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of George S. Tolley, 
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P R O C E E D I N G S  

[ 9 : 3 3  a.m.1 

CHAIRMAN GLEIMAN: Good morning. We continue our 

hearings today to receive testimony of Postal Service 

witnesses in support of Docket R2000-1. 

Are there any procedural matters that anyone 

wishes to bring up this morning? 

[No response. I 

CHAIRMAN GLEIMAN: There do not appear to be any. 

Three witnesses are scheduled to appear today, 

Witnesses Tolley, Thress and Musgrave. No participant has 

indicated that it wished to conduct oral cross-examination 

of Witness Musgrave. 

Mr. Koetting, I propose that we enter his 

testimony and any designated written cross-examination and 

any Category 2 Library References, and anything else that I 

forgot that needs to be entered into the record at this 

point, if you would like to proceed. 

Do you have two copies of the verified - -  two 

verified copies of Witness Musgrave's testimony available 

today? 

MR. KOETTING: I do, Mr. Chairman, if by verified 

you mean that I have attached to them a copy of a 

declaration attesting that it his testimony. 

CHAIRMAN GLEIMAN: That is what I mean. 
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MR. KOETTING: I have two copies and I will be 

happy to give those to the reporter and move that they be 

entered into evidence as the direct testimony of Gerald 

Musgrave. 

CHAIRMAN GLEIMAN: If you will provide those 

copies to the reporter, I will direct that Witness 

Musgrave's testimony be admitted into evidence and not 

transcribed into the record. 

[Direct Testimony of Gerald L. 

Musgrave, USPS-T-8, was received 

into evidence. I 

CHAIRMAN GLEIMAN: Let's see, provide the 

reporter, while you are doing that, we are getting from both 

sides here, two copies of the designated written 

cross-examination. And I assume that a declaration has been 

filed with respect to that material also? 

MR. KOETTING: Mr. Chairman, the declaration is 

filed with the material initially would still apply. 

CHAIRMAN GLEIMAN: In which case, I will direct 

that the designated written-cross-examination of Witness 

Musgrave be received into evidence and transcribed into the 

record at this point. 

[Designation of Written 

Cross-Examination of Gerald L. 

Musgrave, USPS-T-8, was received 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 
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into evidence and transcribed into 

the record. 1 
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BEFORE THE 
POSTAL RATE COMMISSION 

WASHINGTON, DC 20268-0001 

Postal Rate and Fee Changes, 2000 Docket No. R2000-1 

DESIGNATION OF WRllTEN CROSS-EXAMINATION 
OF UNITED STATES POSTAL SERVICE 

WITNESS GERALD L. MUSGRAVE 
(USPS-T-8) 

!%2-& 

United Parcel Service 

lnterroaatories 
DMAIUSPS-T&fQ 
UPSIUSPS-T8-1-7 
UPSIUSPS-T34-8 redirected to T8 

Mhgaret P. Crenshaw 
Secretary 
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DESIGNAT€D RESPONSES OF 
UNITED STATES POSTAL SERVICE 

WITNESS GERALD L. MUSGRAVE (T-8) 
DESIGNATED AS WRllTEN CROSS-EXAMINATION 

Interrooatow: 
DMAIUSPS-T8-1 
DMNUSPS-T8-2 
UPSIUSPS-T8-1 
UPSIUSPS-T8-2 
UPSIUSPS-T8-3 
UPSIUSPS-T84 
UPSIUSPS-T8-5 
UPSIUSPS-T8-6 

UPSIUSPS-T34-8 redirected to T8 
UPSIUSPS-T8-7 

Desianatino Parties: 
UPS 
UPS 
UPS 
UPS 
UPS 
UPS 
UPS 
UPS 
UPS 
UPS 
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RESPON E OF UNITED STATES POSTAL SERVICE WITNESS MUSGRAVE 
TO INT 1 RROGATORIES OF DIRECT MARKETING ASSOCIATION, INC. 

Accounting Period (NP) 4 (12/4/99- 
note that P M  2000. N P  4 Priority 

last year (SPLY) and that year- 

2000, N P  4, the 
confined. by what 

revenue per piece 
ten percent more than SPLY. If not 

First-Class Mail and Priority Mail increased from 11 
ounces to 113 ounces. 
d. If the tdnsitional weiPht between First-Class Mail and Priority Mail had not 
increased /between PFY 1999, N P  4 and PFY 2000, N P  4, approximately how 

would Priority Mail volumes have been in PFY 2000, N P  4? How 
would year-to-date Prionty Mail volumes have been? 

rates had not been raised between PFY 1999, N P  4 and PFY 
Priority Mail volumes have 

how much higher would year-to-date 

Mail volumes 
Do you believe that this is a trend 

or a one-lime event? 

Response: 

(a)-(9 The nonty Mall model is based on quarkfly postal volume data. I do not use 

Accounting b ericd (AP) data in the model and cannot respond on that basis. However, 

quarter oneldata are available. they would cover the first three APs. and they are the 

closest avafable data to your question. I can respond on that basis. Furthermore. going 

beyond that and attempting to ascertain the impact of one or several additional four- 

week AP periods is not recommended because the AP data are quite volatile and 

subject to revision. 

, 4. . . 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MUSGRAVE 
TO INTERROGATORIES OF DIRECT MARKETING ASSOCIATION, INC. 

DMAIUSPS-18-1. Continued 
. 

I hasten to add that appraising a model's forecasts based on one or several quarters' 

data is equally problematic. For example, in R97-1, for the first forecast quarter (97:3); 

the forecast was 2.1 percent high. However, the test year PFY 1998 was 3.8 percent 

low. Using the quarter to appraise or adjust the test-year forecast would have been in 

the wrong direction. When the revised data were used (i.e., actual rather than 

forecasted values of the exogenous variables), the volume forecast for P M  1998 was 

approximately 1,168 million pieces and the actual value also was approximately 1,168 

million pieces, see my Technical Appendix E. page 6. 

a. The increase in the Priority Mail fixed-weight pnce index from 1999:l to 2000:l is 

approximately 8.2 percent. 

b. The increase in the average revenue from 1999.1 to 2000:l is approximately 10 

percent. 

C. The weight limit was increased from 11 to 13 ounces. 

d. The increase in volume wwld have been approximately 34 million pieces in 2000:l 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MUSGRAVE 
TO INTERROGATORIES OF DIRECT MARKETING ASSOCIATION, INC. 

OMNUSPS-18-1. Contlnued 

- 

e. I have not made that calculation. 

f. The "growth" in the first quarter has actually been negative, a decline of 1.9 percent in 

the volume between PM1999:l and PFY 2OOO:l .  Two important volume reducing 

influences are the increase in rates and the increase in the weight limit. These 

influences are forecast to diminish in subsequent quarters and, combined with other 

factors, result in a positive growth for the year. Thus, I do not believe the first quarter's 

result is a trend. 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MUSGRAVE 

TO INTERROGATORIES OF DIRECT MARKETING ASSOCIATION, INC. 

DMNUSPS-TB-2. Please refer to Page 6 of your testimony and note that you are only 
projecting a 1.5 percent volume increase for Priority Mail from PFY 1999 to PFY 2000. 
AISo. please refer to your response to question 1 above. 

a. Please confirm that if Priority Mail volumes for N P  5-13 increase by more 
than 0.3 percent over SPLY. PFY 2000 Priority Mail volumes will be 
underestimated. If not confirmed. please explain, 
b. In light of your response to question (1) above, do you expect PFY 2000. NP 
5-13 Priority Mail volumes to grow by only 0.3 percent over SPLY. If yes. please 
explain in detail why you expect this given YTD performance of Priority Mail 
volumes. If no, by what percent do you expect N P  5-1 3 volumes to grow over 
SPLY? 
c. In light of your response to part (b) of this question, what is your current 
forecast of PFY 2000 Priority Mail volume? Please explain the method you used 
to develop this forecast. 

Response: 

(a)-(c) As indicated in response to question 1. the use of AP data, as well as the use of 

partial year data, is problematic in evaluating the annual forecast. Also, it is very difficult 

to extend AP or partial year results to make or improve annual forecasts. 

a. Based on the first quarter's results of 282.715 million pieces. the subsequent three 

quarters coutd sum to 923.157 million pieces. In that case. the annual total would be 

equal to our PFY 2000 forecast of 1205.872. In this case, there would be no 

underestimate. These three quarten would be approximately 2.6 percent higher over 

SPLY. If they were the actual values. they would be within approximately 1.2 of the 

forecast of 934.148 million pieces in my testimony. 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MUSGRAVE 
TO INTERROGATORIES OF DIRECT MARKETING ASSOCIATION, INC. 

DMAIUSPS-T8-2. Continued - 
(b) and (c) Volumes in quarters two through four could grow at an average rate of 2.6 

percent. over SPLY. I expect the volumes to be as stated in my testimony. 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MUSGRAVE TO 
INTERROGATORIES OF THE UNITED PARCEL SERVICE 

UPSIUSPS-18-1. (a) 
(b) 

customers? 
(c) 

residential mailers? 
(d) 
(e) 
(9 

(g) 

Is most Priority Mail volume sent by residential mailen? 
Is most Priority Mail volume delivered to residential 

Is most Priority Mail volume either delivered to or sent by 

Is most Priority Mail volume sent by business mailers? 
Is most Priority Mail volume dellvered to business customers? 
Is most Priority Mail volume either delivered to or sent by 

Provide for BY 1998 (i) the volume of Priority Mail that was 

. 

business mailers? 

sent by residential customers, and, separately, (ii) the volume that was sent by 
businesses. If this information is not available, provide the Postal Service's best 
estimates of such volumes. 

sent to residential customers, and, separately, (ii) the volume that was sent to 
businesses. If this information is not available, provide the Postal Service's best 
estimates of such volumes. 

Provide for Priority Mail the volume that was sent by 
businesses to residences in BY 1998. If this information is not available. provide the 
Postal Service's best estimates of such volumes. 

Provide for Priority Mail the volume that was sent by 
businesses to businesses in BY 1998. If this information is not available, provide the 
Postal Service's best estimates of such volumes. 

Provide for Priority Mail the volume that was sent by 
residential customers to businesses in BY 1998. If this information is not available, 
provide the Postal Service's best estimates of such volumes. 

Provide for Priority Mail the volume that was sent by 
residential customers to residences in BY 1998. If this information is not available, 
provide the Postal Service's best estimates of such volumes. 

RESPONSE 

(a)-(9 The following responses are based on the data supplied in (0)-(I) below. 

(h) Provide for BY 1998 (i) the volume of Priority Mail that was 

(i) 

(i) 

(k) 

(I) 

a. No. 
b. No. 
c. No. 
d. Yes. 
e. Yes. 
f. Yes. 

1 
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. _  
, RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MUSGRAVE TO 

INTERROGATORIES OF THE UNITED PARCEL SERVICE 

(g)-(I) It is my understanding, based on figures provided by the Postal Service, that 

. g(i). The estimate for GFY I998 is 141 million pieces. 
g(ii). The estimate for G M  1998 is 1,033 million pieces. 
h(i). The estimate for GFY 1998 Is 498 million pieces. 
h(ii). The estimate for GFY 1998 is 676 million pieces. 
i. The estimate for GFY 1998 is 393 million pieces. 
j. The estimate for GFY 1998 is 641 million pieces. 
k. The estimate for O M  1998 is 36 million piecas. 
1. The estimate for GFY 1998 is 105 million pieces. 

the best available estimates are provided below. 

2 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MUSGRAVE TO 
INTERROGATORIES OF THE UNITED PARCEL SERVICE 

UPSIUSPS-TO-2. Refer to page 21 of your testimony, at lines 11-12,where you state, 
“[olwn-price elasticity is estimated to be equal to -0.82 (-0.819), and is statistically 
significant with an estimated t = -5.47.” Please define what period of time you are referring 
to for this estimation. 

RESPONSE 

1999. 
The estimation period is postal quarter three of 1970 through postal quarter four of 

3 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MUSGRAVE TO 
INTERROGATORIES OF THE UNITED PARCEL SERVICE 

UPSNSPS-T8-3. (a) 
(b) 

customers? 
(c) 

residential mailers? 
(d) 

(e) 

(9 

(9) 

Is most Express Mail volume sent by residential mailers? 
Is most Express Mail volume delivered to residential 

Is most Express Mail volume either delivered to or sent to 

Is most Express Mail volume sent by business mailers? 

Is most Express Mail volume delivered to business 

Is most Express Mail volume either delivered to or sent by 

Provide for BY 1998 (i) the volume of Express Mail that was 

customers? 

business mailers? 

sent by residential customers, and, separately. (ii) the volume that was sent by 
businesses. If this information is not available, provide the Postal Service's best estimate 
of such volumes. 

sent to residential customers, and, separately, (ii) the volume that was sent to 
businesses. If this information is not available, provide the Postal Service's best 
estimates of such volumes. 

Provide the volume of Express Mail that was sent by 
businesses to businesses in BY 1998. If this information is not available, provide the 
Postal Service's best estimates of such volumes. 

Provide the volume of Express Mail that was sent by 
businesses to residential customers in BY 1998. If this information Is not available, 
provide the Postal SeMca's best estimates of such volumes. 

residential customers to residences in BY 1998. If this information is not available, 
provide the Postal Service's best estimates of such volumes. 

residential customers to businesses in BY 1998. If this information is not available, 
provide the Postal Service's best estimates of such volumes. 

RESPONSE: 

(a)-(9 The following responses are based on the data supplied in (g)-(I) below. 

(h) Provide for BY 1998 (i) the volume of Express Mail that was 

(i) 

(j) 

(k) 

(I) 

Provide the volume of Express Mail that was sent by 

Provide the volume of Express Mail that was sent by 

a. No. 
b. No. 
c. No. 
d. Yes. 

4 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MUSGRAVE TO 
INTERROGATORIES OF THE UNITED PARCEL SERVICE 

- e. Yes. 
f. Yes. 

(a)-(I) It is my understanding, based on figures provided by the Postal Service, that 

g(i). The estimate for GFY 1998 is approximately 25 percent. 
g(ii). The estimate for GFY 1998 is approximately 75 percent. 
h(i). The estimate for GFY 1998 is approximately 26 percent. 
h(ii). The estimate for GFY 1998 is approdmately 74 percent. 
i. The estimate for GFY 1998 is approximately 62 percent. 
j. The estimate for GFY 1998 is approximately 13 to14 percent. 
k. The estimate for GFY 1998 is approximately 13 percent. 
I. The estimate for GFY 1998 is approdmately 12 percent. 

the best available estimates are provided below. 

5 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MUSGRAVE 
TO INTERROGATORIES OF UNITED PARCEL SERVICE 

UPSNSPS-18-4. Identify all instances in which you have relied on or used in 
your testimony in any way any FY 1999 cost, revenue, volume or other data, and 
state in each instance why you used FY 1999 data instead of data for BY 1998. 

