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Introduction 

On August 21, 2019, pursuant to Order No. 5133 (June 25, 2019), the Public 

Representative filed his initial comments in this proceeding.  The Public Representative 

is generally supportive of the aims and procedures of Proposal One, but identifies some 

concerns.  Public Representative (PR) Comments at 2, 23-24.  He recommends that 

those concerns be addressed before Proposal One can be approved.  Id.  Subsequent 

to submission of the PR Comments, Order No. 5208 (August 23, 2019) amended the 

schedule to allow reply comments.  In these reply comments, the Postal Service 

explains why the concerns of the Public Representative offer no cognizable impediment 

to approval of Proposal One. 

Comments 

The Postal Service thanks the Public Representative for his careful review of 

Proposal One and for his support of the proposal.  The Public Representative 

commends the Postal Service for using operational data, recognizes the effort involved 

in creating an analysis data set, approves the model specifications, and, with one 

exception, supports the econometric testing. PR Comments at 5, 18, 20 and 23.  In fact, 

he recommends adoption of Proposal One subject to four caveats.  Fortunately, each of 
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these caveats can be easily resolved. 

The Public Representative’s primary concern arises from his inability to test for 

the joint significance for the coefficients involving volume in the regular delivery, Sunday 

delivery, and collection models. PR Comments at 17 and 20.  This is the Public 

Representative’s only concern about those delivery models, and he would otherwise 

recommend their use.  Id. at 18: 

The Public Representative recommends the Postal Service 
and Commission staff further investigate and resolve this 
issue. The Public Representative would like to make clear 

that other than the transfer of SPR Relay Costs to regular 
city carrier delivery, he would have no problems with the use 
of the Full Quadratic and the resulting variabilities once this 
problem is investigated and resolved. 

 
And, id. at 20: 
 

Similarly, except for his opposition to moving peak delivery 

hours performed by full-time carriers to Regular Delivery, the 
Public Representative would have no problems with the use 
of the Full Quadratic and the resulting variabilities once this 
problem is investigated and resolved. 

 
 In attempting to test the significance of this set of coefficients the Public 

Representative ran into a familiar coding issue with the SAS testing procedure.1  When 

a right-hand-side variable takes on very large values relative to the dependent variable 

the resulting estimated coefficient is often very small in absolute value.  This result 

happens in the delivery regressions because of the very large value for the square of 

volume, relative to the SPR delivery hours.  For example, for the March regression for 

                                              
1   Formally, the Public Representative was attempting to test the null hypothesis that 
the coefficients involving volume are jointly equal to zero.  Rejection of that hypothesis 

implies the coefficients are significantly different from zero or more commonly, “jointly 
significant.” 
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regular-sized SPR units, the mean value for the squared volume term is 654,357 but the 

mean value for daily unit hours 45.95.  As a result, the associated regression coefficient 

on the volume squared term is quite small at a value of 0.00000289, and the standard 

error of the coefficient is even smaller, at 0.00000028.  These small values precluded 

the calculation of the necessary test statistic in the SAS code. 

 Fortunately, there is an easy workaround to this coding problem, and the problem 

is resolved by simply scaling down the variable of concern.  In the delivery equations, 

this is accomplished by dividing the values of volume in each observation by 1,000 prior 

to estimating the equation.2  Scaling an independent variable in a regression increases 

its estimated coefficients by the amount of the scale.  In the delivery regressions, the 

proposed scaling increases the coefficients and standard errors on volume-related 

terms by 1000 and has no impact on the other coefficients.3  The coefficients and 

standard errors for the volume related terms from the original and scaled March regular-

size units are provided in Table 1. 

 

 

 

 

 

                                              
2   There is nothing particular about the use of 1,000.  One could divide by any constant 

that was sufficiently large to render the estimated coefficients and standard errors 
useful. 
 
3   Because the volume squared term squares the scale its coefficient and standard 

error will be increased by 1000 squared or 1,000,000.  This is useful because of its very 
small size. 
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Table 1: Volume Related Coefficients and Standard Errors 
from the Regular Delivery Equation March Regular Size 

 
Scaled Regression Original Regression 

Variable Coefficient 

HC 
Standard 

Error Coefficient 

HC 
Standard 

Error 
vol 57.62157 27.98813 0.05762 0.02799 

vol2 -2.8926 0.69018 -0.00000289 0.000000690 

volcurb -36.44562 34.02693 -0.03645 0.03403 

volcbu -60.08698 36.58588 -0.06009 0.03659 

volcent -3.49182 27.23645 -0.00349 0.02724 

voldoor -7.51066 25.11433 -0.00751 0.02511 

volbr 21.97891 22.73076 0.02198 0.02273 

voliam 23.74167 18.90033 0.02374 0.0189 

volfdp 5.93538 22.29084 0.00594 0.02229 

volifr 71.27983 21.92652 0.07128 0.02193 

volcv 0.05328 0.02615 0.00005328 0.00002615 

 

This characteristic of scaling by a constant means that the scaled regression 

equation produces the same variability as the original, yet it permits testing of the Public 

Representative’s hypothesis that the volume coefficients are jointly equal to zero.4  The 

test statistics for the delivery equations are presented in Table 2.  In all cases, there is 

strong evidence to reject the hypothesis that the volume coefficients are jointly equal to 

zero. 

