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RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS

AAP/USPS-TB-1  On pages 167 and 168 of your testimony, you state that
"Much of this long-term growth in Bound Printed Matter ("BPM") volume is due to the
mail order boom and the expansion of the catalog industry." Please identify and
provide all studies, reports, data or other evidence that you relied upon to support this
statement.

RESPONSE:

Since bound prinfed matter contains catalogs and mail-order deliveries, an
expansion of the mail-order and catalog industry can be expected to lead to an increase
in bound printed matter volume. The attached chart shows real per-capita mail-order
retail sales from 1978 through 1999, indicating that real per-capita mail-order retail

sales have increased by a factor of four since 1978.




Figure accompanying réméponée*tB'NTPfUSPSJ'TG—1
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RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS

AAP/USPS-T6-2  On page 168 of your testimony, you state that the "pattern of
volume growth of Bound Printed Matter is consistent with a market penetration Z-
variable."

(a) Please expiain fully, with numerical examples, how volume growth in BPM
is consistent with "a market penetration Z-variabie."

(b)  Please explain in particular what "market” is being analyzed usinga _
"market penetration Z-variable" for BPM. =

(¢) Please provide a complete explanation with supporting references of the
theoretical basis you relied upon to justify this use of a "market penetratlon Z—vanable"
used for BPM. =

-

RESPONSE: B T,

(a) Please see the attached figure thCh presents bound pnnfed matfér volume per

~ adult as well as the "market penetration Z-vanabla“ used to forecast bound pnnted

matter voiume for the time period 1979 through 1999. I_t is apparent that the market
penetration variable tracks bound printed matter volume relatively closely. The market
penetration variable is not the only factor affecting bound printed matter volume, which
is also affected by permanent income, the price of bound printed matter, and several
dummy variables, as described in my testimony.

(b) The "market" here represents the market for bound printed matter.

(c) Please see the testimony of witness Thress, USPS-T-7, in this case, at pages
124 through 128, for a description of the market penetration variable. This "market
penetration Z-variable" construction is based on the marketing theory of new product
diffusion. This theory is discussed, for example, in "New product diffusion models in
marketing: A review and directions for research” by V. Mahajan, E. Muller, and F. M.

Bass, in Journal of Marketing, 54, 1 (January, 1990), pp. 1 - 26.
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RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS

AAP/USPS-T6-3 On page 170 of your testimony, you state that "Ultimately
Sears replaced its large catalog with smaller catalogs, many of which were also sent as
Bound Printed Matter."

(a) Please identify and provide copies of all documents, studies, reports, data
or other evidence relied upon to support this statement.

(b) Please state how many smaller catalogs were sent as BPM is 1996, 1997,
1998 and 1999.

RESPONSE:

(@)  InJanuary of 1993, Sears announced that they were ceasing publication of their
main catalog. From the second guarter of 1993 through the first quarter of 1994 (note
that Postal years begin in September of the previous calendar year; the time period
cited here, 1993Q2 through 1994Q1, went from December 12, 1992 through December
10, 1993), bound printed matter volume declined by 8.6 percent over the same period
one year earlier. This decline in bound printed matter volume was attributed to the
cancellation of the Sears catalog.

The following four quarters (1994Q2 through 1995Q1), bound printed matter
volume grew by 22.0 percent. This phenomenon is apparent in the figure
accompanying my response to interrogatory 2 above.

The quote which you cite on page 170 represents my hypothesis to explain this

phenomenon.

(b) 1do not have these figures.



RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO
INTERROGATORIES OF ASSQCIATION OF AMERICAN PUBLISHERS

AAP/USPS-T6-4  On page 170 of your testimony, you state that "Bound
Printed Matter Volume experienced a sudden decline beginning in 1998q1." Please
provide an explanation for the decline. If no explanation can be provided by you,
identify any other USPS witnesses who may be able to provide the explanation for the
decline.

RESPONSE:
| am unaware of the cause of this decline. | am unaware of any Postal Service

witnesses who would be able to provide an exptanation.



RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS

AAP/USPS-T6-5 Please identify and provide all documents, studies, reports,
data or other evidence upon which you relied to conclude that the "Other Factors"
described at page 171 of your testimony related in any way to the delivery trends in
catalogs you describe on pages 171 and 172 of your testimony.

