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FOLLOW-UP INTERROGATORIES OF UNITED PARCEL SERVICE
TO UNITED STATES POSTAL SERVICE WITNESS BERNSTEIN

UPS/USPS-T41-7. In your response to UPS/USPS-T41-2, you confirm that “If
the nonpostal firm's marginal costs vary with the level of output, then changes in postal
prices can lead to a change in the nonpostal firm’s price.” Please verify that your
confirmation implies that if, in fact, marginal costs do vary with output, then there are
relevant elements of the Ramsey formula (i.e., E12[dP./dP; » P41/P5] in equation (8a) on
page 42 of USPS-T-41) that you do not account for in your estimate of Ramsey prices.

UPS/USPS-T41-8. Refer to your responses to UPS/USPS-T41-3(a) and (b).
You characterize the package delivery market as “a competitive market with free entry.”
You also state that “it is well known that many private carriers offer discounted prices
to select customers. Firms might charge above marginal cost prices for some
customers, while charging prices equal to marginal costs to their most price sensitive
customers . . ..” And on page 46 of USPS-T-41, you state that “Private firms operating
in competitive markets with free entry can be expected to be pricing at marginal cost.”

(@)  If private suppliers of package delivery services do not set marginal cost
prices for all of their products, then please explain why it is appropriate to focus on “the
Ramsey model without cross-elasticities of nonpostal firms,” as you do when estimating
Ramsey prices in your testimony at page 46.

(b)  If your answer to (a) involves an assertion similar to the assertion on page
46 of USPS-T-41 that “the Ramsey model without cross-elasticities of nonpostal firms is
likely to yield results quite similar to those that would resuit from a model with nonpostal
firms,” provide the details of all analyses that you have performed to justify this

assertion.
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