Rhponse: 

The FY 1999 volume data are included in the data I ussd to estimate the 

coefficients of the Priority Mail and Wress Mail models. (Therefore, N 1999 

data are included in my analysis of the estimated shfl of mail caused by the 

change in the weight breakpoint between Priority Mail and Flnt-Class letter mail, 

as described in detail in LR-1-114.) I used FY 1999 volume data to produce the 

volume forecasts for P r i m  MeU and Ewpnu Mail. I was inrtructed by the 

Postal Servics lo use these data. 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MUSGRAVE 
TO lNTERROGATORlES OF UNITED PARCEL SERVICE 

UPSNSPS-T83. Refer to Technical Appendix 4 TA A-I, of your testimony. 
Provide the details of all specification tests that were performed to justify the (log-log) 
functional form that you employ in your estimating equations. 

Response: 
. 

Tests for incorrect functional form include the RESET (Regression Specifcation 

Errors Test), the Rainbow test, the Psi test and the CUSUM (Cumulative Sum of 

recursive residuals), (See Kmenta, Elemenfs of Econometrics, pages 452-455 and 

pages 576-578). Library Reference 1-232 contains the technical details of the 

econometric test results. All of our tests are conducted at the 5% level. 

The RESET test and the Rainbow test are tests for incorrect functional form and 

also test that no relevant explanatory variables have been omitted from the regression 

equation. The computed F value for the RESET test is 0.427, the critical value is 2.716, 

and we cannot reject the null hypothesis of no specification error due to incorrect 

functional form. The computed F value f6r the Rainbow test is 1.056, the critical value 

is 1.716. and again we cannot reject the null hypothesis of no specificstion error due to 

incorrect functional form. 

The PSI test is a test for incorrect functional form as well as systematic under 

prediction or over prediction. The computed test statistic is 1.631 and has a t 

distribution with the critical value of 1.989. Again we cannot reject the null hypothesis of 

no speciiication mor. 

Finelly, the CUSUM test is a test for incorrect functional form leading to 

parameter instabilii. Parameter instability may also come from omilted variables and 

sttNCtura1 changes. CUSUM does not have one constant critical value. One computes 
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.. 

recursive residuals and statisticel boundaries. If the CUSUM value crosses the 

boundary, the null hypothesis of no specifcation mor is rejected. As can be s e e n  from 

the graph, the computed value is within the boundaries. 

The model passes all of the tests. 
. 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MUSGRAVE 
TO INTERROGATORIES OF UNITED PARCEL SERVICE 

UPSNSPS-T8-6. Refer to your testimony, page 7, where you state, '[a] change 
in deflated price is estimated to lead to a volume response in the quarter in h ich  the 
price change occurs and the three following quarters." Provide the details of all 
sensitivin, tests that were performed to justii your assumption that all volume 
tesponses to changes in deflated prices occur within one year. 

Response: 
- .  

To determine if all volume responds to changes in deflated prices within one year, 

we performed statistical tests for the significance of additional explanatory variables. 

The F test statistic is desuibed in Kmenta, EIements of EconometriCs. page 246. We 

begin by expanding the lag in the current model to one additional quarter, two additional 

quarters and finally three additional quartem. Library Reference 1-232 contains the 

technical details of the econometric test results. All of our tests are conducted at the 5% 

level. When the fourth quarter is added, the computed F test statistic is 2.196 and the 

critical value is 2.484. We therefore cannot reject the null hypothesis that one additional 

quarter does not improve the model. When the fourth end fifth quarters are added, the 

computed F test stetistic is 1.1 12 and the criUcal value is 2.063. We therefore cannot 

reject the null hypothesis that two addtionel quarten, do not improve the model. When 

the fourth, fifth and six quarters am added, the computed F test statistic is 1.002 and the 

aiticrll value is 1,691. We therefore cannot reject the null hypothesis that thme 

adddional quarters do not improve the model. As the statistical importance of each 

additional leg became smaller. we stopped. It appears that the current specification of 

the lag stnrcture is srrfhdent to capture the volume response. 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MUSGRAVE 
TO INTERROGATORIES OF UNITED PARCEL SERVICE 

UPSNSPS-TS-7. (a) Explain what event the 'binary shR variable" desuibed on 
pages 23-24 of your testimony is designed to capture. 

(b) If the event in question is the Priority Mail rate increase of lQ91, explain 
why the effect of this rate increase (but not others) is presumed to last more than four 
quarters. 

Response: 

(a) -The event w86 a-&ange in the pridng behavior of UPS. Prior to that 
. -  

pen'od. UPS real prim increases were generally less than 10 percent on a SPLY basis. 

Beginning in 91:3, they were double digit and continued generally to be larger than those 

of Priority Mail. We can see the result with a second Psi test. Library Reference 1-232 

contains the technical details ofthe econometric test msults. All of our tests are 

conducted at the 5% level. Here the binary variable in question was omitted from the 

model. In this case, the computed Psi t value is 3.268 and the critical value is 1.987. 

We reject the null hypothesis that there is not an omitted relevant explanatory variable. 

Also. a second CUSUM is presented where the binary variable in question was omitted 

from the d e l .  The positive slope of the graph in the CUSUM test, beginning in 91:3, 

coincides with this period. Comparing the graphs of the CUSUM test, with and without 

the binary variable, shows that the current formulation with the binary variable passes 

the test and without it, it would not pass. 

(b) Not Applicable. 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MUSGRAVE 
TO INTERROGATORIES OF UNITED PARCEL SERVICE 

(Redirected form Witness Robinson, USPSJ34) 

UPS/USPS-T34-8. (a) Provide for the period from January 10,1999 to the end 
of N 1999, and, separately, forthe period from January 10,1999, to the most 
recent date for which such information is available, the volume of pieces that 
switghed from Priority Mail to First Class Mail as a result of the classification 
change in Docket No. R97-1 which reclassified pieces weighing more than I 1  
ounces but not more than 13 ounces from Priority Mail to First Class Mail. 

(b) Provide the Postal Service's best estimate of the number of pieces of 
mail that will shift from Priority Mail to First Class Mail in (i) FY 2000 
and, separately, (ii) in the Test Year, as a result of the reclassification 
from Priority Mail to First Class Mail of pieces weighing more than 1 I 
ounces but not more than 13 ounces. 

Response: 

(a) From January 10. 1999 to the end of FY 1999, the estimate of the transferred 

volume is approximately 90 million pieces. (See LR-1-114. Section A, page 

5, Step 2. part d.) To obtain the sum of the transfer volume from January 10, 

I999 to the most recent date, one would add quarter one of FY 2000 to the 

above figure and the estimate of the transferred volume would be 

approximately 123 million pieces. (See LR-1-114, page 8.) 

(b) The best estimate of the transfer volume for FY 2000 is 150 million pieces. 

[See LR-11114, page 8.) The best estimate of the test year GFY 2001 

before-rates transfer volume is 165 million pieces and the test year affer- 

rates GFY 2001 transfer volume is 157 million pieces. (See LR-1-114, page 8 

for before-rates and page1 5 for after-rates transfer volume.) 
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MR. KOETTING: And there are some Category 2 

Library References associated with Dr. Musgrave's testimony. 

Those would be Library References 1-111, 1-112, 1-113, 1-114 

and 1-129, and the Postal Service would move those into 

evidence, sponsored by Dr. Musgrave. 

CHAIRMAN GLEIMAN: It is so ordered, those Library 

References are entered into evidence and will not be 

transcribed into the record. 

[Library References 1-111, 1-112, 

1-113, 1-114 and 1-129 were 

received into evidence.] 

CHAIRMAN GLEIMAN: If you would please make sure 

that Witness Musgrave reviews today's transcript and submits 

any necessary transcript corrections, I would appreciate 

that. 

MR. KOETTING: I will be sure to do that, Mr. 

Chairman. 

CHAIRMAN GLEIMAN: And we will proceed with the 

cross-examination of our other scheduled witnesses. Mr. 

Koetting, if you would like to call your first witness. 

MR. KOETTING: The Postal Service calls as its 

next witness Dr. George Tolley. 

Whereupon, 

GEORGE S. TOLLEY, 

a witness, having been called for examination and, having 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1014 
Washington, D.C. 20036 

(202) 842-0034 
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been first duly sworn, was examined and testified as 

follows: 

DIRECT EXAMINATION 

BY MR. KOETTING: 

Q Dr. Tolley, I have handed you two copies of a 

document entitled "Direct Testimony of George Tolley on 

Behalf of the United States Postal Service," which has been 

designated as USPS-T-6 in this proceeding. Are you familiar 

with that document? 

A Yes, I am. 

Q Was it prepared by you or under your supervision? 

A Yes, it was. 

Q If you were to testify orally today, would that be 

your testimony? 

A Yes, it would. 

MR. KOETTING: Mr. Chairman, the Postal Service 

moves that USPS-T-6, the direct testimony of Dr. George S. 

Tolley, be accepted into evidence. 

CHAIRMAN GLEIMAN: Is there any objection? 

[No response. I 

CHAIRMAN GLEIMAN: Hearing none, I will direct 

counsel to provide the reporter with two copies of the 

direct testimony of Witness Tolley. The testimony is 

received into evidence and will not be transcribed into the 

record. 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1014 
Washington, D.C. 2 0 0 3 6  
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[Direct Testimony of George S. 

Tolley, USPS-T-6, was received into 

evidence. I 
CHAIRMAN GLEIMAN: Mr. Koetting, is Witness Tolley 

sponsoring any Category 2 Library References? 

MR. KOETTING: He is, Mr. Chairman. 

BY MR. KOETTING: 

Q Dr. Tolley, on the list attached to Presiding 

Officer's Ruling R2000-1-13, and as modified by subsequent 

Postal Service pleadings, you have been identified as the 

sponsor of Library References 1-120 and 1-121. Are you 

prepared to sponsor those into evidence? 

A Yes, I am. 

CHAIRMAN GLEIMAN: That being the case, the two 

Library References in question are entered into evidence. 

They will not be transcribed into the record. 

[Library References 1-120 and 1-121 

were received into evidence.] 

CHAIRMAN GLEIMAN: Dr. Tolley, have you had an 

opportunity to examine the packet of designated written 

cross-examination that was made available earlier today? 

THE WITNESS: Yes, I have. 

CHAIRMAN GLEIMAN: And if those questions were 

asked of you today, would your answers be the same as those 

you previously provided in writing? 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1014 
Washington, D.C. 20036 

(202) 842-0034 
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THE WITNESS: They would. 

CHAIRMAN GLEIMAN: That being the case, if counsel 

I 

I 

1 

2 
- 

3 would provide two copies of the designated written 

4 cross-examination to the reporter, I will direct that the 

5 material be received into evidence and transcribed into the 

6 record. 
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Cross-Examination of George S. 

Tolley, USPS-T-6, was received into 

evidence and transcribed into the 

record. I 
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BEFORE THE 
POSTAL RATE COMMISSION 

WASHINGTON, DC 20268-0001 

Postal Rate and Fee Changes, 2000 Docket No. R2000-1 

DESIGNATION OF WRllTEN CROSS-EXAMINATION 
OF UNITED STATES POSTAL SERVICE 

WITNESS GEORGE S. TOLLEY 
(USPS-T-6) 

Amazon.com. Inc. 

Association of American Publishers 

Coalition of Religious Press 
Associations 

Mail Order Association of America 

National Newspaper Association 

Newspaper Association of America 

Parcel Shippers Association 

Recording Industry Association of 
America, Inc. 

Interrogatories 
AMUUSPS-TG- 1-3 

AAPiUSPS-TG-1-6, 9, 13, 15-17. 20 

CRPNUSPS-T6-1, 5-15 

AAPIUSPS-TG-4-6 
NAAIUSPS-TG-8 

CRPAIUSPS-TG-10 
NNNUSPS-TG-1-6, 8-12 
PBIUSPS-T6-1 

NAAIUSPS-TG-1-11 
UPSIUSPS-TG-9 

PSAIUSPS-TG-1 
RWUSPS-TSI 
UPSIUSPS-T6-12 

RIAAIUSPS-TG-1 

http://Amazon.com
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United Parcel Service AAPIUSPS-T6-4. 6, 18 
AMUUSPS-T6-1-3 
PSAIUSPS-T6-1 
UPSIUSPS-T6-1-9, 12 

Respectfully submitted, 7 

Secretary 
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DESIGNATED RESPONSES OF 
UNITED STATES POSTAL SERVICE 

WITNESS GEORGE S. TOLLEY (T-6) 
DESIGNATED AS WRllTEN CROSS-EXAMINATION 

Interroaatorv: 
AAPIUSPS-T6-1 
AAPIUSPS-T6-2 
AAPIUSPS-T6-3 
AAPIUSPS-T6-4 
AAPIUSPS-T6-5 
AAPIUSPS-T6-6 
AAPIUSPS-T6-9 
AAPIUSPS-T6-13 
AAPIUSPS-T6-15 
AAP/USPS-T6-16 
AAPIUSPS-T6-I 7 
AAPIUSPS-T6-I 8 
AAPIUSPS-T6-20 
AMZIUSPS-T6-1 
AMZIUSPS-T6-2 
AMZIUSPS-T6-3 
CRPAIUSPS-T6-1 
CRPAIUSPS-T6-5 
CRPAIUSPS-T6-6 
CRPAIUSPS-T6-7 
C RPAIUSPS-T6-8 
CRPAIUSPS-T6-9 
CRPAIUSPS-T6-I 0 
CRPAIUSPS-T6-I 1 
CRPAIUSPS-T6-12 
CRPAIUSPS-T6-I3 
CRPAIUSPS-T6-14 
CRPPJUSPS-T6-15 
NAAIUSPS-T6-1 
NAAIUSPS-T6-2 
NAAIUSPS-T6-3 
NAAIUSPS-T6-4 
NAAIUSPS-T6-5 

Desianatina Parties: 
AAP 
AAP 
AAP 
AAP. MOAA, UPS 
AAP, MOAA 
AAP, MOM, UPS 
AAP 
AAP 
AAP 
AAP 
AAP 
UPS 
AAP 
Amazon, UPS 
Amazon, UPS 
Amazon, UPS 
CRPA 
CRPA 
CRPA 
CRPA 
CRPA 
CRPA 
CRPA. NNA 
CRPA 
CRPA 
CRPA 
CRPA 
CRPA 
NAA 
N M  
NAA 
NAA 
NAA 
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I 

, 

NAAIUSPS-T6-6 
NAAIUSPS-T6-7 
NAAIUSPS-T6-8 
NAAIUSPS-T6-9 
NAAIUSPS-T6-10 
NAAIUSPS-T6-I 1 
NNAIUSPS-T6-1 
NNNUSPS-TG-2 
NNAIUSPS-T6-3 
NNNUSPS-T6-4 
NNAIUSPS-T6-5 
NNNUSPS-T6-6 
NNAIUSPS-T6-8 
NNAIUSPS-T6-9 
NNAIUSPS-T6-10 
NNAJUSPS-T6-11 
NNAIUSPS-T6-12 
PBIUSPS-T6-1 
PSAIUSPS-T6-I 
RIAAIUSPS-T6-1 
UPSIUSPS-T6-1 
UPSIUSPS-T6-2 
UPSIUSPS-T6-3 
UPS/USPS-T6-4 
UPSIUSPS-T6-5 
UPSIUSPS-T6-6 
UPSIUSPS-T6-7 
UPSIUSPS-T6-8 
UPSIUSPS-T6-9 
UPSIUSPS-T6-12 

NAA 
NAA 
MOAA, NAA 
NAA 
NAA 
NAA 
NNA 
NNA 
NNA 
NNA 
NNA 
NNA 
NNA 
NNA 
NNA 
NNA 
NNA 
NNA 
PSA, UPS 
PSA, RlAA 
UPS 
UPS 
UPS 
UPS 
UPS 
UPS 
UPS 
UPS 
NAA, UPS 
PSA. UPS 
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RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO 
INTERROGATORIES OF ASSOClATfON OF AMERICAN PUBLISHERS 

AAP/USPS-T6-1 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 percapita 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-T6-3 
Sears replaced its large catalog with smaller catalogs, many of which were also sent as 
Bound Printed Matter." 

