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RESPONSES OF THE UNITED STATES POSTAL SERVICE 
TO CHAIRMAN’S INFORMATION REQUEST NO. 17 

 
 

1. In Docket No. R2018-1, the Postal Service proposed a price increase for USPS 
Marketing Mail Flats that was 0.231 percentage points above average.1 

a. Please estimate the impact of the proposed price increase on FY 2018 
volume, revenue, cost, and contribution for USPS Marketing Mail Flats.  

The estimate should use the most recent elasticities provided by the 
Postal Service to the Commission,2 and support any additional 
assumptions. 

b. Please estimate the impact of an at least 2 percentage point above-
average price increase on FY 2018 volume, revenue, cost, and 
contribution for USPS Marketing Mail Flats, and the resulting impact on 

USPS Marketing Mail overall.  The estimate should use the most recent 
elasticities provided by the Postal Service to the Commission, and support 
any additional assumptions.  See FY 2018 Demand Analysis. 

c. Please estimate the impact of an at least 4 percentage point above-
average price increase on FY 2018 volume, revenue, cost, and 
contribution for USPS Marketing Mail Flats, and the resulting impact on 

USPS Marketing Mail overall.  The estimate should use the most recent 
elasticities provided by the Postal Service to the Commission, and support 
any additional assumptions.  Id.   

 

RESPONSE: 

 

Given the short amount of time available to conduct this exercise, commensurate 

with the relatively constrained timeframe of the ACR process, the Postal Service has 

attempted to respond to Questions 1 and 2 of this information request by constructing 

various scenarios predicated on different rates, causing different volumes, and thus 

resulting in different revenues, costs, and contributions.  Because Docket No. R2018-1 

                                              

1 Docket No. R2018-1, Order on Price Adjustments for First-Class Mail, USPS Marketing Mail, 
Periodicals, Package Services, and Special Services Products and Related Mail Classification Changes, 
November 9, 2017, at 37 (Order No. 4215). 

2 See Postal Service Econometric Estimates of Demand Elasticity for All Postal Products, FY 
2018, January 28, 2019 (FY 2018 Demand Analysis). 
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was initiated in the fall of 2017, the cost information submitted in that proceeding was 

based on costs from FY 2016.  To avoid reliance on costs of that vintage when FY 2018 

costs are now available, the Postal Service has essentially structured an exercise that 

uses the FY 2018 CRA as its base.  The various scenarios constructed address the 

questions of how might FY 2018 volumes have been expected to have been different if 

different Marketing Mail rates were in effect in FY 2018, and then what effect would 

those different volumes (and rates) have had on costs, revenues, and contribution.  As 

requested, the volume changes associated with different rates have been estimated 

using the most recent elasticities.  One key assumption of the exercise is that the FY 

2018 cost effects of volume changes can reasonably be approximated by multiplying 

the new volumes by the same unit attributable costs appearing in the FY 2018 CRA.   

The scenario results are presented in the Excel file ChIR.17.Q.1t3.MM Scenarios.xlsx 

that is attached to these responses electronically. 

a.           Please see row 14 on the first and third tabs of ChIR.17.Q.1t3.MM 

Scenarios.xlsx, attached.  For Flats, the first tab offers full-year FY 2018 impacts as if 

the R2018-1 price changes had been implemented on October 1, 2017; the third tab 

shows estimated partial-year impacts in FY 2018 from actual implementation of the  

R2018-1 price changes on January 21, 2018.   The “changes” shown in columns G-K of 

row 14 represent the difference between the “before-rates” scenario presented in rows 

1-7, which represents an estimate of what volumes, revenues, and costs would have 

been in FY 2018 if there had been no rate change during that year, and (at least for the 

partial year scenario in tab 3), what those values were, given the actual rates in place 
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during FY 2018, including the R2018-1 rate changes of January 2018.3  In that sense, 

row 14 represents the best available response to subpart a., which seeks an estimate of 

the impact in FY 2018 of implementation of the R2018-1 rate proposals.4  The 

contribution impacts do not take into account that, when Flats are subject to an above-

average price increase, Flats volume will decline by more than otherwise. This may lead 

to the loss of contribution in other mail classes that are stimulated by Flats volume. See 

Docket No. ACR2018, Initial Comments of the American Catalog Mailers Association 

(ACMA), February 14, 2019, at page 2. 

b.  Please see rows 23 - 25 and 41 - 43 on the first and third tabs of ChIR. 