RESPONSE:
Included in the discussion of "Other Factors" are references to articles from
Traffic World and Traffic Management (provided in my response to your interrogatory
7), a discussion of employment trends (provided in my responses to your interrogatories
8 and 9), and a review of information régarc}ing the shift from larger to smaller catalogs
obtained from several of the Direct Markeiing. Aggocation, Statistical Fact Books and
‘ summa_riied in the table accompanying "th'is“_r'e‘spﬁnse.
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RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS

AAPP/USPS-T6-6 On page 171 (lines 6-7) of your testimony, you state that
"One of the major components of Bound Printed Matter is catalogs weighing between
one and ten pounds.” With respect to this statement: -

(@) Please list all of the other known components of BPM.

(b) Please state the voiume of BPM that consists of catalogs for each of the
_years 1994-1999. Include source references to support your response.

(c) Please state the volume of BPM that consists of books for each of the
years 1994-1999. Include source references to support your response. e

- (d)  Please state the volume of BPM that consists of components that are not - .- -. <
catalogs and are not books for each of the five years (1994 1999) Include source el
references to support your response.

RESPONSE: . S i
(a) In additi-on to catalogs, another cbmponent of bound bfinféd'matfer is books. " m o
Matfer which is bound and printed, but would not be cha’racterized as either catalogs or -
books, can also be sent as bound printed matter. |

(b)  According to the Household Diary Study, the following percentage of bound

printed matter received by households was characterized as catalogs for each year

from 1994 through 1998 (the 1998 Household Diary Study is not available at this time).

Percentage of Bound Printed Matter

That Are Catalogs
1994 27.5%
1995 39.3%
1996 36.8%
1997 44 3%
1998 29.4%
1994 - 1998 35.6%

(c)  According to the Household Diary Study, the following percentage of bound

printed matter received by households was characterized as books for each year from



RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS

1994 through 1998 (the 1999 Household Diary Study is not available at this time).

Percentage of Bound Printed Matter
That Are Books

1504 66.0%
1995 41.9%
1996 41.7%
1997 44.1%
1998 63.7%
1994 - 1098 50.7%

(d)" According to the Household Diary Study, the following percéntageof bound

printed matter received by households was characterized as neither catalogs nor books

for each yea_I; frqm 1994 through 1993 (the 19997I_-1_ousehold Diary Study is not available
. at this _ti_ma).. Tﬁe numt-aé_rs:in 1.994.su_rn to gfea,ter than 100 ?;réent because 1.2

- percent of bound printed matter was classiﬁéd as bdth catalogs and books that year.

Percentage of Bound Printed Matter
That Are Neither Catalogs Nor Books

1994 7.7%
1995 18.7%
1996 21.5%
1997 11.6%
1998 6.9%

1994 - 1998 14.0%



RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS

AAP/USPS-T6-7  Please provide the Traffic World and Traffic Management
articles cited on page 171 of your testimony.

RESPONSE:

These reports accompany this response.
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§ 8 “Giant”?

no dispute that the respon-

s year's Giants survey repre-
wnies that are, indeed, gigan-
een report annual company
1 excess of $9 billion. Anoth-"
heir company’s annual sales
dl betweea $3 billion and $9
neteen others put the figure
| billion and $3 billion. The
the respondents report anno-
:s of less than $1 billion.
ondent ies also

represent
ss-section of American. industry.
¢ 1.) For instance, 34 percent
from the
ndnstrul manufacturing sectors.

rondents  are

i

$ with the three previous Glants
of Ship pmg research projects, -
the pool of respondents for this
year's survey came from the list of .
the 6004argest U.S. companies idetv"
tified each year by Fortune magazine.
From that list, the research staff iden-
tified the 247 biggest manufacturers,
The research team then turned to
The Official Diractory of Industrial
and Commercial Traffic Exacutives,
popularly known as the “Blue Book,”
to determine the highest-ranking

| logistics executive at sach of those

corporations. After a preliminary
mailin
ressarchers were laft with 216 usable

Each of those 218 !oglst:es execu-
tives was contacted by phone and
invited to pamctgaxte in the survey
either by mail or fax. From that pool -

1 names.

of 218, the researchars received 78" analysis and publication in this issue.
~sapresenting an .
impressive 36-pereent response rate. -