Please identify and provide copies of all documents, studies, reports, data 

Please state how many smaller catalogs were sent as BPM is 1996, 1997, 

On page 170 of your testimony, you state that "Ultimately 

(a) 
or other evidence relied upon to support this statement. 

(b) 
1998 and 1999. 

RESPONSE: 

(a) 

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 12,1992through 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. 

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

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. 

(b) I do not have these figures. 
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RESPONSE OF POSTAL SERVICE WITNESS TOLLEY TO 
INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAPIUSPST64 On page 170 of your testimony, you state that "Bound 
Printed Matter Volume experienced a sudden decline beginning in 1998ql." 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. 

I .- 

I 



3 5 9 3  

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

AAPIUSPS-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 informdion regarding.fhe shift from larger~ to smaller catalogs 

obtained from several ofthe Direct Marketing . .  Assocation. . Statistical fact Books and 

summarized in the table accompanying &(r.?psnse. 
.~ . -. . . .  

. 
. .  . .  . . .  . . .  . . .  . -  .~ ... 

. _. . . -  
i 

. .. 

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

AAPPIUSPS-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: 

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

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

.. . . - .  

. .  
~ - .  . . (c) Please state the volume of BPM that consists of books for each of the 

L-.. . ~. yeak 1994-1999. Include source references to support your response, - I O  .. .. . . . . . - - .  
~ . .  . .- . .~. . . 

.. . . . .  (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 

..  references to support your response. 

RESPONSE: 

(a) 

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) 

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 

In addaion to catalogs, another component of bound printed matter is books. 

According to the Household Diary Study, the following percentage of bound 

1994 

1994 27.5% 
1995 39.3% 
1996 36.8% 
1997 44.3% 
1998 29.4% 
1998 35.6% 

(c) 

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

According to the Household Diary Study, the following percentage of bound 
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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% 

1998 63.7% 
'*1997 44.1% 

1994 - 1998 50.7%. 

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

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 

. . -  at this time). The numbers,in 1994 sum to greater than 100 percent because 1.2 

. . - ~. .. . 'percent of bound printed matter was classified as both catalogs and books that year. 

. ~ -  - . . .  , . . . .. . . . .  . . .  . . ... . .  

..- 
. .  ~ . .. 

-- I _- 

1 - 
Percentage of Bound Printed Matter 

That Are Neither Catalogs Nor Books 

1994 

1994 7.7% 
1995 18.7% 
1996 21.5% 
1997 11 6% 
1998 6.9% 

' 1998 14.0% 
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AAP/USPS-TG-9 On page 171 (lines 19-29) of your testimony, you state that 
"[dlespite 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, reporth. 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. 

I '- 

I 
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AAPIUSPS-TB-13 With respect to the "market penetration 2-variable'' for BPM, 
please state the causal factors which you believe have brought about changes in the 
value of this variable for the period I994 through 1999. 

I 

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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AAP/USPS-T6-15 Please state whether and how you gave specific 
consideration to recent trends in Ecommerce 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 S8t 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 AAPNSPS-T6-13. growth in mail-order sales has apparently contributed 

to the z-variable and almost surely reflects trends in Ecommerce. 
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AAPNSPS-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." Weh respect to this statement as it applies to your volume forecasts for 
BPM. please explain how you detennined 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. 
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AAPIUSPSTB-97 On page 12 of your testimony you state that developments 
in electronic communications are "having both negative and positive effects on mail 
volumes." Wlth respect to this statement: 

(a) Please explain whether such developments are having negative, positive 

Please explain how these developments have been quantified in your 

or both negative and positive effects on BPM volumes. 

equations and forecasts of lYBR and M A R  volumes for BPM. 

RESPONSE: 

(a) 

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. 

(b) 

Electronic communication generally refers to E-mail, fax, electronic funds 

On the other hand, if electronic communication is taken to refer to Eammerce 

more generally, Eammerce can be expected to have both positive and negative 

impacts on bound printed matter volume. On the positive side, Ecommerce 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) 

Ecommerce 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. 

As stated in my response to (a), the effects of electronic communication and 
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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 Sfudies. 

RESPONSE: 

The Study for 1998 has been filed as USPS-LR-1-116. The Study for 1996 will 

be filed as USPS-LR-1-215. and the Study for 1997 will be filed as USPS-LR-1-216. 
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AAPIUSPS-T6-20 Please refer to your response to AAPNSPS-T6-I. With 
respect to your response: 
(a) Please confirm that other than the chart produced, you did not rely upon any 
study, report, data or other evidence to support your statement, on pages 167 and 168 
of your testimony, that 'Im]uch of this long-term growth in Bound Printed Matter ('BPW) 
volume is due to the mail order boom and the expansion of the catalog industry." 
Please explain any response which does not confirm this statement. 
(b) 
the chart attached to your response. 
(c) 
is used in your response. 

RESPONSE: 

(a) 

Please identify the underlying data and sources upon which you relied to create 

Please explain what, exactly. constitutes 'mailader retail sales. as that phrase 

Generally confined, though general reading about mail order and catalogs have 

contributed to my understanding of this topic. 

- . (b) The variable identified as "mail-order retail sales" in the figure accompanying 

AAPIUSPS-T6-1 was calculated from a variable obtained from DRIIMcGraw-Hill named 

S596lNS, which is identified as "Retail Sales -Total Mail orders." DRI identifies the 

source of this variable as 'US. Department of Commerce. Bureau of the Census, 

Current Business Report, 'Monthly Retail Trade'." In the figure accompanying 

AAPIUSPS-T6-1, values of the variable were deflated and divided by adult population 

before plolting. 

(e) The Census Bureau defines 'mail-order retail sales" (S5961 NS) as sales 
generated by 'establishments with normally 50 or more employees primarily engaged in 

the retail sale by catalog and mail order of a general line of merchandise similar to that 
sold by department stores" and 'establishments primarily engaged in the retail sale of a 

specialbed or limited line of merchandise such as food. automotiie merchandise. 

apparel, books stationery. etc., by catalog and mail order." 

I 
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AMZNSPS-T&l. 
a. Please confirm that in Docket No, R97-1, WAR 1998 Standard B Parcel 

Post volume was estimated to be 231.879 million pieces (USPS-T-6, 
Docket No. R97-1) while the actual 1998 Parcel Post (Inter-BMC, Intra- 
BMC and DBMC) volume was 319.991 milllon (USPS-TS, Docket No. 
R2000-I, p. 154, Chart 4,1998 data). If you do not confirm, please 
provide the correct volumes. 
To what do you attribute the additional 38 percent volume that occurred? 
Have any changes been made in your volume projection methodology as 
a result? If so, please describe these changes. 

- 
b. 
c. 

RESPONSE: 

a. Confirmed. 

b. The two numbers cited in your question are not comparable for three reasons. 

First. RQ7-1 rates were not implemented until January 10,1999, Hence, a more 

meaningful comparison would be between the R97-1 Test Year Before-Rates volume 

forecast and actual volume in 1998. The Test Year Before-Rates volume forecast of 

Standard B Parcel Post volume in R97-1 was 241.555 million pieces (USPS-LR-H-295, 

Attachment B. page 2). 

Second, the Test Year for Docket No. R97-1 was Government Fiscal Year 1998, 

which ran from October 1,1997 through September 30,1998. The actual I998 Parcel 

Post volume cited in your question is for Postal Fiscal Year 1998, which ran from 

September 13,1997 through September 11,1998. The before-rates volume forecast of 

Standard B Parcel Post mail for Postal Fiscal Year 1998 in RQ7-1 was equal to 

240.087. 

Finally, and most importantly, the Pam1 Post volume data which was used as 

the base volume in making the R97-1 volume forecast was restated by the Postal 

Service as a result of a change in the methodology for counting parcel post volume in 

the RPW system. The actual 1998 Parcel Post volume reported in my testimony uses 

http://AMAZON.COM
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the restated data. 

It may be noted that in Docket No. R97-1, the base volume used to forecast 

parcel post volume was 220.034 million pieces in the last two quarters of 1996 and the 

first two quarters of 1997. The restated Parcel Post volume for this time period was 

equal to 275.024 million pieces (see USPS-T-7, Workpaper 1, Table 1-10, page 16, 

column headed "GVOL25"). If the R97-1 forecast were updated to use this new base 

volume, but without changing any of the other forecasting parameters, the before-rates 

volume forecast of Standard B Parcel Post mail for Postal Fiscal Year 1998 in R97-1 

would have been equal to 313.400. This differs fram the actual volume presented in my 

testimony by 2.1 percent. 

c. 

(USPS-T-7). uses the restated parcel post volume data. 

All of the work presented in this case by me and my colleague, Mr. Thress 

http://AMAZON.COM
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AMUUSPST6-2. Please refer to page 154 of your testimony, Chart H. Is FY 1999 
DDU and DSCF destination entry Parcel Post included in the Chart H data? If so, 
where is it reported? 

RESPONSE - 
Yes. The final column should be identified as "Destination Entry" rather than 

"DBMC as this column Includes DSCF and DDU volumes for 1999. 

.- 

I 

http://AMAZON.COM
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AMUUSPSTS-3. 
a. Please refer to Attachment A of your testimony. Does "Destination Entry" 

within Parcel Post consist of DBMC, DSCF and DUU Parcel Post? If not, 
please identify all of the constituent elements of "Destination Entry" Parcel 
Post. 
Please provide DBMC, DSCF, and DUU Parcel Post estimated volumes 
following the format of Attachment A. 

- b. 

RESPONSE: 

a. Yes. 

b. 

volumes. 

I did not make separate forecasts of DBMC, DSCF, and DDU Parcel Post 

_ .  ~ . . . .  . . .  . - 

http://AMAZON.COM
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CRPANSPST6-1 Please refer to page 84 of your testimony where you write, 
%riodlcals am p h n  expedltioy $ibution, disp$ch, Winsif handling and delivery, 
preceded onty by Ftmt-Ctass, Prfodty Mall and €xpress Mail.' P b w  provkle evidence 
to support fhb aim, showlhq 'bat the ~0st.i Service's knpkmmtation of ib 
*expedItiow treatmdnt' (a) pnperaskvorably with Its own servlcrr standards 
peltaining to the delivery of periodbls-Ciass mail and @) compares favorably with 
Standard A mail. 

RESPONSE 

My only Intent in making this Moment was to reflect the description of !he 

Periodicals mail class reflected in the Oomestic Mail Manual, 0210.1.0, and the 
Domestic Mail Classfficatlon Schedule, section 452. No Information on the extent to 

which the Postal Senrice adheres to these provisions was necessary for thk purpose, 

and I have none. 
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CRPNUSPS-T6-5 

Please note the following data found in Table 1, at p. 5 of your testimony: 

Base Year Test Year Before-Rates Test Year After-Rates 
PFY 1999 GFY 2001 GFY 2001 

Nonprofit 
Periodicals 

2,136.552 million 2,095.809 million 2,052.208 million 
pieces pieces pieces 

Regular Rate 
Periodicals 

7,205.661 million 7,410.104 million 7,351.808 million 

Please compare the increase in volume of regular rate periodicals between the base 
year and the test year (after-rates) with the decrease in volume of nonprofit periodicals 
during the same interval. Why has regular rate volume gone up and nonprofit volume 
declined during these identical intervals? 

RESPONSE: 

1 - pieces pieces pieces 

The principal differences between the Periodical nonprofit and regular rate 

forecasts in my testimony are due to the differences between the elasticities associated 

with transitory income (0.94 for Periodical Nonprofit versus 0.03 for Periodical Regular 

Rate) and the time trend (4.004 for Periodical Nonprofit versus -0.002 for Periodical 

Regular Rate). These elasticities are found in Tables 8 and 10 of my testimony. 

Transitory income accounts for an expected decline in Periodical nonprofit mail 

volume of 2.2 percent from the Base Year to the Test Year, while transitory income 

accounts for an expected decline of only 0.1 percent for Periodical regular rate mail 

volume over this same time period. 

The time trend accounts for an expected decline in Periodical nonproft mail 
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volume of 3.3 percent from the Base Year to the Test Year, while the time trend 

accounts for an expected decline of only 1.3 percent for Periodical regular rate mail 

volume over this same time period. 

The modest decline in Periodical regular rate mail volume predicted by these two 

variables is more than offset by expected increases in Periodical regular rate mail 

volume due to predicted growth in permanent income and adult population, leading to 

an overall prediction for Periodical regular rate mail volume of an increase of 2.8 

percent from the Base Year to the Test Year. 

On the other hand, the larger declines in Periodical nonprofR mail volume 

predicted by these two variables offset the expected increases in Periodical nonprofit 

mail volume due to predicted growth in permanent income and adult population. leading 

to an overall prediction for Periodical nonprof& mail volume of a decline of 1.9 percent 

from the Base Year to the Test Year. 
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CRPANSPS-166 

In applying "before" and affer" rates to Nonprofit Periodical Mail, what rate schedule did 
you apply to Nonprofit Mail, given that Witnesses Mayes and Taufique provide an 
identical rate schedule for regular rate and for nonprofit periodicals, with the exception 
of a limited 5Oh discount for nonprofn periodicals.? If you did not apply the Mayes- 
Taufique rate schedule, identify the schedule that you did use and provide a copy of it. 

RESPONSE: 

I used the rate schedule provided by witness Taufique for proposed Periodical 

nonproft rates. 

.- 

I 
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CRPANSPS-TG-7 

Provide all compilations and collections of 'user costs" that you used to create the fixed 
weight index (RM). 

RESPONSE: 

User costs are not included in my Periodical fwed-weight price indices. The user 

costs added to the prices for workshared First-class and Standard A Regular and 

Nonprofit mail were calculated by witness Thress (USPS-T-7) in section IV of his 

testimony. 