17.Q.1t3.MM Scenarios.xlsx, attached. The first tab offers full-year FY 2018 impacts as 

if the price changes had been implemented on October 1, 2017; the third tab shows 

estimated partial-year impacts in FY 2018 from actual implementation of the price 

changes on January 21, 2018.  The “changes” shown in columns G-K of these rows 

represent the differences between (1) values from the base R2018-1 scenario (rows 14-

                                              
3   It may perhaps seem a bit of a misnomer to refer to the scenario presented in rows 1-7 as the 

“before-rates” scenario, because in this instance, the flow of analysis is to start with the actual volumes 
from the actual rates (the “after-rates”), and then reverse the effects of the R2018-1 rate changes to 
estimate the FY 2018 “before-rates” volumes under the counterfactual assumption of no rate change 
during FY 2018. 

4   Since the partial-year figures in tab 3 reflect actual rates in effect in FY 2018, the expectation 
would be that those figures (in rows 14-16) would match the actual figures in the CRA.  For the row for 
the Flats product, they do match the CRA. But for the total Marketing Mail rows, they do not match exactly 
because the NSA row and the fees row in the CRA are not included. For the Marketing Mail total row, 
added in each scenario to the sum of the product attributable costs rows (derived as the product of 
scenario volumes and FY 2018 unit attributable costs) is the amount of the Non-Product Inframarginal 
costs figure for Marketing Mail of $461.1 million shown in the Expanded CRA Excel file provided in folder 
USPS-FY18-1.  This makes the total Marketing Mail figures in the various scenarios more comparable to 
the total Marketing Mail figures in the FY 2018 CRA than if the Non-Product Inframarginal costs were 
ignored. 
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16) with the actual proposed rate levels from R2018-1, and (2) values from the 

respective scenarios presented in those rows reflecting the higher rates for Flats 

specified in this part of the question (the +2 rates).  Rows 23 - 25 assume no 

rebalancing of prices under the price cap – rates for Flats can simply be increased, 

without any effect on rates for other Marketing Mail products.  Rows 41 - 43 assume 

that prices are rebalanced under the price cap—i.e., that the additional rate authority 

now accruing to Flats must be offset by rate authority taken away from all other USPS 

Marketing Mail products (“All Other”).5    As noted above, this does not account for the 

potential contribution effects of higher Flats rates on other classes. 

c. Please see rows 32 - 34 and 50 - 52 on the first and third tabs of ChIR.17. 

Q.1t3.MM Scenarios.xlsx, attached. The first tab offers full-year FY 2018 impacts as if 

the price changes had been implemented on October 1, 2017; the third tab shows 

estimated partial-year impacts in FY 2018 from actual implementation of the price 

changes on January 21, 2018.  The “changes” shown in columns G-K of these rows 

represent the differences between (1) values from the base R2018-1 scenario (rows 14-

16) with the actual proposed rate levels from R2018-1, and (2) values from the 

respective scenarios presented in those rows reflecting the higher rates for Flats 

specified in this part of the question (the +4 rates).  Rows 32 - 34 assume no 

                                              

5   For purposes of this exercise, when considering rebalancing, no attempt was made to fine tune 
how rates for various products might be individually adjusted to create the cap space to elevate the 
increase for Flats.  Instead, volumes were estimated under the assumption that rates for all “Other 
Products” would be scaled back by the uniform percentage necessary to bring the class average into 
compliance with the cap. 
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rebalancing of prices under the price cap.  Rows 50 - 52 assume that prices are 

rebalanced under the price cap—i.e., that the additional rate authority now accruing to 

Flats is offset by rate authority taken away from all other USPS Marketing Mail products 

(“All Other”).   As noted above, this does not account for the potential contribution 

effects of higher Flats rates on other classes. 
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2. In Docket No. R2018-1, the Postal Service proposed a price increase for USPS 
Marketing Mail Parcels that was 0.832 percentage points above average.  Order 
No. 4215 at 37. 

a. Please estimate the impact of the proposed price increase on FY 2018 

volume, revenue, cost, and contribution for USPS Marketing Mail Parcels.  
The estimate should use the most recent elasticities provided by the 
Postal Service to the Commission, and support any additional 
assumptions.  See FY 2018 Demand Analysis. 

b. Please estimate the impact of an at least 2 percentage point above-
average price increase on FY 2018 volume, revenue, cost, and 

contribution for USPS Marketing Mail Parcels, and the resulting impact on 
USPS Marketing Mail overall.  The estimate should use the most recent 
elasticities provided by the Postal Service to the Commission, and support 
any additional assumptions.  Id. 

c. Please estimate the impact of an at least 4 percentage point above-
average price increase on FY 2018 volume, revenue, cost, and 

contribution for USPS Marketing Mail Parcels, and the resulting impact on 
USPS Marketing Mail overall.  The estimate should use the most recent 
elasticities provided by the Postal Service to the Commission, and support 
any additional assumptions.  Id.    