  

 

                                              
4   Recall that the formula for the variability is given by: 

𝜀  = 
𝜕 𝐻𝑜𝑢𝑟𝑠

𝜕 𝑉𝑜𝑙𝑢𝑚𝑒
 

𝑉𝑜𝑙𝑢𝑚𝑒̅̅ ̅̅ ̅̅ ̅̅ ̅̅

𝐻(𝑉𝑜𝑙𝑢𝑚𝑒̅̅ ̅̅ ̅̅ ̅̅ ̅̅ )
. 

 
The derivative is based upon the coefficients involving volume, so it is increased by 
1000, while the mean volume is reduced by 1000.  The hours associated with mean 

volume are not affected because the smaller volumes are exactly offset by the larger 
coefficients. 
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Table 2: Results of Testing the Hypothesis that the 
Volume-Related Coefficients are Equal to Zero 

 Regular Delivery  
Model Test Statistic P-Value 

March Small 649.7 <.0001 

March Regular 1,313.5 <.0001 

June Small 519.3 <.0001 

June Regular 1,256.1 <.0001 

September Small 722.8 <.0001 

September Regular 1,570.1 <.0001 

December Small 1,940.9 <.0001 

December Regular 7,228.5 <.0001 

 
Sunday Delivery 

Model Test Statistic P-Value 

March 2,773.5 <.0001 

June 2,645.9 <.0001 

September 2,619.1 <.0001 

December 3,479.9 <.0001 

 

The Public Representative has two concerns about the collection equation.  His 

primary concern is the same one he expressed about the delivery equations, namely 

the inability to test the hypothesis that the collection volume terms are jointly equal to 

zero.  PR Comments at 23: 

However, the biggest problem with the Postal Service’s 
Collection model is once again its use of the Full Quadratic 

form. Once again, a joint test of the significance of the 
parameters used to calculate variability shows that there is 
perfect collinearity between either volume and/or box and 
cvbox. 

 

As with the delivery equation, this concern can be resolved in a straightforward 

manner.  Applying the same scaling method that was used for the delivery equations, 
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the Postal Service performed the volume related hypothesis test.  The resulting test 

statistic of 73.31 indicates rejection of that hypothesis.5   

The Public Representative also has a concern about the Postal Service’s 

approach to identifying data errors in the collection data set.  It appears, however, that 

the Public Representative’s concern arises from a misunderstanding of the Postal 

Service approach to analyzing the collection data.  The Public Representative asserts 

that the Postal Service eliminates any observation that included a collection box for 

which the recorded volume exceeded its capacity.  PR Comments at 21.  He argues 

that such an approach suffers from setting only a single maximum capacity despite the 

existence of multiple-sized boxes, that the Postal Service may replace a full box with a 

larger box, and that a person finding a full collection box could go to another nearby 

box.  He asserts that these circumstances would in some instances not affect the 

results, but in other instances would bias them.  Id. at 22-23.  He then argues that the 

Postal Service should investigate the feasibility of using a censored data technique to 

resolve any possible bias.  

But these alleged problems do not arise, because the Postal Service does not 

take the approach described by the Public Representative of eliminating any 

observation with a recorded collection box that exceeds the theoretical maximum.  

Rather, it deletes just those observations for which the total amount of recorded volume 

exceeds the theoretical maximum for all collection boxes in the finance number.  Thus, 

in the Public Representative’s scenario, a customer who found one box full would also 

                                              
5   Materials supporting all of the various econometric investigations discussed in these 

reply comments can be found in USPS-RM2019-6/2, which is submitted in association 
with these comments. 
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find nearby boxes full. 

The actual approach pursued by the Postal Service is a much more stringent 

criterion then suggested by the Public Representative, and was used to find those 

observations which had clear data problems and were not legitimate volume counts. 

Study Report at 73:6 

Note by using the average overall boxes, this standard does 

allow for the possibility that on a given day a finance number 
may be required to sweep one or two “overstuffed” boxes, 
but eliminates observations with clear data problems.  It is 
extremely unlikely that all of the boxes within a finance 

number’s area would be overstuffed on the same day. 
 

Curiously, the Public Representative argues that Postal Service does not identify these 

observations as erroneous.  PR Comments at 22: 

Nor does the report claim the data are erroneous. Simply 

dropping legitimate observations results in biased estimates 
 

But the Study Report at 74 clearly states the observations are erroneous: 

In sum, the use of this operationally-based standard 
provides a non-arbitrary basis for eliminating erroneous 
observations and provides results consistent with operational 

practice. It thus provides a reliable basis for estimating the 
LDC 27 variability. 

 

Thus, the Public Representative’s concern about potential bias from dropping legitimate 

observations is unfounded because legitimate observations were not eliminated.  