3614 

RESPONSE OF POSTAL SERVICE WITNESS TOLLEY 
TO INTERROGATORIES OF COALITION OF RELIGIOUS PRESS ASSOCIATIONS 

CRPANSPS-TG-8 

On p. 20 you discuss the impaa of recent non-econometric influences on mail volume. 
You then state that ‘for most mail categories, it is found that econometric 
considerations satisfactorily account for changes in mail volumes.” Are periodicals the 
kind of categories that are accounted for primarily by econometric considerations, or by 
net trend terms? 

RESPONSE: 

Periodicals mail volumes are forecasted using only factors included in the 

econometric equations provided to me by witness Thress (USPS-T-7). No additional 

net trends are included in the Periodicals mail volunle forecasts, although the 

Periodicals forecasts do include trend terms, which were also included in witness 

Thress’s econometric equations. 
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CRPA/USPS-TG-9 

On p. 84, you refer to data about periodicals which were collected no later than 1997. 
why were more recent data not used, and why do you rely on the Household Diary 
Study for these data instead of more recent industry directories or databases that are 
more recent? 

RESPONSE: 

The 1997 Household Diary Study was the most recent Household Diary Study 

available to me at the time my testimony was prepared. I am unaware of any industry 

directories or databases which provide information on the number of magazines and 

newspapers received by mail. 
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CRPANSPS-T&lO 

You refer to "long-term changes in newspaper and magazine reading habits", p.89. and 
in particular competition from N a n d  computers as contributing to a decline in reading 
periodicals. Is not the presence of "newspaper and magazine material on the Internet" 
a factor that could increase reading? If your answer is yes, doesn't that mean that the 
downward influences on periodical volume to which you refer is not a decline in reading 
as such, but a decline, if it exists at all, in reading traditional hard copy publications in 
favor of reading editorial content on the Internet? 

RESPONSE: 

Regarding your first quctstion, the presence of newspaper and magazine material 

on the Internet could conceivably be a consideration increasing reading, but the reading 

would have to be a net increase rather than merely a substitution away from hard copy, 

which most such Internet reading may be. 

Regarding your second question, whether or not the Internet has made for more 

reading than would otherwise have occurred has no implications for whether Periodical 

mail volume declines represent the substitutions you mention there from hard copy to 

the Internet. The former phenomenon is an increase in reading wi& no implications for 

mail volume. The latter would be a factor making for volume decline, as I have already 

recognized in my testimony. In the same paragraph that you quote on page 89, I state: 

"Use of personal computers as an alternative use of time, as well as availability of 

newspaper and magazine material on the Internet, continue the downward influences 

on volume. 

If the point of these questions is that the downward trend in Periodicals volume is 

not due entirely to substitutions of Internet for hard-copy reading, I agree. Declines in 

newspaper and magazine circulation have been occurring at least since the 1970s. 

The declines began long before any influence ofthe Internet. More importantly, please 

see the part of my testimony from line 24, page 104 to line 14, page 105, which reviews 
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evidence on online publishing and time spent on the Internet. I state that, 'although 

increases in Internet publishing have been dramatic in percentage terms and might be 

thought to be a negative influence. it is not clear that incursions of Internet publishing 

into mail circulation have been significant.' 

l -  
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CRPA/USPS-TG-11 

Please explain your use of data from a 15 year okl Postal Rate Commission study to 
demonstrate the purported distribution of periodical nonprofit mailings, when your firm, 
given its academic and professional expertise, must have access to more recent data or 
could compile those data using current hard copy and electronic sources. 

RESPONSE: 

Neither I nor the firm I work with have access to more recent data on the 

distribution of periodical nonprofit mailings. It does not appear possible to compile the 

data using current hard copy and electronic sources. The study required special 

tabulations of Postal Service data, which apparently have not been replicated since. It 

may be noted that the figures were supplied in my testimony as background information 

and were not used in making my volume forecasts. 
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CRBANSPS-TB-12 

How meaningful and how reliable, in your opinion, are the 15 year old data in the 
Preferred Rate Study in a regulatory proceeding attempting to establish postal rates for 
the year 20017 

RESPONSE: 

Please see my response to CRPANSPS-T6-I 1. 
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CRPNUSPS-16-13 

YOU point out on p. 94 that over the last five years, the "real price" of Periodicals 
Nonprofit mail has increased by 22%. 

(a) By real price, do you mean price as adjusted for inflation? If not, please define the 
term. 
(b) Is the price to which you refer the price of postage, or postage plus other factors. If 
other factors, please identii what they are. 
(c) Is a 22% increase over the five year period to which you refer in excess of the 
Consumer Price Index? If it is, please provide the increase over the same period of 
time if the CPI had limited the extent of price increase for these periodicals. 

RESPONSE: 

(a) Yes, 

(b) 

(c) 

of the personal consumption deflator which is the measure of inflation that I use 

instead of the Consumer Price Index. As implied by part (a) of your question, an 

increase in the real price is the percentage increase above the rate of inflation. Had 

Periodical nonprofit rates increased at the same rate as the Consumer Price Index, the 

real increase in Periodical nonprofit rates, as measured by me. would have been 

approximately 3.4 percent over this time period, which is the difference in the inflation 

rate as measured by the Consumer Price Index and the inflation rate as measured by 

the personal consumption deflator over the past five years. 

The price of postage only. 

The 22% increase in the real price of Periodicals nonprofit mail is 22% in excess 
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CRPNUSPST6-14 

Table 8A on p. 97 shows that the After-Rates 'Postal Rate Impact" on Periodicals 
Nonprofrt Mail is -2.25%. Table 10A on p. 106 of your testimony shows the same 
impact on the regular rate periodicals subclass is -1.03%. Does this mean that 
nonprofit periodicals have an elasticity that is more than twice as much as much as 
regular rate periodicals? If not, please explain the correct interpretation of comparing 
the two percentages. 

RESPONSE: 
i 

Please see Table 8 on page 96 of my testimony where the long-run price 

elasticity for periodical nonprofit mail is given as -0.236 and Table 10 on page 103 

where the long-run price elasticity of periodical regular rate is given as -0.148. The 

nonprofit elasticity is less than twice as high as the regular rate elasticity. The figures 

you quote are affected by the facts that the percentage rate increases proposed in this 

rate case for periodicals nonprofit and regular rate differ and that they refer to a Test 

Year period over which the long-run volume effects have not yet fully occurred. 
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CRPANSPSTG-15 

(a) You c k  your own testimony in Docket R97-1, which relied on data prior to 1997, to 
justify the claim made in your current testimony, p. 104. that periodicals regular rate 
volumes may rise by servicing the growing demand for "specialty titles". You also refer 
to the "growth of the number of small scale specialty magazines" as a 'positive 
influence on regular rate volume". Given that your own volume projections show 
negligible growth of regular rate volumes between the Base Year and the Test Year, 
and that you show declining volumes in nonprofit periodical volumes, what "positive 
influence' has growth in the number of specialty magazines had iegular rate and on 
nonprofit rate volumes? 

(b) Have you reviewed any current studies (i.e., studies published since January 1999) 
which would explain and quantify the growth and influence of specialty magazines or 
journals, either regular or nonprofit ratequalified, or both, in the mailstream or in the 
publishing industry generally? If you have, please produce these studies. If you have 
not, is it because you believe such studies either do not exist or are irrelevant? 

(c) Do you have any reason to doubt that the overwhelming majority of nonprofit and of 
regular rate periodicals are 'small scale specialty magazines" or regional or local 
newspapers? Please explain and document if necessary your response. 

(d) Is it possible that the use of stale data in studying an industry and the effect of 
postal rate increases upon it would lead to incorrect net trends calculations andlor 
elasticities? 

(e) Would the kind of trend data that you use to predict volumes and elasticities 
become obsolete more rapidly i f  the industry or product analyzed were one affected by 
a new technology and medium like the Internet? 

RESPONSE: 

(a) 

influences had not existed. 

(b) 

that could be of use to my testimony. 

(c) 
of nonprofit and of regular rate periodicals are 'small scale specialty magazines' or 

regional or local newspapers", nor do I see the relevance to my testimony. You may 

The implication is that volumes would have been greater than they were if these 

In preparing my testimony, I Looked and found no studies of the type you refer to 

I have no reason either to doubt or not to doubt that the 'overwhelming majority 
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wish to note that, even if your implication were correct that the majority of periodicals 

are small scale specialty magazines or regional or local newspapers. it could still be the 

case that the majority of periodical mail volume is sent by large publications, though 

here too the relevance to my testimony is not clear. 

(d) I am unfamiliar with the expression 'stale data." As with other subclasses, the 

most recently available data have been used in forecasting periodicals mail volumes. 

Lack of recent data has not been a particular hindrance in the forecasting of periodicals 

volumes. The primary data sources were 1) those used in the econometric estimates, 

which are the most recent available and 2) the most recent Household Diary Study data 

as referred to in my response to your interrogatory CRPAIUSPS-T6-9. Also please see 

my response to your interrogatory CRPAIUSPS-T6-11 on the Preferred Rate Study. 

(e) 

billion pieces versus my forecast of 4.726 billion (Attachment A of my testimony). This 

difference of 1 million pieces of Periodical mail volume represents a year-to-date 

forecast error of 0.03 percent. 

For the first two quarters of 2000, total Periodical mail volume has been 4.725 

Of course, all forecasts are always subject to a certain amount of uncertainty, 

and may become inaccurate if the underlying market being analyzed undergoes 

fundamental changes in the forecast period. I see no evidence, however, that my 

forecasts for Periodical mail in this case are in any significant danger of becoming 

obsolete between now and the Test Year. Please see my answer to your interrogatory 

CRPANSPS-TG-IO which indicates that my testimony has addressed the effects of the 

Internet on periodicals mail volumes. 
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NAANSPST6-1 Please refer to Table 2 in your testimony on page 36 
Please Citr tlw rpectlic Source containtngthe data used to calculate each of the 
follovJlng percentage8 under the column 'Percent Change in Variable.' 

a. 
b. . Workshare dhcount price. 
c. Slngle piece cards price. 
d. Permanent income. 
e. Tmnritory income (lag 3). 
1. Adultpopulation. 

Siflgle-pl8ce tbrt daw letbra pricea 

RESPONSE 

a. 

under the cdumn heading 'PXOISP'. Thew price8 am deflated by dividing by me 

Implicit personal consumption deflator (USPST-7, Workpaper 1, Table 1-18, page 26, 

under column heading 'PC). 

b. 

under the column heading 'D1-3WS'. Thme prices am dediated by dividing by the 

imptidl personal consumption deflabr (USPST-7, Workpaper 1, Table 1-18, page 26. 

under column heading 'PC'). 

c. 

under the column heading 'PXOSSP'. Tho80 pricas am deflated by dividing by the 
implidt personal consumption deflator (USPS-T-7, Wwkpspr 1, Table 1-18, page 26. 

under cdumn heading .PC'). 

d. USPS-T-7. Workpaper 1. Table 1-20, page 28, under tho cdm &ding 

'yD92PERW. 

e. UspsT-7. Workp.par 1, Table 1-18, page 26, under the dum &ding 

'W. Th. value for tnnrbry income mod thrw quarten for 1999 is calculated a5 

the,lg~~rverage~tfievr~8ofUCAPin lgseq?, 1€@8Q3,1998W, and 

1999Ql. The value for transitory income lagged thrw quaflora for 1994 ir calculated 

Nominal prices can be found in US-T-7, Workpaper 1, Table 1-12, page 19, 

Nomfnal prices can be found h USPS-T-7, Workpaper 1, Table 1-12, page 19. 

Nominal pricw can be found in USPST-7, Workpaper 1, Table 1-1 3, page 20, 
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as the weighted avorage of UCAP In lQ93Q2.1W3Q3,1993Q4, and 1994Ql. 

1. 

“22-PLUS.. 

USPS-T-7, Workprper 1, Tabb 1 4 ,  prdi26. &r the cdumn heeding 

. . . .  . .. _ .  . . . ,  . . . . - . . .  .. . .  ‘ 



3 6 2 6  

.- 

REWONSE OF POSTAL SERWCE WITNESS TOLLEY 
TO INTERROGATORIES OF NEWSPAPER ASSOCIATION OF AMERICA 

NAAWSPST8-2 

8. 
b. 

C. Workahared cards pika. 
d. Standard A Regular p W .  
e. Transitoryinwm. 
f. 

RESPONSE: 

a. Nominal prices can k found in USPS-T-7, m a p e r  1, Tabb 1-12, page 19. 

under the column heading 'PX1-3WSU'. Them prices are deflated by dividing by the 

implicit personal consumption deflator (USPST-7, Workpaper 1, Table 1-18. page 28, 

under column heading .PC'). 

b. Nominal p r i m  can be found in USPST-7, Workpaper 1, Table 1-12, page 19, 

under the column heading 'DlQWS. These prkm are deflated by dividing by the 

implicit personal consumption donator (USPS-T-7, Workpaper 1;Tabk 1-18, page 26, 

under column heading "PC3. 

Pkme IWW to Tabk 3 in your testimony on page 62. 
Pkase Cas the spe~& mlFS containing the data wed to calculate each of the 
@rowing percentww under the mlum 'Percant Change in Variable.' 

Workshered fimt da88 letter8 prices 
W o ~ h a r e  discount price. Note that the percent change given d h t a  
fromttut In Table 2. Why b that? 

Adult population. Nota that tho percent change given differs from (hat in 
Table 2. Why is that? 

The estimated efbd ofthe workrhrring discount on Flrst-Cla8a letters volume is 

the unnbined effect of tho cumnt and lagged discount The percent change In the 

workshering discount h then crlarlated as the avemge change h the dkcount that 

wwkl yield thL change in volume @e., the percent d~ange in the discount b an 
avemga of* percent &II@O In lhe arnsnt and 

yean). B~MUW t h ~  dative hnportsnco of individual lags of the discwnt on the long- 

run d m  el.stI&y diffem between slngkplece and workrharrrd Fintchsa letters. 

the perant change In the watksharing dismnt is calculated d b m w  for the80 two 

uitegories of mail. 

dbcount o m  the pat  five 
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Nominal pdm3 can be found in USPS-T-7, Workpaper 1, Tabb 1-13, page 20, c. 

under the cdumn heading 'PXS-MU'. nesa pricsr an deflated by dividing by the 

impkit personal consumption deflator (USPST-7, Workpaper 1, Table 1-1 6. page 26, 

under column hc.diOg 'PC'). 

6. 

under the column heading 'PX3R-NCRU: These prices am deffated by dMding by the 

hnplklt personal consumption deflator (USPST-7, Workpaper 1. Table 1-16, page 26. 

under column heading "PC'). 

e. 

