems? 

 
In addition, several issues need to be addressed related to how the Service should be 
held accountable for results. We have reported that the Postal Service’s annual 
performance plans and its first performance report under the Government Performance 
and Results Act of 1993 have not been as useful to Congress, postal managers, and 
customers as they could have been. In our view, the Service’s recently published 
preliminary performance plan for fiscal year 2002 did not fully address the concerns we 
previously raised about the Service’s approach to setting goals and reporting on results.  
For example, the preliminary plan dropped important goals for net income and for the 
timely delivery of 2- and 3-day First-Class Mail.  
 
Also, a number of issues have been raised related to the reliability and credibility of the 
data the Service uses for ratemaking.  Timely, accurate, and relevant information will be 
critical for effective management as well as communications with customers, Congress, 
and other stakeholders. 
  
 

Engagement with Postal Stakeholders  

 
Engaging with stakeholders will be an essential part of developing a consensus to 
address the Service’s transformational issues.  When the Service begins to engage with 
its stakeholders to develop a comprehensive transformation plan, it will face a 
stakeholder community far from consensus on what needs to be done.  It would be 
useful for the Service to develop an approach for engaging with its stakeholders in the 
development of its comprehensive plan.  
 
In response to the joint request to us from this Committee and Subcommittee, we are 
working to identify improvement options suggested by various stakeholders and will 
summarize the results in our subsequent report to you.  We have begun this effort and 
have talked to several stakeholders and plan to continue these discussions. Some of the 
stakeholders we have talked to so far have included postal unions, mailer groups, 
competitors, the Service’s Office of Inspector General, and Postal Rate Commission 
officials. They provided a variety of suggestions for action, some within the existing legal 
framework and others that would require statutory change, as follows: 
 
• The Service’s mission and role: Representatives of a mailer group and a Service 

competitor said that the Service’s mission should be more clearly defined and raised 
the issue of whether the Service should be changed to a stock-owned corporation.   In 
the mailer’s view, making the Service a corporation with shareholders would hold it 
accountable and create incentives for success.  In the competitor’s view, the Service 
should either be restricted to offering monopoly services that do not compete with 
the private sector or be held to the same rules as its competitors. 
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• Regulation of postal rates: A mailer group and a union representative favor statutory 
changes to give the Service more flexibility to set postal rates.  For example, a union 
representative said that the Service should be able to adjust postal rates in response 
to economic trends.  However, Postal Rate Commission officials and a mailer group 
representative stated that the Service has the flexibility under current law to request 
alternative rate structures, such as peak-load pricing and phased rate increases. 

 

• Transparency and accountability: Postal Rate Commission officials and mailer group 
representatives recommended that the Service provide more frequent and complete 
financial and service quality information to the public.  For example, they said the 
Service should regularly disclose the on-time delivery of different classes of mail so 
that it can be held accountable for the quality of service it provides.  

 
• Workplace environment: Several stakeholders stated that better communication is 

needed among employees, management, and external stakeholders to improve the 
atmosphere in the workplace and increase productivity.   A postal union 
representative noted that a different management style is needed to encourage 
employees to give additional discretionary effort.  For example, the representative 
suggested initiating more “bottom-up” communication from employees. 

 
• Pay and performance incentives: Some stakeholders noted that greater incentives are 

needed to maximize productivity and efficiency.  For example, a mailer group 
representative said that management and employees need more effective incentives 
to further organizational achievement of goals. On the other hand, union officials said 
that the existing management bonus system encourages managers to take 
unwarranted action to receive bonuses.  Further, a union official noted that city and 
rural carriers work side by side in some suburban areas under different pay systems, 
different ways of setting and adjusting the workload, and different incentives for 
good performance.  

 
• Flexible staffing: A mailer group representative favored greater use of flexible 

staffing procedures to minimize compensation costs, such as using more noncareer 
workers to handle peak mail volumes.  Union officials expressed a different view, 
favoring the elimination of noncareer jobs to save money. 

 
• Retail infrastructure: Mailer group representatives said that the Service should 

consider, as part of a package of changes, restructuring the retail network by closing 
post offices and/or relocating retail operations from some post offices to postal retail 
operations provided in other locations such as retail stores.  For example, a mailer 
group representative suggested a reevaluation of the statutory restrictions on closing 
post offices, including a reconsideration of the prohibition against closing post 
offices solely for operating at a deficit.  The mailer group representative suggested 
that the military base-closing model could be used when evaluating the possibility of 
closing unprofitable post offices. 

 



Page 27                                                                                                             GAO-01-733T 

• Mail processing network: Some stakeholders said that the Service could become 
more productive by using existing automation equipment more efficiently and 
continuing automation efforts. A mailer group representative advocated that the 
Service achieve greater standardization of mail processing operations by adopting 
best practices throughout the system to the maximum extent possible. A 
representative of an equipment manufacturer said that the Service needed better 
long-term planning in this area, as well as working more effectively with its major 
suppliers.  

 
• Delivery network: A mailer representative said the Service could save money if some 

existing residential customers (e.g., customers with mailboxes attached to their 
homes) were required to use cluster boxes, thus increasing route efficiency. 

 
• Worksharing discounts: A union official stated that worksharing discounts—that is, 

discounts to mailers for mail preparation such as barcoding, presorting, and 
dropshipping mail—should be greatly reduced or eliminated.  In the union official’s 
view, the Service could improve its net revenue by doing the worksharing functions in-
house at less cost.  In contrast, a mailer group representative said more worksharing 
incentives are needed for the Service to process mail efficiently, save money, and 
encourage growth in mail volume.  Further, Postal Rate Commission officials said that 
the Service has the ability under current law to request additional types of worksharing 
discounts. 

 
• Productivity initiatives: A mailer group representative stressed the importance of the 

Service improving its productivity through cost cutting.  For example, he said that the 
legislatively established rate-setting process provides little incentive for innovation 
and efficiency since the Service can cover its costs by increasing postal rates. Union 
officials said that unions and employees could contribute toward developing 
initiatives to improve the Service’s productivity if there was greater prior 
consultation.  At the same time, however, one union official described the Service’s 
current productivity initiatives as harassment of employees.  

 
• Administrative improvements: The recent statement of the Service’s Inspector 

General before the House Committee on Government Reform suggested a number of 
actions the Service could take to improve its performance, accountability, and 
financial position.  One area cited where additional efficiencies could be improved 
was in the Service’s contract management practices.  For example, one Inspector 
General investigation reported that the Service paid over $800,000 for asbestos 
abatement work that was either over-billed or not performed.  The report suggested 
that the Service needed to strengthen its quality assurance procedures and training of 
Service contracting officials to ensure accurate contractor billings.    

 
• New products: Some stakeholders have said that the Service should have a more 

business-like approach to its new product initiatives so that the Service would stop 
spending money on projects that are not generating a positive return.   
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• Debt limit: A mailer group representative and a union official favored raising the 
statutory debt limit to give the Service the flexibility to borrow instead of raising 
rates. 

 
 _____________________________________________________________________ 

 

Mr. Chairman, that concludes my prepared statement.  I would be pleased to respond to 
any questions that you or the Members of the Committee and Subcommittee may have. 
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