                                              
6   In addition, the approach taken by the Postal Service is not sensitive to issues with 
individual box sizes, because it is identifying observations for which the data for entire 
finance number’s service area, including all boxes, is suspect.  For example, the mean 
daily collection volume for the deleted observations is 155,445 pieces in just 27.8 

boxes.  This means that the implied daily volume per box is over 5,000 pieces for each 
box in the service area. 
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Finally, the Public Representative urges investigation into the feasibility of 

censored data techniques in addressing the alleged potential bias.  Even if there were 

bias, this approach is not appropriate because censored data techniques are designed 

to address situations in which the dependent variable is not observed for a particular 

subset of observations, typically at the top or the bottom of the distribution.7  But the 

issue with the collection data occurs with regard to the independent variable, and there 

are no missing observations, as evidenced by the Postal Service’s estimation of the 

collection equation on all observations. 

 A third issue raised by the Public Representative relates to the Postal Service’s 

movement of the 2.2 percent of LDC 23 hours that occur on Sundays and holidays, 

during the peak, into the regular delivery cost pool.  The Public Representative argues 

that this small amount of hours should stay in the Sunday and holiday cost pool.  PR 

Comments at 10.  But the reasons for moving the hours are straightforward.  During the 

peak period, SPR carriers cannot deliver all of the Monday through Saturday parcels on 

Monday through Saturday, so they delivery some of them on Sunday.  These hours are 

clocked by full-time carriers who are delivering out of their regular units, not from 

                                              
7   For example, consider this description of the problem addressed by a censored data 
model: (Introductory Econometrics: A Modern Approach, Jeffery M. Wooldridge, 6th ed., 

Cengage Learning, Boston, MA 2016 at 548) 
 

Essentially, the problem solved by a censored regression 
model is one of missing data on the response variable, y. 

Although we are able to randomly draw units from the 
population and obtain information on the explanatory 
variables for all units, the outcome on yi is missing for some 
i. Still, we know whether the missing values are above or 

below a given threshold, and this knowledge provides useful 
information for estimating the parameters. 
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Sunday delivery hubs, and who are delivering the same mix of mail that they deliver on 

Mondays through Saturdays.  In essence, they are performing their regular delivery 

activities on Sunday during that busy period.  This change in Sunday activity is 

demonstrated by the fact that the average wage for Sunday LDC 23 hours during the 

peak period is $35.75, much higher than the average wage for Sunday LDC 23 hours 

during the non-peak period of $29.67.  In addition, it is demonstrated by the fact that the 

mix of mail during the peak period shifts to include the products normally delivered on 

Mondays through Saturdays.  Non-Public Study Report at 67. 

 The Public Representative protests that the Postal Service does not also shift 

non-peak Sunday LDC 23 hours to regular delivery cost pool, but there is good reason 

that these hours stay in the Sunday and holiday cost pool.  The activities performed 

during these hours are the same activities performed by carries clocked into LDC 24 

hours on Sunday, and should stay in the Sunday and holiday cost pool.  In sum, the 

Postal Service’s grouping of hours is appropriate because it combines hours with the 

same cost-causing characteristics in relatively homogeneous cost pools. 

 The Public Representative also objects to the Postal Service moving SPR relay 

hours from SPR costs to letter route carrier costs.  PR Comments at 11.  Apparently, 

the Public Representative is not aware that this is the established methodology, and is 

not a new proposal by the Postal Service.  The Public Representative objects to this 

established methodology based upon a claim that the connection between the hours 

and the delivered volumes is too attenuated.  Id.  This claim appears to arise from a 

misunderstanding on the part of the Public Representative on what SPR relay activities 

entail.  The Public Representative describes SPR relay activity as the movement of mail 
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from one Postal Service facility to another.  For example, the Public Representative’s 

Comments state that regular delivery carriers perform a number of activities including 

relay, which is described in the PR Comments at 6 as: 

[P]erforming relay operations (in which the carrier transports 

mail from one post office to another). 
 

In reality, SPR relay activities are much more closely tied to letter route delivery, 

as it actually involves transporting mail to individual delivery routes, not other post 

offices, on the day that it is going to be delivered.  Study Report at 75.  For example, on 

foot routes, the letter route carrier cannot carry all of the route’s mail in a single satchel.  

So, an SPR carrier will transport mail to a green relay box for the letter carrier to pick up 

and deliver on the route.  In essence, the SPR carrier is replacing the letter carrier 

during the activity of transporting mail to the route.  Clearly, the SPR carrier’s relay time 

was caused by the mail delivered on the letter route, and the cost of that time should be 

associated with that mail.  
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Conclusion 

 In his review of Proposal One, the Public Representative raises four issues of 

concern.  Two of them are econometric issues and two of them are cost pool creation 

issues.  In all cases, the Postal Service in these reply comments has resolved the 

concerns raised by the Public Representative, and no additional variability or impact 

analysis is required.  Therefore, having addressed and resolved the issues identified in 

initial comments by the Public Representative, the Postal Service respectfully requests 

that the Commission approve Proposal One. 
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