 

RESPONSE:   

 

The scenarios used to respond to this question are from the same exercise 

described in the response to Question 1 of this Information Request, and these scenario 

results are also presented in the same Excel file ChIR.17.Q.1t3.MM Scenarios.xlsx that 

is attached to these responses electronically. 

 

a. Please see row 10 on the second and fourth tabs of ChIR.17.Q.1t3.MM 

Scenarios.xlsx, attached.  For Parcels, the second tab offers full-year FY 

2018 impacts as if the R2018-1 price changes had been implemented on 

October 1, 2017; the fourth tab shows estimated partial-year impacts in FY 
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2018 from actual implementation of the R2018-1 price changes on January 

21, 2018.   The “changes” shown in columns G-K of row 10 represent the 

difference between the “before-rates” scenario presented in rows 1-5, which 

represents an estimate of what volumes, revenues, and costs would have 

been in FY 2018 if there had been no rate change during that year, and (at 

least for the partial year scenario in tab 4), what those values were, given the 

actual rates in place during FY 2018, including the R2018-1 rate changes of 

January 2018.6  In that sense, row 10 represents the best available response 

to subpart a., which seeks an estimate of the impact in FY 2018 of 

implementation of the R2018-1 rate proposals.7    

b. Please see rows 17 - 19 and 31 - 33 on the second and fourth tabs of 

ChIR.17.Q.1t3.MM Scenarios.xlsx, attached. The second tab offers full-year 

FY 2018 impacts as if the price changes had been implemented on October 

1, 2017; the fourth tab shows estimated partial-year impacts in FY 2018 from 

                                              
6   It may perhaps seem a bit of a misnomer to refer to the scenario presented in rows 1-5 as the 

“before-rates” scenario, because in this instance, the flow of analysis is to start with the actual volumes 
from the actual rates (the “after-rates”), and then reverse the effects of the R2018-1 rate changes to 
estimate the FY 2018 “before-rates” volumes under the counterfactual assumption of no rate change 
during FY 2018. 

7   Since the partial-year figures in tab 4 reflect actual rates in effect in FY 2018, the expectation 
would be that those figures (in rows 10-12) would match the actual figures in the CRA.  For the row for 
the Parcel product, they do match the CRA. But for the total Marketing Mail row, they do not match 
exactly because the NSA row and the fees row in the CRA are not included. For the Marketing Mail total 
row, added in each scenario to the sum of the product attributable costs rows (derived as the product of 
scenario volumes and FY 2018 unit attributable costs) is the amount of the Non-Product Inframarginal 
costs figure for Marketing Mail of $461.1 million shown in the Expanded CRA Excel file provided in folder 
USPS-FY18-1.  This makes the total Marketing Mail figures in the various scenarios more comparable to 
the total Marketing Mail figures in the FY 2018 CRA than if the Non-Product Inframarginal costs were 
ignored. 
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actual implementation of the price changes on January 21, 2018.  The 

“changes” shown in columns G-K of these rows represent the differences 

between (1) values from the base R2018-1 scenario (rows 10-12) with the 

actual proposed rate levels from R2018-1, and (2) values from the respective 

scenarios presented in those rows reflecting the higher rates for Parcels 

specified in this part of the question (the +2 rates).  Rows 17 - 19 assume no 

rebalancing of prices under the price cap – rates for Parcels can simply be 

increased, without any effect on rates for other Marketing Mail products.  

Rows 31 - 33 assume that prices are rebalanced under the price cap—i.e., 

that the additional rate authority now accruing to Parcels must be offset by 

rate authority taken away from all other USPS Marketing Mail products (“All 

Other”).8    

c. Please see rows 24 - 26 and 38 - 40 on the second and fourth tabs of 

ChIR.17.Q.1t3.MM Scenarios.xlsx, attached. The second tab offers full-year 

FY 2018 impacts as if the price changes had been implemented on October 

1, 2017; the fourth tab shows estimated partial-year impacts in FY 2018 from 

actual implementation of the price changes on January 21, 2018. The 

“changes” shown in columns G-K of these rows represent the differences 

                                              