“While this is slightiy lower than last
year's rate, it is still well above aver-
age for such a long and detailed sur-

vey doeumem. .notes Dr. Karl Man-

- The Survey Methodology

to verify addresses, the

-representatives of the magazine,
. Mercer, and the University of Ten-

_ rodt, dlrector ofthe Unlverslty of Ten-
nesses’s Office. for- Customer
Responsiveness Studies and cne of
the leaders of the annual Glants
research effort.-

Manrodt also repomﬂimther

they had also pemclpeted-m ast |

year's survey. if this trend continues,
he says, the project will gain even
more value becausa it will be able to

track responses over a pariod of time.
“Valid tracking requires a high simi-
larity in the respondent base from
year to year,” he notes,

Once the surveys were completed,
Manrodt and his University of Ten-.
nesses graduate students forwarded:|
them to Mercer Management Con- |:
sulting for tabulation and analysis. |
Mercer then sent the results on to |
Traffic Management for further |}

The results-aiso will be presented by
nessee at this month’s annual meet-

ing of the Council of Logistics Man-
agement in San Diego. o

of Transportation

Expenditures as

. Measured ancther way, of the 53 survey
respondents who provided information on |
their companies’ annual transporiation
mndimres as a percentage of annual

revenue, 18 (34 percent) fell in the 2-

' percent come from th to S-percent range. Ten of the respondents -
industries. f;pronme;ly or d Percentage Of (19 percent) sufietheu' transportation bill
.Giants repreeenttheelectromee Bevenue chewed vp more than 5 t of annual
.nt:ilam;ltl:jer'lpeteenteaehoog . sﬂe‘ Thzliesmu;da'put) ﬁgureatunder
vholes reml,mmmglpen'o ! S t. (dee k1

food-processing industries. m asked ﬁﬂ’ the amount tbmr

mts,, total apnusi

o5 aré ‘Consistent with what you'd
y size. The aver-
t-transportanon expenditure for
s respondents is a whopping
647 Though the majority of

mﬁxﬂcﬂm report spending

enﬂ:xeuco

lion ' year on
l“!"’aﬂfth spend between

litional: - 2" percenf of the "
:l between $600 m.llhon md

o B A
99 million each year (SeeFigure Thwahmw»,”u-.

-

mmmpenmmeiramud
frelghtbﬂ!ehmupberwunz -4

companies spent on domestic freight trans-
gomnon was increasing, decreasing, or
olding firm, 65 percent of the
said the amount was on the rise.
percent found themselves in the envmble
position of seeing their costs drop, while
another 17 percent saw the amoum holdmg
at current leveh

teen
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How the Glant.l Cut Com

- Just because the Giants of Sluppmg are
the biggest spenders in the country where
_ freight u'ansporuuon is concerned doesn’t
s’ mean they aren't cost-conscious. In fact,
ra . Justtheoppos:texstme. '

" The nation's largest sh:ppets employ [}
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Similarly, many shippers are formalizing negotiations
with service providers—whether core carriers or not. More
than two-thirds of the respondents reported that they had
adopted a more structured approach to carrier negotiations
as 2 way to keep costs down.

Another cost-reduction technique populnr with this
year's survey respondents is shipment consolidation. Fifty-
nine respondents (76 percent) reported that they saved
money by consolidating outbound shipments. And 46 (59
pement)sa:dlheyhadredueedtheucosts bydomgthesame
with inbound freight. ;

“SHPpereEis are

Other cost-cutting activities menuoned byrespondents
include accepting increases in transit time in certain lanes,

t_j-nw—,-u 34

dominantly on overall freight trans
rtatiohi costs, changes on the' U
iness scone cisarly indicata that Com: 1
panies dre developing a broader'
spective on logistics and it ass
costs, This year's survey, for the_first®
{ time, askadguuﬁomdaslgnadtogauoa -

- total log

I Over

i ce as mdano-qulmrs of

tor of the motor
industry.

improving:
techoology,
redesigning their
transportation net-
work, and develop-
ing a “continnous
move”™  strategy,
wherein  carriers’ "
arrive at and leave®

the shippers’ facili- [EENENRETREIP
_ ties with full loads (RSETENEE
* of freight. "