'UCAP'. 

f. USPS-T-7, Workpaper 1. Tabk 1-16, page 26, under the column heading 

'N22-PLUS'. The estimated imp& d each mriabb on volume is estimated for each 

quarter d the base year (i.e., 1999Ql,l99QQz, 1999Q3, and 1999Q4). The estimated 

impact for the base year a6 a whok is then the weighted avome ofthe four quafldy 

impacts. The percent change in the variable, e.g., adult population, h then calculated 

as the average change in the vatiable that would yield thh change In volume. given the 
ebstidty of mail with respect to the variabb. In effuct, them, the percent change in 

adult population is the mighted average of tho percent change in adult population for 

the four quarters of 1999. In fJd8 m, the wbhb u8Od to aICuIate thb 8v-p are 

the volumo of workrharsd Flrst-Cla~ letten in each qua* of 1999. In the caw of 

ringkpbca letters, on th. other h d .  th. wdghb Wed lo CslCuk  thi8 avenge am 

the volume of dn&iem Fintclass letters In each quarter of 19QB. The 
different weights to calcuhta thi8 avenge yklda dlfferunt weighted averages for d W b  

piece and wodahnred Fint-Clam btkn volwnss. 

Nominal pricas cBn k found in USPST-7, m a p e r  1, Tabk 1-15, page 22, 

USPST-7. Workpaper 1, Table 1-18, page 26, under the column heading 

of 
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~~~~~3 

a. 

b. 

P b w  refer to Tabb 11 in your tertimony on pago 115. 

Strndard A Regular price. Noto that tho percent chnnge given differs 
from that In Tabb 3. Why is that? 
Workshared lcttdn prlcr. Nob that the parcent change given differs from 
that in Tabk 3. Why is that? 

Please #a the spedfic source containing tha drrtr used to ulculate each of the 
fo l lowi~  percentages under UIO column 'Percent Change in Variabb.' 

c. Consumption 
d. Price of News~aper Advahinp. Hthb refers to data from tho BLS, what 

wi5 the s+ BLS S e h  usid? 
e. ComputerPllw. 

RESPONSE: 

a. 

b. 

c. 

'C92C'. 

d. 

WP-NW. This is BLS M ~ O S  WP109310221NS. 

e. The effect of computer prices on Standard Regular wlud i8 the combined 

effect of the prlw of computer equipment and the price of computer equipment aquared 

on Standard Regular volume. These variables a n  bo found in USPST-7, Workpaper 

1, Table 1-19 CP-CMP') and Table 1-20 Cp-CMP-SQ') on pages 26 end 27, 

Please see my response8 to NAANSPS-T&2(b) and 2(d) above. 

Please see my respanset, to W S P S T & 2 ( a )  and 2(b) above. 

USPS-1-7, Workpaper 1, Table. 1-18, paDe 26, under the column heading 

USPST-7, Workpaper 1, Tabb 1-19, page 27. under the column heading 

tespcrctivetv. 

. . . .  - . . .  . . ._ . . . . . .. . .  
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NAANSPST04 

a. Siandard A ECR prlcr. 
b. 

P k r w  Me! to Tabb 12 In your Wmony on paoe 132. 
Plea80 d(s the rpecific .oms con@ining the d8ta USXI to alculote each ofthe 
following percentage8 under the cdumn ' P m t  Change in Variable.' 

Conrumption. Nota that the p e m t  dmge given dWen (tom that In 
T8bb 11. k that? 

RESPONSE 

a. Nominal prices can be fowd in USPST-7, Workpaper 1, Tabk 1-15, page 22, 

under the column heading 'PX3R-CR'. The88 price8 M d e W d  by dividing by the 

implicil personal comumptbn deflator (USPST-7, Wowper I, Tabb 1-18. P8ge 26. 

under column W i n g  .PC'). 

b. Please aee my nsponrcr to W S P S T 6 - 2 Q  and NAANSPSfg3(c). 
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NAANSPS-T6-5 Pbasa mfer to your testimony on page A-13: 

a. 

b. 

Please canfirm that you do not use any net tmndl) for Standard A 
Regutar and ECR rubdassea. 

Does thb Indicate lhal you felt it unnemssafy to apply I net trend 
tern to the80 ~ ~ S 7  

How did you chwm whlch wbdarssr to apply Net Trends to and 
whlch rubclrweo not to apply not trend8 to (e.g.* you haw a net 
trend for Standard A nonprofi wbchrwr but not Standard A as 
desuibed In your brtimony on page A-l3)7 

c. 

RESPONSE: 

a. Confirmed. 

b. Yes. 

c. 

elasticities was esUmated for multiple mail catsgorier. For aampb, a ringlo set of 

elasticities was estimated for Standard Nonprofil and Nonpmfit ECR mail. Separate net 

trend8 wen? then used to forecast them two rubdaam as a mans of reflecting 

differenas in the mmnt growth ratel) awclatod with thaw two ~ u b d e o ~ s .  

Net trsndr w m  only ubed to fomcast catagorks for which a rlngle set of 
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msPs-T68 P b W  refer to pages A-20 and A-21 of your bstlmony, 
where you rbb that 'PO is the Wghted avoraga of deflated priCer for 1 WQQ1 through 
1WQW .... P1 b the weiphtad average ofddaW prlm (or 189844 through 199943. 
P2 h the WeightedzIVengS Ot ddhted price8 for 199843 through lgSSQ2, P3 b the 
weighted avenge of d&ted p r b s  for 190842 through 198041: 

a. Why did you u# tha wiqhted average offour quarten and lag one 

qu- 

O c e  Witnear Thnrr In USFST-7 u w  the aame methodology (i.e.. 
we@hcad average offour quam8 for prices, WiUI OM quefler lags) for 
cmstlng hls prlces and his lagged prkss? If so, pbam cite the 8ource for 
your answr. H not, pbwe oxplain why you chow a dfffennt 
methodology thin uwd by Wltne8s Thrers. 

qU&, r8thW IhM, SOY, UWjUH IhO qUaflW W O n g O  and bg O M  

b. 

RESPONSE: 

a. 

prim lagged one qustter i8 the nvenge of the price wed one quartsr for each Of the 

four quarten of the Saw Year. i do not understand what you mean by W h t e d  

average of four quatten and lag OM quaftef and 'the quarter average and tag one 

My purpwa is to calcuk~te .vemge p t h r  over the Bsw Year. The avenge 

quartsr: 
b. No. Wtnms l'hress d m  not Ulcuhte avemge prima over a Ease Year. Hb 

purpose m to run mgrw~ionr that give ertinutes of responw cosmclsnts explaining 

mil volume behavior. The regmubm uw qurrtsrly data wfthout evenging. My 

purpose k to devebp forousts 0fChpllg.r In nuil volume from base year to 8 test 

year. The fomusting approrch t u q u h  obtaining average wlwr of vsrbbk, In the 

bme Waf. 
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W S P S - l B - 7  Pbw contirm that you do not pmvide separate estimates 
of Seendard A pkcefatd and poonbrated pkcsr in your anaiysk. Please explain why 
not. 

RESPONSE: 

Confined. My fomast6 am made 1 the bvel of detail requested by the Postal 

Service. The Portal Servlw dM not ark that I nuke separate forecasts for Standard A 

piew-rated and pound-rated pieces. 
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NAAIUSPST6-8 PIMW conflnn that your volume colculotlonc do not ellow for 
the po~lbll#y of mlgratlon between Stt~nd~rd A piecbrated and pound-rated pieces. If 
you cannot confirm, please explain why not 

RESPONSE 
Not confmed. Since I do not make separate volume crlculsUona for Standard A 

pkca-rates and pound-fated mil nor conshin them In m y  way, my forecast ia not 

Inconsistent wfth the exbnce of migration betwoen tb080 two ~ateQOrk8. 
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W P S - l B - 9  Pbaw d e r  to pago 26, Chart 9, of your testimony. Please 
indicate whrf propoItiOn of the 42.7 percent of Fimt Clam Mail that h 'Nonhouwholds 
to Other Nonhowholds' mail consirtr of: 

a. Advertidng Only. 
b. NotbofOrder. 
c. BilVlnvolcdPnmiwn. 
d. Invlt.tlon or Announcamnt. 

RESPONSE: 

I do not have the6e proportions. 

-. . . . . .- 
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NAANSPS-18-10 Pbese &or to p a p  126. tiw 10-22 of your testimony. Are 
you aware of, or have yw mlkd upon, any mporla more w n t  than 1096 regarding the 
demand bbr cstologr weQhing mom than 3 ouncw? 

RESPONSE: 

No. The onty evldence I used wm cited in my testimony. 

. . . . . . . 
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" U S P S T B l  1 Please refer to USPSIR-I-121, specifically to the file 
vf-ar.Wk4, to thb W 'NonRate Datr'. Column X refers to a variable talkd 'PC". 
Please give the Ourm from which the values of thh mlumn were obtained. 

RESPONSE: 

Tho variable PC comer hwn DRUMffimw-Hill, who identify this variable as 

PIE.  DRI defines PlDC as the %nplrcit prim deflator - penonsl conaUmption 

axpcndttuns (chained).' DRI identlfks the rwne of hbtoriul values ofthis variable as 

'U.S. Department of Commerce, Bureau of Economic Analysis, National Income 6 

Product Accounts - underlying detail.' Foncasted values of PlDC ere Cplculated by 

DRI. 
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NNAILISPS-T6-1 Do you assume that the in-county mailstream constitutes a 
similar mix of mail (i.e., newspapers and magazines) as the regular rate periodicals 
mailstream? Please explain your response. 

RESPONSE: 

No. Neither my Periodicals regular nor my. Periodicals withincounty forecast are 

dependent upon an assumption about the relative mix of newspapers and magazines. 
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NWSPS-TG-2 Do you believe the mix of mail (e.g., such as newspapers, 
magazines, newsletters and other products, without regard to work-sharing factors) in 
the periodicals mailstream has changed substantially since 1985? Please explain your 
response. 

RESPONSE: 

1 do not know. Please see my response to NNNUSPS-T6-1. 
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NNNUSPS-TG-3 Please provide any data you may have that indicates what 
percentage of the in-county maiktream comprises newspapers. 

RESPONSE: 

I do not have specific percentages. 
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NNANSPS-TG-4 Would a change in speed and reliability of mail service that 
occurs between a base year and a test year have an effect upon volume? Please 
explain your response. 

RESPONSE: 

A change in speed and reliability of mail service could have some effect on 

volume, as for example by affecting the use of the Postal Service relative to alternate 

delivery, without however, necessarily being great enough to significantly affect the 

volume forecast. 
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NNNUSPS-T6-5 Please refer to your testimony, page 86, lines 15-17. What 
changes in reporting procedures caused a spike in volume totals in 1985? 

RESPONSE 

It is my understanding that prior to 1985, some within-county mail was mistakenly 

counted as regular rate or nonprofit mail, but I am not familiar with the details. 
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NNNUSPS-T6-6 Please explain how you determined that in county volume 
was under-reported prior to 1985. 

RESPONSE: 

I was informed by the Postal Service that this was the case. I do not recall with 

whom I discussed this issue nearly fifteen years ago. 

.L .. 
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NWSPS-TM If you had relied upon Fiscal Year '98 within county volumes 
with a base year total of 923.865, would your forecast have been 896,883? If not, 
please provide the total and explain your response. 

RESPONSE: 

No. In the first place, had I used a base period of 1998Ql through 1998Q4, the 

base volume of Periodical within county mail would have been 920.217 million. Then, 

had I used the same elasticities as I used in this case, which were estimated using data 

through 1999Q4, the Test Year beforerates forecast for Periodical within-county mail 

would have been 882.352 million pieces, and the Test Year after-rates forecast for 

Periodical within-county mail would have been 872.100 million pieces. If 1999 data 

were to be disregarded entirely, this would have required my colleague, witness Thress, 

to reestimate the demand equation for Periodical within-county mail only using data 

through 1998Q4, which there has been no occasion to do. 



3644  

RESPONSE OF POSTAL SERVICE WITNESS TOLLEY 
TO IN*RROGATORIES OF NATIONAL NEWSPAPER ASSOCIATION 

NNANSPS-T6-9 
933,256, at the upper limit of the 95% confidence interval, what would be your forecast 
of test year incounty volume? Please explain your response. 

RESPONSE: 

If the true value of incounty volume in Fiscal Year '99 is 

It is not clear to me what confidence interval you are referring to. I can state that, 

if the base volume used in my forecast for Periodical within county mail were the figure 

referred to by you of 933.256 million pieces for the four quarters of 1999, instead of the 

base volume of 920.217 which I used, then the test-year before-rates volume forecast 

would be 909.996 million pieces and the test-year after-rates volume forecast would be 

899.423 million pieces. These are amounts calculated by applying projection factors to 

the base volume by the method described in section 111.8. of my Technical Appendix. 
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NNANGPS-73-10 Do you W i v e  prepaid subscriptions to which you attribute 
lag time in nonprofit and regular rate periodical volumes also appears in in-county? 

RESPONSE 

I have no reason to believe that it does not also appear in within-county mail, 

although the econometric estimate suggests that there is not a significant effect of 

lagged prices on within-counly mail volume. 

Workpaper 3 accompanying witness Thress's testimony (USPS-TJ). at page 3- 

305 estimated the periodical within-county equation including prices lagged one through 

three quarters. This equation found that no more than 10 percent of the total effect of 

changes in the price of Periodical withincounty mail occurred two or more quarters 

after a price change. 
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NNA/USPS-T6-11 Please state why you believe a periodical will attempt to 

a. 

b. 

recover postage increases through increases in subscription rates. 

percentage of advertising? 

charge, such as through requester mail? 

RESPONSE: 

Would your answer be different if the periodical contained a high 

Would your answer be different if it were distributed to readers free of 

I am not sure what par! of my testimony you are referring to. I do not believe that 

I have asserted a belief that periodicals recover postage increases exclusively through 

increases in subscription rates. 

An increase in postage rates will increase the cost of preparing and distributing a 

periodical. As a mathematical equality, this will lead to a decrease in profb for the 

periodical unless periodical revenues are increased. Periodical revenues could be 

increased by either increasing subscription rates, newsstand rates, or advertising rates. 

The choice from among these options will be made by each individual periodical 

publisher. It seems reasonable that some publishers would choose to recoup at least 

some of the increased costs associated with postage increases through increases in 

subscription rates. 

In addition, an increase in postage rates may ultimately lead to a decrease in 

Periodical mail volume by encouraging some publishers to distribute their periodicals by 

means other than the Postal Service, so that the number of periodicals distributed by 

the publisher is not reduced, but merely the share of those periodicals that are 

delivered by the Postal Service. 

(4 No 

(b) No. Further, in the case of free periodicals. even if publishers chose to 

absorb postage increases in the form of reduced profits, this could still be expected to 

lead to a reduction in the volume of Periodical mail. It seems reasonable that a 
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response to an increase in the costs of distributing a publication which is not recouped 

ease will be to send fewer of the publications. The marginal cost of 

tions has risen, and the marginal benefit from sending them remains 

in marginal cost, with no change in marginal benefd, gives an 

quantity. 
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NNNUSPS-TG-12 Please explain why it would not be more appropriate to 
assume an increase in paper costs would create an impact on smaller, lighter-weight 
periodicals rather than reduced numbers of subscribers or pieces in the mailstream. 