8   For purposes of this exercise, when considering rebalancing, no attempt was made to fine tune 
how rates for various products might be individually adjusted to create the cap space to elevate the 
increase for Parcels. Instead, volumes were estimated under the assumption that rates for all “Other 
Products” would be scaled back by the uniform percentage necessary to bring the class average into 
compliance with the cap. 
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between (1) values from the base R2018-1 scenario (rows 10-12) with the 

actual proposed rate levels from R2018-1, and (2) values from the respective 

scenarios presented in those rows reflecting the higher rates for Parcels 

specified in this part of the question (the +4 rates).  Rows 24 - 26 assume no 

rebalancing of prices under the price cap.  Rows 38 - 40 assume that prices 

are rebalanced under the price cap—i.e., that the additional rate authority 

now accruing to Parcels is offset by rate authority taken away from all other 

USPS Marketing Mail products (“All Other”).    
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3. Please explain whether the Docket No. R2018-1 pricing improved the efficiency 
of USPS Marketing Mail pricing in FY 2018, specifically Flats and Parcels 
products. 

 

RESPONSE:  

 Increasing rates for USPS Marketing Mail Flats and Parcels above the 

average for the class in Docket No. R2018-1 moved those products’ prices 

closer to marginal cost and reduced cross-subsidies within USPS Marketing 

Mail.  In other senses, the pricing in response to underwater products was not 

necessarily efficient.9  Given pressing financial constraints, pricing efficiency 

should also consider the Postal Service’s need to maximize long-run 

contribution.  Devoting relatively more rate authority to underwater products 

such as Flats or Parcels may have a near-term positive impact on contribution, 

because it drives away more loss-making volume. Indeed, this accounts for 

the positive incremental contribution impacts seen in ChIR.17.Q.1t3.MM 

Scenarios.xlsx.  But devoting relatively more rate authority to Flats and/or 

Parcels also, due to the price cap, reduces revenue and contribution from 

other USPS Marketing Mail products.  The latter effect can dominate and 

actually reduce total contribution over a multi-year time horizon.  The result 

occurs notably when the product(s) given the extra cap space (a) have 

                                              

9 It is a long-established result that price schedules free of cross-subsidy may not be efficient in 
the sense of being welfare maximizing, for example. See, e.g., Gerald R. Faulhaber, “Cross-
Subsidization: Pricing in Public Enterprises,” American Economic Review, Vol. 65(5) (December 1975) at 
966-977. 
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autonomously declining volumes, and (b) have relatively elastic demands.  

This is the case on both counts for both Flats and Parcels.  Under downward 

Flats and Parcels volume trends, some of the revenue and contribution that 

would be expected under stable volumes will not be realized, and the pricing 

authority associated with the autonomous volume decline is permanently lost.  

See Docket No. ACR2012, USPS-FY12-43, “Scenario Analysis for Standard 

Mail Contribution,” (December 28, 2012) at 1-2.  The goal of maximizing 

contribution over the longer run thus can favor a more moderate path of rate 

increases for underwater products such as Flats and Parcels.    

.        
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4. Please provide the total number of In-Office Cost System (IOCS) tallies, the 
coefficient of variation for the IOCS-based cost estimate, and the 95 percent 
confidence interval for the cost coverage of Outbound International Insurance. 

 

RESPONSE:  

 

There were seven (7) IOCS tallies for Outbound International Insurance in FY2018. The 

coefficient of variation (CV) for the IOCS-based cost estimate is 40 percent. 

Incorporating only the variability of the IOCS-based cost and applying that to all costs 

excluding non-labor-based indemnities, the cost coverage would range from 13 

percentage points below the current point estimate to 21 points higher.   
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5. Please provide the coefficient of variation for the IOCS-based cost estimate, and 
the 95 percent confidence interval for the cost coverage of International Money 
Transfer Service—Inbound. 

 

RESPONSE:  

 

There were zero (0) IOCS tallies for International Money Transfer Service – Inbound in 

FY2018. Since there were no IOCS tallies recorded for this service, a 95 percent 

confidence interval for the cost coverage cannot be provided.  
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6. Please provide the total number of IOCS tallies, the coefficient of variation for the 
IOCS-based cost estimate, and the 95 percent confidence interval for the cost 
coverage of Inbound International Registered Mail. 

 

RESPONSE:  

 

There were one hundred four (104) IOCS tallies for Inbound Registered Mail in FY2018. 

The coefficient of variation for the IOCS-based cost estimate is 17 percent. 

Incorporating only the variability of the IOCS-based cost and applying that to all costs 

excluding non-labor-based indemnities, the coverage would range from 24 percentage 

points below the current point estimate to 45 percentage points higher.  

 

 

 