Spending by Mod§ s er—

Consistent with the three
reports, this year’s findings show that

2 How the Giants Meastire Logistics~

'rh ugh in past years, the Glants mf’a First respondents were asked
Shipping research has focused p whether or not they currently measured
istics costs for their corporation.
Thiny-elght raported they did measure
those costs; 24 said th
- »_notodmeyexpectedto n the futurs,
“The Giants then were asked to identi- a8
thou activities and costs they viewed

rt of their overall Ior%:uﬁcs activity
is move towardg: and to rate the level of difficulty of cap-

did not, and 12

[T

Bar Freanhl

Intermadal

Barge ] X
Other I!il

previous Giants of Shipping
otor freight oon
sumes by far the
mm s
pent by the nation's bigges
shippers.

motor fre:ght scmces are

deﬁnedas oolo

: —
detaﬂedbreakdownof
mgmssallmodulssown
mF: : 4

';5~;m*rwyvﬂswm~)m+¢m--. -

oo

- swyteT WO,

- tho rated logistics function is ama

: turing cost data for each of tlnactivitiec
on's biggest shippers ‘

they identified. (See chart.)
Logistics Activities and Their Costs

No. of Ho. of
rpondents Hespandents
/ {0 VWho Track
the Cost

Level) of
Difticulty to

: r i Capture the
Lugr stics Cost Data

Activiiy
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| market. The C‘u!ants say gﬁ

+| they spend, on average, 19.6

*1 on rail services. Keep in mind

that intermodal, on which the

: survey respondents spend

another 4.1 percent of their

| ransportation budget, geger-
;| ally represents a joint rdil-

truck move. Thus, the actual

share held by motor freight and

rail may be even higher than

| these suggest.
a8 #ﬂa ts for 59 |}
; percent of the Giants’ trans-

ortation spehding, while
: ' rcet-

percent of their freight dollars ‘\
|
b
!

. fact. thh the excepuon of
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N R 9 eadily | 88"19 r;%‘ofthird-pa .
g I R{a k.a contract)floglstics-semoe providers in thgi
3 £industry, | tho b SUrvey team asked this’ year's respondents
- «s’ r their views on various types of third-party pro\riden'-;
f and fg; inpiit k:' {d what's :

pecific logistics functlons th

 rad A et

to outsource,

Whon asked t0: identlfy 'the'cl"fanctemﬁcs that w:ll~
nts were fairs::

B kely lead 162 3PL'8 Success; thi fé
g Y evenlly c,glitln some key areas: For.instance, rou hiy®
® nne-ha the_respondents predicted that so-called ™

3 or a subsidia 's—equipment and facilities to serve cus- -

omers) would anjoy success in the future. The other half .
‘providers (those that do
would be moro :

balieved that non-asset-based
f_ workth

TS Al

broke down -along similar lines when.

- po
= Fthe respondents were asked to"pradict whether trans-

i Fportation-based or warehouse-based 3PL companies” -
y more [ikely to be successful. They also were fairty

Fevenly spiit when asked whether the most successfu
4 [ proviters would be integrated suppliers offering a broad
3 nngi ofservleu oﬁunctional suppllm offeri

": v} _,od"’ on whethor tholz:ture was '

m globatl’ upi:bilitiu or for.

Sugra

s il tions was warehousing. Forty-four

What Are the Giants
Outsourcing Today

8 (and What Will They Outsource Tomorrow)?

R Doy Coneulfimg

PRBFE-FYFS T GPTYV | -t
et ot L e

-based 3PL companies (those that use their own—2.. based on some

- gource and those
they:,: sourcing in the future. -

What Do Yuu Lnuk fnr ina 3PL7

Anset Based ‘
Tranapoitstisn Based EM ;__‘_E
lnteqrated Suppler
Global Suppher
Genera! Capaliities

v Non Aset Baned

g Viarehoese Based

y  Functioral Supphier
"1”'1 ?‘"ﬂnfﬂm Renional Sopplier
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Wm“bmwmdm
* logistics sarvice providers wit be most sucosssiain il .
general chiracieristics. If they preferned s ... %
MWWMMMMMMM1UZH
they prefaired & characteristic listed on the right, they circied
dmc4or5.1!ﬂnymnommmwubdammm
mmmmwmm .