RESPONSE: 

The volume forecasts assume that a rise in paper costs will tend to increase the 

price of periodicals to readers whose response will be to reduce purchases of 

magazines, including those received through the mail. I do not understand why one 

would want to assume that there would be impacts on smaller, lighter weight periodicals 

"rather than" reduced subscriptions or mailstream pieces, since any such effects are 

likely to occur together. That is, impacts on smaller, lighter weight periodicals will 

presumably lead to mailstream reductions. Furthermore, I do not understand why 

smaller, lighter weight periodicals are singled out for attention. Periodicals of any size 

or weight may be affected. No assumptions regarding distribution of effects by size and 

weight classifications are needed or used in my analysis. 
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PBNSPS-16-1 Please refer to your testimony at page 7, lines 18-20, where you state 
that 

Rather than occurring immediately. response to price occurs over a period 
of time. A change in real or deflated price Is estimated to lead to a volume 
response in the quarter in which the price change m r s  and in 
subsequent quarterr. (Emphasis added.) 

Do the Test Year volume forecasts for all the classes and subclasses of mail a. 
contained in Table 1 at pages 6-7 of your testimony reflect the full impact that the 

-recommended rates are expected to have? It% what are the extent of the lags in the 
various models that you use to forecast volumes? 

b. Alternatively, would any of your forecasting models project further responses to 
price changes to occur over periods subsequent to the end of Test Year 2001 owing to 
the lagged effect discussed in your abovequoted testimony7 That is. do any of the 
lagged effects extend beyond the end of the Test Yeat? If your answer to this question 
b affirmative for any of the forecasts contained in your Table I .  please indicate the 
extent of further volume adjustments expected for each of the volume forecasts 
contained in your Table 1. 

RESPONSE: 

a. 

implemented on the first day of the Test Year, October 1,2000 (in the first quarter of 

fiscal year 2001). Some categories of mail are affected by changes in price as long ago 

as three quarters earlier. Hence, the full impact of the R2000-1 rate change will not be 

felt until as late as the fourth quarter of the Test Year for some categories of mail. 

The specific lag price elasticities used in my forecasts are presented In the 

The after-rates Test Year volume forecasts assume that R200&1 rates are 

testimony of my colleague, Thomas Thress (USPS-1-7). See particularly. Tables 11-2 

through 11-25 on pages 31 - 34,42 - 45,58 - 60.73 - 78, and 81 - 88 of Mr. Thress's 

testimony. 
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b. 

Test Year, virtually all of my forecasting models would project further responses to price 

changes to occur over periods subsequent to the end of Test Year 2001. 

Because R2000-1 rates are not expected to take effect until the first day of the 

The impact of the Postal Service's proposed prices on mail volume in 

Government Fiscal Year 2002 can be ascerteined by comparing the Postal Service's 

before- and after-rates volume forecasts for 2002, which are presented in USPS-LR-I- 

121 at pages 16 - 19. 

The after-rates volume forecasts for GFY 2002 should reflect the full impact of 

the recommended R2000-1 rates on mail volumes. In total, my testimony shows that 

after-rates total domestic mail volume is 1.7 percent lower than before-rates volume in 

GFY 2001, while it would appear, based on an examination of the GFY 2002 forecasts 

appearing in LR-1-121, that after-rates total domestic mail volume is 2.3 percent lower 

than before-rates volume in GFY 2002. 
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PSARISPS-T6-1 On page 157 of your testimony you state that, in 1998, Federal 
Express, United Parcel Service, and Parcel Post combined accounted for over 00% of 
the "domestic package market." 

(a) Please provide the total number of packages, and the number of the 
packages carried by each of the three that, combined, equal 90% of the "domestic 
package market." 

(b) In computing that statistic, did you include Standard (A) Parcels (under 1 
pound), end what the Postal Service regards as the parcel component of Priority Mail? 

(c) If the answer to (b) is in the negative, please explain why you have 
'excluded the Standard (A) and Priority Mail Parcels from your calculation. 

(d) If the answer to (b) is in the negative, please supply the Postal Service's 
share of the "domestic package market" if the package market is defined to include 
packages meeting the definition of Standard (A) Parcels (under 1 pound) and Priority 
Mail Parcels. 

RESPONSE: 

(a) 

shown below. (sources: Colography Group and figures provided by the Postal Service) 

Total Parcels 
(millions of pieces) 

- 

Figures on the number of packages shipped by different camen in 1998 are 

Overnight 2-3 Day Ground Total 
UPS 126 225 2,437 2,788 
FedEx I RPS 261 225 349 836 
Postal Senrice 66 1,182 1,902 3,150 
others 199 77 121 396 
Total 601 1,725 4.138 7.170 

The 1.902 figure for Postal Service Ground consists of approximately 322 million 

Parcel Post, 868 million Standard A Parcels, and 706 million other Standard B parcels. 

Overnight USPS is equivalent to Express Mail and 2-3 Day USPS is equivalent to 

Priority Mail. Both of these tigures (as well, possibly, as the tigures for UPS end FedEx 

Overnight and 2-3 day) include letters and flats as well as parcels. 

If the domestic market is defined as UPS, Fed&, and Parcel Post, plus Others, 

then the combined total number of packages for UPS, FedEx, and Parcel Post is 3,946 
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(2.788 + 836 + 322). out of a total af4.342 (3.946 + 3Q6), giving a market share of 

3,946 14,342, or 90.9 percent. 

(b) No. 

(c) In this section of my testimony, I was focusing on Parcel Post. 

(d) If all of Express Mail and Priority Mail (8s well as UPS and FedEx) were 

considered to be part of the domestic package market (i.e.. including letters and flats). 

then the Postal Service's share ofthe total domestic package market would be equal to 

3,150 17,170, or 43.9 penent. 
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USPS-T-8 at page 5) consider that the parcel surcharge proposed by witness Moeller 
(USPS-T-35 at 6-8) might result in the migration of eligible pieces (such as audio and 
video recordings) from the Standard A class of mail to Media Mail? 

R W S P S T 6 - 1  Do your Test Year After Rates (for example, Table 1 of 

(a) 
does the mlgration elled appear in your testimony or supporting documents? 

(b) If not, why not? 

ff so, what do you calculate the amount of that migration to be and where 

RESPONSE: 

No. 

(a) Not applicable. 

@) 

1999, with the implementation of RQ7-1 rates. There has not been enough data since 

the implementation of RQ7-1 to enable one to quantify what, if any, migration may have 

occurred between Standard A and other classes of mail as a result of the imposition of 

this parcel surcharge. 

The parcel surcharge was first introduced in Standard A in the second quarter of - 

R appears that, even with the parcel surcharge, it would be cheaper to send 

parcels weighing less than one pound as Standard A mail rather than as Media Mail in 

the overwhelming majority of cases. so I would not expect much migration anyvuay. 
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UPSNSPSTB-1. Refer to page 154 of your testimony at line 24, where you 
state, %e estimated own-price elasticity of Parcel Post volume in the period is -1.229." 
Please define what period of time you are referring to when you use the phrase "in the 
period" in that sentence. 

. ' ANSWER: 
As stated at lines 20 through 22 of page 154 of my testimony, the period of time 

being discussed is the most recent five years. 1994 through 1999. 
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UPSIUSPS-T8-2. Refer to page 154 of your testimony at lines 26-27, where you 
refer to "the estimated long-run price elasticity." Please provide the numerical value of 
"the estimated long-run price elastic'w to which you there refer. 

ANSWER: 

The term "long-run price elastiicit)r at lines 26-27 is synonymous with the term 

"own-price elasticiv at line 24, where the value is identified as being equal to -1.229. . 
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UPS/USPS-T63. Refer to page 155 of you testimony. at lines 4-7, where you 

(a) 
state that “Parcel Post is used most heavily by residential customers.” 

Is it your testimony that most Parcel Post volume is sent by residential 
mailers? 

(b) Is R your testimony that most Parcel Post volume is delivered to 
. residekial customers? 

(c) 
residential customers, and, separately. (ii) the volume that was sent by businesses. 

(d) 
the volume of Parcel Post that was sent to residential customers in BY 1998. If this 
information Is not available, provide the Postal Service’s best estimates of such 
volumes. 

(e) 
the volume of Parcel Post that was sent by residential customers in BY 1998. I f  this 
information is not available. provide the Postal Service’s best estimates of such 
volumes. 

(9 Provide by rate category (inter-BMC. intra-BMC, DBMC, DSCF, and DDU) 
the volume of Parcel Post that was sent by businesses to businesses in BYl998. If this 
information is not available, provide the Postal Service’s best estimates of such 
volumes. 

(9) Provide by rate category (inter-BMC, intra-BMC, DBMC, DSCF, and DDU) 
the volume of Parcel Post that was sent by businesses to residential customers in BY 
1998. if this information is not available, provide the Postal Service’s best estimates of 
such volumes. 

(h) Provide by rate category (inter-BMC, intra-BMC. DBMC, DSCF, and DDU) 
the volume of Parcel Post that was sent by residential customers to residences in BY 
1998. If this information is not available, provide the Postal Service’s best estimates of 
such volumes. 

(i) Provide by rate category (inter-BMC. intra-BMC, DBMC, DSCF. and DDU) 
the volume of Parcel Post that was sent by residential customers to businesses in BY 
1998. If this information is not available, provide the Postal Service’s best estimates of 
such volumes. 

(j) Provide for all of Parcel Post the volume that was sent by businesses to 
residences in BY 1998. If this information is not available, provide the Postal Service’s 
best estimates of such volumes. 

(k) Provide for all of Parcel Post the volume that was sent by businesses to 
businesses in BY 1998. If this information is not available, provide the Postal Service’s 
best estimates of such volumes. 

(I) Provide for all of Parcel Post the volume that was sent by residential 
customers to businesses in BY 1998. If this information is not available, provide the 
Postal Service’s best estimates of such volumes. 

(m) ProvMe for all of Parcel Post the volume that was sent by residential 
customers to residences in BY 1998. if this Information is not available, provide the 
Postal Service’s best estimates of such volumes. 

Provide for BY 1998 (i) the volume of Parcel Post that was sent by 

Provide by rate category (inter-BMC, intra-BMC. DBMC, DSCF, and DDU) 

Provide by rate category (inter-BMC, intra-BMC. DBMC, DSCF, and DDU) 
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(n) Provide for all of Parcel Post the volume that was accepted via window 
service in BY 1998. If this infomation is not available, provlde the Postal Service's best 
estimates of such volumes. 

ANSWER: 

(a) NO 

(b) Yes 

(c) 

(d) - (i) I am unaware of any information which breaks down parcel post volume 

Please see my answers to parts (i) - (m) below. 

in this way, 

(j) I am informed by the Postal Service that its "best estimate" is that 

approximately 60 percent of parcel post volume was sent from businesses to 

residences in 1997. 

(k) I am informed by the Postal Service that its 'best estimate" is that 

approximately 30 percent of parcel post volume was sent from businesses to 

businesses in 1997. 

(I) I am informed by the Postal Sewice that its "best estimate" is that 

approximately 2 percent of parcel post volume was sent from residences to businesses 

in 1997. 

(m) I am informed by the Postal Service that its 'best estimate' is 

that approximately 8 percent of parcel post volume was sent from residences to 

residences in 1997. 

(n) I am informed by the Postal Service that its "best estimate" is that 

approximately 12-1 5 percent of Parcel Post volume was accepted via window service in 

1998. 
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UPSAJSPS-T64. Refer to page 155 of your testimony at lines 1-1 1. Does the 
18.54% increase in the volume of Parcel Post referred to by you on line 11 include the 
9.90% increase in Parcel Post volume referred to by you at lines 2-3, or is the 18.54% 
increase on top of (in addition to) the 930% increase? 

. . ANSWER: 

The 18.54% increase attributable to increases in UPS'S residential surcharge is 

in addition to the %90% increase attributable to increases in UPS'S commercial ground 

parcel rates. 
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UPSNSPST6-5. Refer to page 25 of your testimony, at lines 22-23, where YOU 
state that "Nonhousehold entities, primarily businesses are involved in the 
preponderance of First-class Mail." 

business mailers? 

deliver& to business customers7 

delivered to or sent by business mailers? 

sent to residential customers. and, separately, (ii) the volume that was sent by 
businesses. If this information is not available, provide the Postal Service's best 
estimates of such volumes. 

sent to residential customers, and, separately, (ii) the volume that was sent to 
businesses. If the infortnation is not available, ptovide the Postal Servjce's best 

(a) 

(b) 

(c) 

(d) 

Is it your testimony that most First Class letter mail volume is sent by 

Is it your testimony that most First Class letter mail volume is 

Is it your testimony that most First Class letter mail volume is either 

Provide for BY 1998 (i) the volume of First Class letter mail that was 

(e) Provide for BY 1998 (i) the volume of First Class letter mail that was 

' estimates of such volumes. 
(9 

(g) 

(h) 

(i) 

(j) 

(k) 

(I) 

(m) 

Provide for First Class letter mail the volume that was sent by 
businesses to residences in BY 1998. If this information is not available. provide the 
Postal Service's best estimates of such volumes. 

Provide for First Class letter mail the volume that was sent by 
businesses to businesses in BY 1998. I f  this infomation is not available, provide the 
Postal Service's best estimates of such volumes. 

Provide for First Class letter mail the volume that was sent by 
residential customers to businesses in BY 1998. If this information is not available, 
provide the Postal Service's best estimates of such volumes. 

Provide for First Class letter mail the volume that was sent by 
residential customers to residences in BY 1998. If this information is not available, 
provide the Postal Service's best estimates of such volumes. 

Is it testimony that most single piece First Class letter mail volume is 
sent by business mailem? 

Is it your testimony that most single piece First Class letter mail 
volume is delivered to business customers? 

Is it your testimony that most First Class letter mail volume is either 
delivered to or sent by business mailers? 

Provide for BY 1998 (i) the volume of single piece First Class letter 
mail that was sent by residential customers, and, separately, (ii) the volume that was sent 
by businesses. If this information is not available. provide the Postal Service's best 
estimates of such volumes. 

mail that was sent to residential customers, and, separately, (ii) the volume that was sent 
to businesses. If this information is not available, provide the Postal Service's best 
estimates of such volumes. 

(n) Provide for by 1998 (i) the volume of single piece First class letter 
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(0) 

(p) 

Provide for single piece First Class letter mail the volume that was 

Provide for single piece First Class letter mail the volume that was 

sent by businesses to businesses in BY 1998. If this information is not available, provide 
the Postal Service’s best estimates of such volumes. 

sent by businesses to residential customers in BY 1998. If this information is not 
available, provide the Postal Service’s best estimates of such volumes. 

Provide for single piece First Class letter mail the volume that was 
sent by residential customers to residences in BY 1998. If this information is not 
available, provide the Postal Service’s best estimates of such volumes. 

