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

AAPIUSPS-TG-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 printed 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. 
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RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO 
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAPIUSPS-TG-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.” 

(4 Please explain fully, with numerical examples, how volume growth in BPM 
is consistent with “a market penetration Z-variable.” 

(b) Please explain in particular what “market” is being analyzed using a ,. 
“market penetration Z-variable” for BPM. _ 

.~. w Please provide a complete explanation with supporting references of the 
CL. i: 

22 
theoretical basis you relied upon to justify this use of a “market-penetration Z-variable” 
used for BPM. e 

._.c ._.c ~. ~. 
RESPONSE: RESPONSE: .~ .,,_. - C’- .~ .,,_. - C’- 

. . 
(a) (a) Please see the attached figure which presents boundpr&ed ~mat&volume per! Please see the attached figure which presents boundpr&ed ~mat&volume per! -~ -:~ -~ -:~ 

adult as well as the “market penetration Z-variable” used to forecast boundprinted adult as well as the “market penetration Z-variable” used to forecast boundprinted 

matter volume for the time period 1979 through 1999: lt 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. 

lb) The “market” here represents the market for bound printed matter. 

Cc) 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 

AAPIUSPS-TG-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. 

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

RESPONSE: 

(4 In January of 1993, Sears announced that they were ceasing publication of their 

main catalog. From the second quarter of 1993 through the first quarter of 1994 (note 

that Postal years begin in September of the previous calendar yea< 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 1995Ql), 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. 

04 I do not have these figures. 



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

AAPIUSPS-T6-4 On page 170 of your testimony, you state that “Bound 
Printed Matter Volume experienced a sudden decline beginning in 1998ql .‘I 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: 

I am unaware of the cause of this decline. I am unaware of any Postal Service 

witnesses who would be able to provide an explanation. 



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

AAPIUSPS-TG-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 

T&k Wodd 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 regarding the shift from larger to smaller catalogs 

obtained from several of the Direct Marketing.Ar+ocation, ,Stafistical Fact Books and 
: 

summarized in the table accompanying thisresponse. 





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

AAPPIUSPS-TG-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: 

(4 Please list all of the other known components of BPM. 

W Please state the volume 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. 

& 
.& . _ _. 

(4 Please state the volume of BPM that consists of components that are not 
~-’ ” i ~- ‘:~ ~..~ _~ catalogs and are not books for each of the five.years (1994-1999). Include source 

references to support your response. 
.~- 

RESPONSE: ,: . 

(a) In addition to catalogs, another component of bound printed matter is books. 

_. 

Matter which is bound and printed, but would not be characterized 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 1999 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 

1994 66.0% 
1995 41.9% 
1996 41.7% 
1997 44.1% 
1998 63.7% 

~, 1994 - 1998 50.7% 

(d). According to the Household Diary Study, the following percentage,of bound 
1, 

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

for each year from 1994 through 1998 (the 1999 Household Diary Study is not available ~.,~ 

~,-y, at this time). The numbersin 1994 sum to greater than. 100 percent because 1.2 

- ~.::percent of bound printed matter was classified as both 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 

AAPIUSPS-TG-7 Please provide the Trafh World and Traffic Management 
articles cited on page 171 of your testimony. 

RESPONSE: 

These reports accompany this response. 
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RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO 
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAPIUSPS-TG-8 On page 171 (lines 18-l 9) 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 sfatement. 

RESPONSE: 

The attached figure presents DRIIMcGraw-Hill’s forecast of total civilian 

employment through 2002. 
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RESPONSE OF POSTAL SERVICE WlTNESS TOLLEY TO 
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAPIUSPS-T&9 On page 171 (lines 19-29) of your testimony, you state that 
“[djespite 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. 
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RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO 
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAPIUSPS-T&IO 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: 

(4 Please provide the exact value of each forecasted variable that was used 
in conjunction with the USPS econometric equations to develop 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: 

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

W 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 calculations 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 

AAPIUSPS-TG-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.) 
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RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO 
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAPIUSPS-TG-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 

AAPIUSPS-TG-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. 
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RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO 
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAPIUSPS-TG-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: 

I 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 AAPIUSPS-TG-13, growth in mail-order sales has apparently contributed 

to.the z-variable and almost surely reflects trends in E-commerce 
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AAPIUSPS-TG-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 understood 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 significant. 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 

AAPIUSPS-TG-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: 

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

(W 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). I 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 

AAPIUSPS-TG-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-215, and the Study for 1997 will be filed as USPS-LR-I-216. 
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