“aver. They indicated a distinct praference for those
providers with industry-gpecific sapabilitign, 83 0pp
to those wnh  hioad, generalc g

Current and FunnOutsowei ' T
This year's survey recpondem also were asked to

‘|dentify those Iog:stlu activities they currantly out-
oy uonﬂder llkaly candldatu for out-

Thmmed

~ More than half ofih' ] ‘-,“_ OGOt ot

source their company’y freight: ludirand payment
. Further, 22 more respondents say they are con-

sidori g thess activities for outsourcing in the future. "

or logistics function receivi yent men-
ofg ttfin%iants -gaid

“they already outsourced warshousing activity. Thirty
ghthm sI:}g they were cons:denng it for the future (m
artat :

3 On the other end of the spoctmm. only two respon—
dents currently outsource order entry/processing activ-
Jty. Similarly, just five Gumts outsource mventory-man-
“agement o,

% According to ona of tho lead prgljeet researchers, Dr.
"Mary Holcomb of the University of Tennesses, the selec-
tion of outsourcing candidates varies markedly from
_company_to company. “Those activities that a firm
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. difficult for a third party to take over,” she notes. “There
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‘tions that make them competitive in the marketplace.”

'&,_ Fellow_rasearcher Barry Jennings, a principal of Mer-
A Management Consulting, agrees. “Iit really comes
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_- notes. an mcressmg number of senior managers are tak-
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g whether or not they truly are

. ':‘.‘c‘:re cor?p?'tencuef. 'W&er;
bifl @ u_lﬂflptym ) ey ask themssives tha

*‘En"\'/ofi‘gawjg: hen 3 %;quastion, and the answer

mndwfs asked* comes up ‘No,"7 he says, “the’

N h.f thi d :
;snrc vo&ﬁ i a

P e TRARHIC RMANAGETIENT/A

‘*"-ﬁﬁ' oL !




3‘““'# [ e LA - X
"?T.‘-,;- R R AT o Sl H"' i“ﬂ" e »ﬁ«-’:l“;r'h“""’f"’i o "’" LIt

..i“é-—..--... R

4

] y _‘ ,,_‘, =h - e i "‘::i'.w‘- . L '. S oy R
. / s a B i

4 . . iy - . )
A P o

,.':' TO ey pondents from the mining and petroleum
- Bpdustries, who prefer rail, nearly all other indus-
gries represented in the survey named some aspect

3 uuckmg as their mode of chmce
By - - .

Dutlunk far Future Mndal Use

LA
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Cnrporate View P
Connnmng past practice, this year's survey alsod
_ ed into attitudes and opinions of the nation’sE
mxponanon mapagers on logistics® role in 3
heir corporations. Despite the growing evidence WAL .
loglsmngaimngstamrewnhwpmanage- T
at these days, many of our respondeats (47, to F
enct) indicated that their corporations still viewed tranig-
iportation as & cost center. On the bri tside, 20 respondents
reported that their companies loo: UPOR {ransportation as
% sategic contributor to overall corporate operations. And
Jour respondents went so far as to say that trapsportation in
Their companies was viewed as a profitrevenue center. .
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mmufactunng Sales and mmagement-mformauon sys-
tems also received numesous mentions.

The generafly solid leve] of integration between logistics
and other corporate functions corresponds to some extent
with the emergence of traffic councils in big

- These conneils, lly either a group of logistics exec-
'l'huym ﬂmrespondentsalsomnskedm explainhow  utives or a cross-functional executive team representing

el thezrlogrsncs operation was integrated with other key logistics and other key corporate dreas, plan logistics | .
functions. Overall; the respondents identified dis- ~ strategy and make lopsucs".“::xy " decisions. Use of traf- 'l&
b onuthcfuncnonmthwhnchtheuopmnanwben_ fic councils hag steadily gained popularity since 1992, i
ptegrated Next came purchasing, followed closely by when-we ennducted our insugural Giants of Sh1ppmg e
Teport :
This year, a full 54 percent of
respondents said their companies
5 used these to:nml! to at .llnlszt
some extent. An addition
runoq onth : DG YOU USE { percent said they were consider-
. art tachnolo?v has gained a solid ing using traffic coungils in the
goothold_in the logistics industry. The .- future, A
ponses to this year's survey indicate” e Whether it is sccomplished
that thc nation’s largest shippen have - 3 R & through the formation of traffic
Rpreeted recent technological advances; - A councils or some other manage-
Buith enthusiasm gz MR D NG ment practice, the trend toward
B The results also show that as these; 5 integrating logistics with other
: B Gings: corporate functions is expected
operations, R A Fx to continve. 'I‘he _reason is sim-
oxpect ‘the [,l istics-sarvic
d l'mltax:hI