Provide for single piece First Class letter mail that was sent by 
residential customers to businesses in BY 1998. If this information is not available, 
provide the Postal Service’s best estimates of such volumes. 

RESPONSE: 

(q) 

(r) 

(a) No 

(b) No 

’ (c) Yes 

(d) - (i) According to the 1998 Household Diary Study, Table 4-32, First-class 

letter mail can be distinguished between households and nonhouseholds as follows 

(0.5% of First-class letters are unidentified by origin or destination according to the 

Household Diary Study). Nonhouseholds include nonprofit and government 

organizations. 

(d)(i) 15.1% 

(d) (ii) 84.4% 

(e) (i) 45.8% 

(e) (ii) 53.7% 

(9 39.8% 

(9) 44.8% 

(h) 8.9% 

(i) 6.2% 
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0) No 

(k) No 

(I) 

im) - (r) According to the 1998 Household Diary Study, Table 4-35, singispiece 

Please see my answer to part (c) above. 

First-class letter mail can distinguished between households and nonhouseholds as 

follows (0.4% of single-piece First-Class letters are unidentified by origin or destination 

according to the Household Diary Study). Nonhouseholds include nonprofit and 

government organizations. 

(rn) (i) 26.8% 

(m) (ii) 72.9% 

(n) (i) 32.8% 

(n) (ii) 68.9% 

(a) 51.1% 

(p) 21.8% 

(9) 11.0% 

(r) 15.8% 

I 
.- 



3662  

RESPONSE OF POSTAL SERVICE WlTNESS TOLLEY 
TO UPS INTERROGATORIES 

UPS/USPSTW. Refer to page 71 of your testimony, at lines 21-23, where you 
state, "Private cards are used for short notices and greetings and are sent by 
households, respondents to firms that engage in business-reply advertising, utility 
companies and other fins." 

(a) Is it your testimony that most single piece Private Card volume is 
sent by-residential mailers? 

(b) Is it your testimony that most single piece Private Card volume is 
delivered to residential customers? 

(c) Is it your testimony that most single piece Private Card volume is 
either delivered to or sent to resMential mailers? 

(d) Provide for BY 1998 (i) the volume of single piece Private Cards that 
were sent by resldenUal customers, and Separately, (10 the volume that were sent by 
businesses. If this information is not available, provide the Postal Service's best estimate 
of such volumes. 

(e) Provide for BY 1998 (i) the volume of single piece Prhrate Cards that 
were sent to residential customers, and, separately, (ii) the volume that were sent to 
businesses. if this information is not available, provide the Postal Seivice's best 
estimates of such volumes. 

businesses to businesses in BY 1998. If this information is not available, provide the 
Postal Service's best estimates of such volumes. 

businesses to residential customers in BY 1998. I f  this information is not available, 
provide the Postal Service's best estimates of such volumes. 

residential customers to residences in BY 1998. l th is  infomation is not available, 
provide the Postal Service's best estimates of such volumes. 

residential customers to businesses in BY 1998. If this information is not available, 
provide the Postal Service's best estimates of such volumes. 

RESPONSE: 

(9 

(g) 

(h) 

(i) 

Provlde the volume of slngle p i a  Private Cards that were sent by 

Provide the volume of single piece Private Cards that were sent by 

Provide the volume of single piece Private Cads that were sent by 

Provide the volume of single piece Private Cards that were sent by 

(a) No 

(b) No 

(c) No 
(d) - (i) Information hrn Tables 4-38 and 4 4 1  of the 1998 Household Diary Study 

can be combined to distinguish single-piece First-class cards volume between 

households and nonhouseholds as follows (0.4% of singlapiece First-class cards are 
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unidentified by origin or destination according to the Household Diary Study). 

Nonhouseholds include nonprofit and government organizations. 

(d) (i) 11.6% 

- (d) (ii) 87.9% 

(e) (i) 50.8% 

(e) (ii) 48.9% 

(9 42.7% 

(g) 45.2% 

(h) 5.6% 

(i) 6.2% 
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UPS/USPS -T57. (a) Provide for BY 1998 (i) the volume of First Class Mail that 
was sent by residential customers, and, separately, (ii) the volume that was sent by 
businesses. If this information is not available, provide the Postal Service’s best 
estimates of such volumes. 

Provide for BY 1998 (i) the volume of First Class Mail that was sent 
to residential customers, and, separately, (ii) the volume that was sent to businesses. If 
this infdration is not available, provide the Postal Service’s best estimates of such 
volumes. 

(c) Provide the volume of First Class Mail that was sent by businesses 
to businesses in BY 1998. I f  this information is not available, provide the Postal Service’s 
best estimates of such volumes. 

(d) Provide the volume of First Class Mail that was sent by businesses 
to residential customers in BY 1998. If this information is not available provide the Postal 
Service’s best estimates of such volumes. 

customers to residences in BY 1998. If this information is not available. provide the 
Postal Service’s best estimates of such volumes. 

customers to businesses in BY 1998. If this Information is not available, provide the 
Postal Service’s best estimates of such volumes. 

RESPONSE: 

(b) 

(e) Provide the volume of Firs: Class Mail that was sent by residential 

’ 

(9 Provide the volume of First Class Mail that was sent by residential 

According to the 1998 Household Diary Study, Table 4-1, First-class Mail can be 

distinguished between households and nonhouseholds as follows (0.5% of First-class 

Mail is unidentiiied by orlgin or destination according to the Household Diary Study). 

Nonhouseholds include nonprofit and government organkation8. 

(a) (i) 14.8% 

(a) (li) 84.8% 

(b) (0 48.8% 
(b) (ii) 52.8% 

(c) 44.1% 

(d) 40.7% 

(e) 8.1% 

(t) 8.7% 
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UPSIUSPS-T-S-8. Refer to page 155 of your testimony. at lines 4-7. where you 
state that "Parcel Post is used most heavily by residential customers." 

to or sent by residential mailers? 

residential customers, and, separately, (ii) the volume that was sent to businesses. If this 
informa-tion is not available. provide the Postal Service's best estimates of such volumes. 

RESPONSE: 

(a) 

(b) 

Is it your testimony that most Parcel Post volume is either delivered 

Provide for BY 1998 (i) the volume of Parcel Post that was sent to 

Please see my response to UPS/USPS-T6-3. 
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UPS/USPS-T6-9 Identify all instances In which you have relied on or used In 
your testimony in any way any M 1999 cost. revenue, volume, or other data, and state 
In each such instance why you used N 1999 data instead of data for BY 1998. 

RESPONSE: 

The base volumes used by me to make volume forecasts were 1999 volumes. 

This is consistent with past practice in the forecasting area of using the most recent 

available volume data. 

.., . 
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UPSNSPS-T&li!. Refer to Chart H on page 154 of your testimony. That 
chart shows total Parcel Post volume of approximately 291.6 million pieces, 
whereas the Postal Service's Cost and Revenue Analysis report for FYI 997 
shovJs total Parcel Post volume of approximately 236 million pieces. 

(a) Explain this discrepancy. 

@) Are the volume figures in your Chart H restated in any way to take 
into account the Postal Service's use in FYI998 of Information from 
postage statements in estimating RPW volumes, rather than relying 
solely on the DRPW system for estimating Parcel Post volumes? 

ANSWER 

(a) When the Postal Service updated its methodology for counting parcel post 

volume in the RFWsystem in 1999, the parcel post volume for PI 1997 that you have 

cited was also restated. The restated data are presented in Chart H on page 154 of my 

tesfimony. 

(b) Yes. Please see my response to part (a) above. 
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MR. KOETTING: I will be happy to do that, Mr. 

Chairman. I would note that Coalition of Religious Press 

Associations Interrogatory 16 was an interrogatory that Dr. 

Tolley responded to part of and part was redirected and 

answered by the Postal Service as an institutional response. 

The Coalition of Religious Press did designate at least 

portions of that and they are not in the packet. And I have 

advised counsel of that, and I believe we are going to take 

care of that shortly, but they are not in the packet. 

CHAIRMAN GLEIMAN: I think counsel is about to 

provide you the copies of that material so that we - -  

MR. FELDMAN: Thank you, Mr. Chairman. I have 

CRPA/USPS-T-6-16, parts (a) (b) and (c), which Dr. Tolley 

responded to, and I would request that they be entered into 

the written cross-examination packet. 

CHAIRMAN GLEIMAN: Inasmuch as they were not in 

the packet, if you could please share a copy right now with 

Dr. Tolley. 

MR. FELDMAN: Of course. 

CROSS-EXAMINATION 

BY MR. FELDMAN: 

Q Dr. Tolley, if you would just take a moment, 

please, to review the interrogatory to which I just referred 

and your answer therefor, and if you would affirm that this 

is your answer and would be your answer today? 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue. NW. Suite 1 0 1 4  
Washington, D.C. 20036 

( 2 0 2 )  8 4 2 - 0 0 3 4  
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A Yes, I see, this is (a), (b) and (c) . As I 

recall, (d) was redirected, so I did not answer (d). 

Q Actually, (d) was redirected and we are treating 

your response as your answers to (a) through (c), but if 

those, of course, are not your answers to (a) through (c), 

we accept your characterization. 

A No, they are my answers to (a) through (c), I am 

just emphasizing I did not answer (d) because it was 

redirected. 

MR. FELDMAN: Very good. Mr. Chairman, I would 

then move that the response to CRPA/USPS-T-6-16(a) (b) (c) by 

Dr. Tolley be included in the written cross-examination. 

CHAIRMAN GLEIMAN: If you would please provide two 

copies to the reporter, I will direct that the material be 

received into evidence and transcribed into the record. 

[Designation of Written 

Cross-Examination of George S. 

Tolley, CRPA/USPS-T-6-16 (a) (b) ( c )  , 

was received into evidence and 

transcribed into the record.] 
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RESPONSE OF POSTAL SERWCE WITNESS TOLLEY 
TO INTERROGATORIES OF COALITION OF RELIGIOUS PRESS ASSOCIATIONS 

CRPANSPS-T6-16 

In your response to CRPAIUSPS-T6-1, you were unable to completely answer CRPAs 
request that you provide evidence that We Postal Service's Imprementation of its 
'expeditious treatment" (a) compares favorably with its own service standards 
pertaining to the delivery of periodicals-Class mail and (b) compares favorably with 
Standard A mail.' 

Would the actual service received from the Postal Service when it delivers 
periodicals to readers affect the elasticity of the Periodicals dass or dasses? If 
the answer is either yes or no, please explain. 

Would the service publishers receive from the Postal Service affect the volume 
growth or decline of periodicals of the respective periodicals subclasses? If you 
!sic] answer is either yes or no, please explain. 

If your answer to either (a) or (b) or both is (are) affirmative, should you not 
change your statement that "No information on the extent to which the Postal 
Service adheres to these provisions [service standards for periodicals] was 
necessary for this purpose. and I have none."? 

If you do not have any information about the actual achievement of service goals 
for periodicals by the Postal Service, please identify a witness who can provide 
this information, and who will produce the information, or refer the interrogatory 
tothe Postal Service for an institutional response and provision of the requested 
data. 

RESPONSE 

(a) 

changes In price. This is a function of the value which people place upM) Periodical 

mail. To the extent that the service publishers receive from the Postal Service may 

affec! the value placed on these periodicals, the effect of service is already imbedded in 

my elasticity estimates. 

value these periodicals more or less highly, which may affect these recipients' price 

elasticity for periodicals. This may indirectly affect the own-pnce elasticity of Periodical 

mail volume. 

The elasticity of the Periodicals subclasses measure peoples response to 

If actual service were to change, this may muse some recipients of periodicals to 
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(b) 

to deliver these periodicals, some publishers may choose to shift their periodical 

mailings from the Postal Service to this alternate delivery provider, thereby reducing the 

volume of periodicals mail delivered by the Postal Service. Alternatively, if actual 

service were to improve, some publishers may choose to shift periodical mailings from 

alternate delivery providers and to the Postal Service, increasing the volume of 

periodicals mail delivered by the Postal Service. 

(c) 

my answers to parts (a) and (b) above. Rather, the relevance is whether there has 

been any change to those service standards over time. I have no information on 

changes in actual Periodical service standards over time, nor do I have reason to 

believe they have changed. Moreover, the estimated own-price elasticities associated 

with Periodical mail have generally remained stable over time. Therefore, it was not 

deemed necessary to estimate any effect of changes in service standards on Periodical 

If actual service were to decline, and an alternate delivery provider was available 

The specific service standards associated with Periodical mail are irrelevant to 

I mail volume. 

(d) Re-directed to the Postal Service. 
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MR. FELDMAN: Thank you. 

CHAIRMAN GLEIMAN: Is there any additional written 

- -  designated written cross-examination? Mr. Wiggins? 

MR. WIGGINS: Thank you, Mr. Chairman. Frank 

Wiggins for the Recording Industry Association of America 

CROSS-EXAMINATION 

BY MR. WIGGINS: 

Q Dr. Tolley, I have handed you a document styled 

"Response of United States Postal Service Witness Tolley to 

Interrogatory of the Recording Industry Association of 

America, RIAA/USPS-T6-2." Have you had a chance to review 

that? 

A Yes, I have. 

Q And if I were to ask you today the two questions 

that are posed in that single interrogatory, would your 

answer be the same? 

A They would. 

MR. WIGGINS: Thank you. 

Mr. Chairman, I ask that those be entered into the 

record as part of Dr. Tolley's testimony. 

CHAIRMAN GLEIMAN: If you would please provide two 

copies to the reporter, I will direct that they be entered 

into evidence and transcribed into the record. 

[Additional Designation of Written 

Cross-Examination of George S. 
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RESPONSE OF POSTAL SERVICE WITNESS TOLLEY 
TO INTERROGATORIES OF RECORDING INDUSTRY ASSOCIATION OF AMERICA 

RIAAICISPS-T-6-2 

(a) Please confirm that at the proposed rates, a Standard A parcel 
weighing .617246596 pounds (9.875945537 ounces) will pay postage of 68 
cents if entered at the 3/SDigit pound plus per piece rate set out at Request the 
United States Postal Service for a recommended decision on changes in rates of 
postage and fees for Postal services, attachment B page 13 calculated as 
follows (.617246596 [weight] 66.1 [pound rate]) plus 12.2 [per piece rate] plus 
15 [surcharge less barcode discount]. If you do not confirm, please show the 
calculation by which you determine the correct postage for mail of that weight in 
that rate cell. 

(b) Accept, subject to check, that table 13 of USPS-LR-1-102 shows 
that there are 374,484,000 Standard A regular parcels weighing 10 ounces or 
more and representing 46.141847 percent of the total Standard A regular parcels 
repofied for FY 1998. Are these data consistent with your answer to 
RIAAIUSPS-T-6-I(b)? Please explain. 

RESPONSE: 

(a) 

regular parcel weighing 9.875945537 ounces would cost 68 cents under the Postal 

Service's proposed rates in this case. 