ple: A , J
“Transpomuon WI“ get
mcrusmg visibility in compa-
| nies because it is 2 major enabler
 SMPIMent notice, slec4k: 2"l 1" of cycle-time efficiencyX, notes

plﬂnem,,andbar cod- 3 . et Barry Jennings, a principal at
thelr oparationss THe chiait alsgle o e B | Mercer Mana t Consulting
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-] performance, cost, and quality of
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nctions. S
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RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS

AAP/USPS-T6-8  On page 171 (lines 18-19) of your testimony you state that
employment is "predicted to continue to increase in the future." Please identify and
provide all documents, studies, reports, data or other evidence that you relied upon to
support this statement.

RESPONSE:

The attached figure presents DRI/McGraw-Hill's forecast of total civilian

employment through 2002.




Millions of people

Figure accompanying response to AAP/USPS-T6-8
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Total civilian employment, 1997 - 2002, as forecasted by DRI/McGraw-Hill




RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS

AAP/USPS-T6-9 On page 171 (lines 19-29) of your testimony, you state that
"[d]espite the predicted growth in the internet and other high tech sales media, catalog
employment is still expected to increase." Please identify and provide all documents,
studies, reports, data or other evidence that you relied upon to support this statement.

RESPONSE:
The accompanying figure shows projections of U.S. catalog employment from

the Statistical Fact Book of the Direct Marketing Association.



.. Figure accompanying response to AAP/USPS-T6-9
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RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS

AAP/USPS-T6-10 On page 3 of your testimony, you present two sets of
forecasts of mail volumes, one forecast pertaining to current rates and the other to
proposed rates. With respect to both forecasts for BPM:

(a) Please provide the exact value of each forecasted variable that was used
in conjunction with the USPS econometric equations to deveiop the Test Year Before-
Rates (TYBR) and Test Year After-Rates (TYAR) forecasts for BPM sponsored by your
testimony.

(b) Please provide mathematical examples demonstrating that these values,
when used in the BPM econometric equations, result in the TYBR and TYAR volumes
predicted by your testimony. '

RESPONSE: |

(@) ~~ These values are provided in workpaper 1 accompanying my testimony.

(b)  The forecasting methodology used to forecast bound printed matter is described
in the Technical Appendix accompanying my testimony. A numerical example of the
forecast for First-Class single-piece letters and presort nonautomated cards is
presented in workpaper 2 accompanying my testimony.

The spreadsheets used to forecast bound printed matter are found in Library
Reference LR-I-121, files VF_BR (before-rates) and VF_AR (after-rates). Quarterly
volume forecasts of bound printed matter are found in these two spreadsheets on sheet
Forecast Vols. in column BE. The exact calcutations used to generate the bound

printed matter forecasts can be found there.




RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS

AAP/USPS-T6-11 Please provide the BPM forecasting equations and BPM
TYBR and TYAR forecasting values recommended by you in R97-1.

RESPONSE: "

From R97-1, please see USPS-T-6, pp. 6, 158 - 163, and A-57, as well as
Workpaper 1 accompanying USPS-T-6, and USPS-T-7, pp. 92 - 95, 99, and Workpaper
1 accompanying USPS-T-7. (Note that both my testimony and that of witness Thress
had the same numerical designation in Docket No. R97-1 as they do in this case,

USPS-T-6 and USPS-T-7, respectively.)




RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS

AAP/USPS-T6-12 Please provide any analyses that compare the BPM
forecasting equations and predicted values for the variables in the equations with actual
BPM volumes.

RESPONSE:
Please see Appendix Table A-21 on page A-53 of my Technical Appendix, which
provides a forecast error analysis for in-sample forecasts of bound printed matter over

the past five years.



RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS

AAP/USPS-T6-13 With respect to the "market penetration Z-variable" for BPM,
please state the causal factors which you believe have brought about changes in the
value of this variable for the period 1994 through 1999.

RESPONSE:
Growth in mail order sales and shifts from Standard B Special Rate mail may

have contributed to changes in the value of the z-variable over this period.



RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS

AAP/USPS-T6-15 Please state whether and how you gave specific
consideration to recent trends in E-commerce in developing the forecasted values used
for the individual variables that appear in the econometric model of BPM in order to
derive the TYBR and TYAR BPM volumes set forth in your Testimony. Please identify
and provide all documents, studies, reports, data or other evidence you relied upon in
this regard.

RESPONSE:

| did not develop the forecasted values of the individual variables that appear in
the bound printed matter econometric model used in the volume forecast of bound
printed matter. These values are projected by DRI, with two exceptions. First, the
postage rate that is proposed by the Postal Service. Second, values of the z-variable
were extrapolated to future time periods using the econometrically estimated
parameters describing the path of the z-variable. As noted in my response to your
interrogatory AAP/USPS-T6-13, growth in mail-order sales has apparently contributed

to the z-variable and almost surely reflects trends in E-commerce.



RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS

AAP/USPS-T6-16 On page 11 of your testimony you state"[t]he testimony is
based on the belief that past behavior of mail volumes provides the most valuable
source of information about what is likely to happen in the future, particularly if the
reasons for past volume changes can be understoocd and used as the basis for
forecasting." With respect to this statement as it applies to your volume forecasts for
BPM, please explain how you determined that the reasons for post volume changes in
BPM could now be used as the basis for forecasting future BPM volumes in R2000-1.
Provide any statistical tests used or relied upon in making this determination.

RESPONSE:

The econometric demand equation for bound printed matter estimated by Postal
Service witness Thress provides an explanation of the past volume behavior of bound
printed matter. The t-values for estimated elasticity coefficients of income, price, and
the Z-variable are in excess of 2.0 and are thus highly statistically éigniﬁcant. The
adjusted r-squared of the equation is 0.97 indicating that the variables included explain
97 percent of the historical variation in bound printed matter volumes.

My discussion of "Factors Affecting Volume" beginning at page 168, line 4,
shows how each variable has impacted bound printed matter volume in the recent past.
in addition, the Forecast Error Analysis results for bound printed matter, presented in
Table A-21 of my Technical Appendix, support the reliability of the estimated demand
equation. Taken together, this analysis suggests that the past responses of bound
printed matter volume to changes in real postage rates, income, and population, along
with the estimated impact of the market penetration Z-variable can be used to reliably

predict the future response of the volume of this subclass to changes in these variables.



RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS

AAP/USPS-T8-17 On page 12 of your testimony you state that developments
in electronic communications are "having both negative and positive effects on mail
volumes." With respect to this statement:

(a) Please explain whether such developments are having negative, positive
or both negative and positive effects on BPM volumes.

(b) Please explain how these developments have been quantified in your
equations and forecasts of TYBR and TYAR volumes for BPM.

RESPONSE:

(a)  Electronic communication generally refers to E-mail, fax, electronic funds
transfers (EFT), and electronic data interchange (EDI). | have not found reason to
expect that bound printed matter volume is particularly affected by developments in
thse areas.

On the other hand, if electronic communication is taken to refer to E-commerce
more generally, E-commerce can be expected to have both positive and negative
impacts on bound printed matter volume. On the positive side, E-commerce may
increase the total volume of mail order sales (of books, for example) leading to
increases in bound printed matter. However, as discussed in the section of my
testimony on Standard A Regular mail at page 120 to 123, catalog shipments may have
been negatively affected by greater use of the Internet and company Web pages as a
means for ordering advertising and merchandise.

(b) As stated in my response to (a), the effects of electronic communication and
E-commerce have been both positive and negative. The effects of electronic
communication and the Internet on bound printed matter are among the influences

reflected in the z-variable.



RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS

AAP/USPS-T6-18 On page 13 of your testimony, you describe the Household
Diary Study which give cross-sectional data at a point in time. Please provide complete
copies of the three most recent Household Diary Studies.

RESPONSE: |
The Study for 1998 has been filed as USPS-LR-I-116. The Study for 1996 will
be filed as USPS—LR-I-21 5, and the Study for 1997 will be filed as USPS-LR-I-216.
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