(b) 

374,484,000 Standard A regular parcels weighing 10 ounces or more in 1998. These 

data are consistent with my answer to RIAA/USPS-T-&l(b). 

Confirmed that a nondropshipped prebarcoded 315digit presorted Standard A 

I can confirm that Table 13 of USPS-LR-1-102 shows that there were 

Not all Standard A regular parcels weighing 10 ounces or more could be sent 

less expensively as Standard B Media Mail. In order for mailers of Standard A parcels 

to find Standard B Media Mail rates more attractive, these parcels would have to be 

presorted to the 5-digit level and would have to be sent as part of a mailing which 

contained at least 500 pieces, all of which were presorted to the Wigit level. It is my 

understanding that these requirements significantly limit the number of Standard A 

parcels that might find it advantageous to shift to Standard B Media Mail under the 

Postal Service's proposed rates. In addition, because of dropship discounts, which are 
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available for Standard A mail but are not available for Standard B Media Mail, some 

Standard A Regular parcels weighing 10 ounces or more will be priced below Standard 

B Media Mail, regardless of presort level. Finally, some Standard A parcels, that would 

otherwise be possible candidates to migrate to Standard B Media Mail as a result of the 

Postal Service’s proposed rates, may not qualify for Standard B Media Mail due to 

content restrictions associated with Standard B Media Mail. 
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I, George Tolley, 

DECUIRATION 

declare under penalty of 

foregoing answers are true and correct 

information and belief. 

to the best 

that the 

mowledge, 
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CHAIRMAN GLEIMAN: Anyone else? 

[No response. 1 

CHAIRMAN GLEIMAN: If not, that brings us to oral 

cross-examination. Three parties have requested oral 

cross-examination, however, one of those parties, 

Amazon.com, has informed us that it has no oral cross for 

this witness. The others requesting oral cross were the 

Coalition of Religious Press and the Recording Industry 

Association of America. 

Is there any other party that wishes to 

cross-examine the witness? 

MS. RUSH: Mr. Chairman, the National Newspaper 

Association has just a few questions for Dr. Tolley. 

CHAIRMAN GLEIMAN: Okay. Anyone else? 

[No response. 1 

CHAIRMAN GLEIMAN: If not, unless there has been 

some agreement to the contrary, we will begin 

cross-examination with the Coalition of Religious Press. 

CROSS-EXAMINATION 

BY MR. FELDMAN: 

Q Good morning, Dr. Tolley, I am Stephen Feldman, 

counsel for the Coalition of Religious Press Associations. 

If you would turn to your response to CRPA/USPS-T6-1, 

please. 

A Right. I have that. 

ANN RILEY & ASSOCIATES, LTD. 
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Q Thank you. This interrogatory asks you, in 

reference to your characterization of periodicals being 

given expeditious distribution in comparison with other mail 

classes, except for First Class, Priority and Express. We 

asked you to provide evidence to support this claim. You 

referred then to the Domestic Mail Manual and to the DMCS 

sections on priority of delivery. The question was whether 

periodicals are given expeditious distribution, dispatch, 

transit handling and delivery, preceded only by First Class, 

Priority Mail and Express Mail. Would it be fair to say 

that your answer is that you don't know? 

A Yes. We took the information from the manual and 

had no reason to question it, right. 

Q Well, the manual sets forth, if I can use the word 

"standards" or "targets, 'I is that correct? 

A Well, I don't know, it just says they are given 

expeditious distribution. I don't know whether that is the 

standard or target, it says they are given. 

Q But you don't know whether, in fact, those 

standards are complied with? 

A I certainly did not investigate that, no. 

Q I see. Thank you. If you would move on to the 

fifth interrogatory, T6-5, directed to you by CRPA. 

This question asked you to explain, if you could, 

while regular rate periodical volume has gone up from the 

ANN RILEY & ASSOCIATES, LTD. 
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base year, whereas nonprofit periodical volume has declined 

during those intervals. 

Your answer referred to the elasticities for the 

respective subclasses. Is it your answer that simply 

because elasticities or the equations that produced the 

elasticities are completed that that in effect explains why 

the volume of one subclass goes up and the other goes down? 

A Well, yes. The causal factors are reflected in 

those coefficients, yes. 

Q But the elasticities themselves don't explain 

anything, do they? They are just numbers. 

A The elasticities reflect the causal factors. 

Q But in and of themselves they don't explain 

anything. 

A I am afraid I don't understand that question. 

Q If I write a number on a piece of paper, "minus 

.18" and I tell you it's an elasticity, would you agree I am 

telling you what the elasticity of that product is but I am 

not telling you why that product has an elasticity of minus 

.18? 

A I think that is an entirely different question. I 

think you say if the elasticity with respect to income or 

price is what you mean, so if you tell me that is the 

elasticity the I believe that that is estimated from 

probably the econometric study that puts in hypotheses about 
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causal factors. 

Q In your testimony was any comparison done of why 

nonprofit periodical volume since the base year has been 

declining, whereas regular rate volume has been projected to 

increase? 

MR. KOETTING: Could I get a clarification? You 

keep using the tense that would suggest it has declined. In 

fact, you are talking about it's forecasted to decline? Is 

that the context we are talking about, moving from the base 

year to the test year? 

BY MR. FELDMAN: 

Q Mr. Tolley, to clarify the question perhaps you 

might refer to the Interrogatory T6-5, which in fact set 

forth volume figures derived from your Table 1 at page 5 of 

your testimony, which indicates that starting in the base 

year a certain volume of nonprofit periodicals will decline 

in the test year before rates and it will decline the test 

year after rates, is that correct? 

A If you are reading from - -  

Q Yes, I am trying to not read a lot of numbers, but 

just to clarify the basis for the statement that the volume 

has declined or will decline - -  excuse me. 

In fact, that is in your own table. 

A So what is the question? 

Q The question is why. 
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A Okay. In the interrogatory this brings out the 

fact that there are these elasticities and in the case of 

nonprofits, they led to a decline and in the case of regular 

rate they led to an increase, and there are four 

elasticities involved there. I don't think we want to - -  I 

am perfectly willing to go into the details, but the short 

answer is because the elasticities came out that way - -  so 

you are probably asking more than that. 

Q Don't - -  well, we won't speculate on whether I am 

or not. 

A Oh, fine. That's my answer. That's fine. 

Q In your response in T6-5, you do explain in the 

second paragraph of your answer that transitory income 

accounts for an expected decline in periodical nonprofit 

mail volume of 2 . 2  percent from the base year to the test 

year, and while transitory income accounts for an expected 

decline of only 0.1 percent for periodical regular rate over 

this same period, can you briefly - -  and if you can't do it 

briefly take all the time you need, give an explanation for 

this lay audience of transitory income. 

A Transitory income is the index of capacity 

utilization of the Federal Reserve Board and it is put in 

there as a measure of business fluctuations as an influence 

on mail volume. 

Q And that would be for the economy as a whole? 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1 0 2 5  Connecticut Avenue, NW, Suite 1 0 1 4  
Washington, D.C. 20036  

( 2 0 2 )  8 4 2 - 0 0 3 4  



3683 

1 

2 

3 

4 

5 

6 

7 

- 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

- 
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Q So knowing the transitory income based on the 

Reserve Board data, would you say that is one factor that 

goes into the elasticities that helps to explain the decline 

in volume? 

A That is - -  the elasticity with respect to that 

variable is one of the causal factors, yes. 

Q Are you aware of any specific studies that have 

analyzed the impact of transitory income on publications or 

the publishing industry generally? 

A No, I am not. Our analysis was of the mail volume 

only. 

Q And in the paragraph that follows, paragraph 3 of 

your response, you specify time trend accounts for an 

expected decline in periodical nonprofit mail of 3.3 percent 

from the base year to the test year and then you point out 

that regular rate mail expects to have a decline of 1.3 

percent. 

What data is the time trend based on? 

A Well, the time trend comes from the econometric 

regression and time is put in as an independent variable so 

you number the quarters of each year, give them a number, 

consecutive numbers, and you see if there's any - -  after you 

have standardized for everything else - -  the other 

independent variables, if there is any correlation left with 
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time. 

Q What are the factors that you are correlating? 

A Well, you have the econometric equation. It is 

the other factors that we are talking about in this 

quest ion. 

Q Which are? 

A Transitory income, permanent income, and price. 

Q Are there other factors that you didn't include - -  

I will rephrase that. 

Could there be other factors that you did not 

include in your regression analysis that would also account 

for the decline in nonprofit volume as well as the modest 

increase in regular rate volume? 

A There could always be other factors. We just do 

the best we can. We took the measured variables that we 

could measure reasonably accurately and put those in, and 

then - -  

Q But the regression was not the result of an 

exhaustive study of market trends, demand factors, and 

income of the publishing industry in and of itself? 

A I am not sure about that. We reviewed a lot of 

material. Those were the only variables - -  the variables 

for the econometrics have to be accurate variables and they 

have to be measured for each quarter so they tend to be 

official theories, so if you just have casual information 
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about something you can't put it in the regression. 

Q No, I didn't ask about casual information. I 

asked if there were any specific market studies, income 

studies, sales analysis of the publications or publishing 

industry specifically that were used as a variable in your 

regression analysis. 

A I am just characterizing that material as casual 

in terms of not being issued on a quarterly basis. It may 

be quite valuable information but it was not usable in the 

regressions. 

Q In other words only data that can be expressed in 

a quarterly basis is included in your regression analysis? 

A That is correct. 

Q Thank you, appreciate that. 

If you'd move on to the next CRPA interrogatory, 

T 6 - 6 ,  you state that in applying before and after rates to 

nonprofit periodical mail you use the rate schedule provided 

by Witness Taufigue for proposed periodical nonprofit rates. 

Are you aware that that rate schedule for 

nonprofit rates is identical to the rate schedule proposed 

for regular rate periodicals with the exception that 

editorial content in nonprofit mail is discounted by five 

percent? 

A I have had conversations to that effect but I 

haven't looked at it in detail. 
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Q If you had been provided with a separate set of 

rates to calculate the before and after test year volumes, 

separate rates for nonprofit periodicals, would the volumes 

have differed from the volumes that you projected using 

Witness Taufique's rate schedule? 

A I am not sure I understand that. The situation is 

very simple. I used this rate schedule that was given to 

me. I didn't inquire further about it. I didn't know - -  

when I did it I didn't know that there was a 5 percent 

factor, that kind of thing. 

Q Simply by applying different rates to the same 

subclass of mail, you are going to come up with different 

volumes in the test year, aren't you? 

A Can you repeat that again? 

Q If you apply two different rate schedules to the 

same subclass for before and after test year rates, will the 

volumes be different in each case? 

A Given the price elasticity of demand if you assert 

different prices you will get different volume predictions, 

yes. 

Q Okay. I was about to ask you a question, saying 

all other things being equal, but there was an economist 

here the other day who said that was a bad thing to do, so I 

won't ask you. 

A Well, I am used to the phrase. Let's put it that 
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way. 

Q Okay, thank you. Let's move on to the next 

interrogatory, T - 6 - 7 .  

[Pause. 1 

We asked you to provide all compilations and 

collections of user costs that you used to create the fixed 

weight index. 

Would user costs, as you utilized the phrase, 

include the costs of preparing the mail? 

A Preparing the mail to be mailed, yes, it will. 

Q Why didn't you include them in your periodical 

fixed weight price indices? 

A Well, in the case of the First Class and Standard 

A, the discounts there are an important part of the proposed 

rate schedule. 

So it's seems it is important to figure out what's 

happening to them, and what the response would be to those. 

I don't believe that issue arises with 

periodicals. 

Q Aren't there worksharing and automation discounts 

applicable to the periodical subclasses as well? 

A I believe there are. They are not given to me, to 

us, when we're doing the price analysis. 

Q 1'11 try to get this clear: You were given that 

data for First Class and Standard A ,  but you weren't given 
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A We were given the discounts, yes. 

Q The discounts? 

A Yes. 

Q Are there - -  to your knowledge - -  I mean, you 

can't read other people's minds and I'm not asking you to, 

but just in terms of your own experience, did anyone explain 

why you were receiving discount information about First 

Class and Standard A and not receiving that information for 

periodicals? 

A That issue was not discussed. All of the concerns 

- -  the major concern, the concern over discounts has been 

with First Class and Standard mail, so that's what all the 

discussion was about. 

Q Is the phrase, the major discussion about 

discounts, is that your characterization of the situation, 

or is that how someone at the Postal Service characterized 

it to you? 

A It's my characterization. 

Q But it's simply based on your dealings with the 

staff of the Postal Service? 

A Yes, I think that's right. 

Q Thank you. Let's move to T-6-8, please. 

[Pause. I 

Was the decision not to include additional net 
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trends in periodical mail forecasts made by your or by 

Witness Thress? 

A I think we made it jointly. 

Q It was a matter that was specifically discussed? 

A We discussed the net trends, yes, all the time. 

Q Sure. 

And you discussed the issue of net trends as 

applied or not applied to periodical volume forecasts? 

A Well, they were discussing in going through the 

net trends. 

Q Why are net trends not applied to periodicals? 

A Periodicals, like most of the mail classes, after 

we put in the econometric trend variables, the net trends 

term is very small, and it's so close to one, to having no 

net trend, that it seemed better just to let it go. 

Q Could you give me an example, if one readily come 

to mind, of a product or mail subclass where the net trend 

is large enough so that it would enter into the volume 

projection forecast? 

A In this proceeding, every time that we had a 

separate equation for a subclass category of mail, it turned 

out that the net trends were very small. 

There were three cases where we had to combine 

categories and run a single equation, for instance, for 

private cards, automated and basic cards had to be in the 
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same regression. 

Then if we apply these, we do the analysis there, 

we find that there were some substantial negative net trend, 

I believe, for basic cards, and a positive net trend for 

automation. 

So, in that case, there we had to run one 

equation, whereas the net trend for the total category was 

effectively zero for the individual categories, and there 

were two other cases like that. Otherwise, there were no 

net trends. 

Q In that example about the cards, do you have any 

explanation for why the net trend tended to be more positive 

than negative? 

A Well, we find that as a phenomenon. For instance, 

in First Class letters, we can run the separate equations, 

and we definitely find a trend there. 

I think this has to do with these changing user 

costs, the user costs of automating, seem to be coming down, 

and that’s one important consideration. 

There is a substitution going on, it would appear, 

between automated and non-automated. 

Q But, again, going back a couple of questions, you 

did not apply users costs to periodicals, whereas you did to 

First Class? 

A That’s correct. 
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Q If you will turn to CRPA/USPS-T-6-9, please? 

There you refer to data about periodicals which were 

collected no later than 1 9 9 7  and reliance on the Household 

Diary Study. You stated that you were unaware of any 

industry directories or databases which provide information 

on the number of magazines and newspapers received by mail. 

You are not testifying that there may not be industry 

directories or databases which do provide that information 

more recently than 1 9 9 7 ,  are you? 

A Well, it is always possible that there are. We 

looked extensively for such information and didn't find it. 

Q The phrase "received by mail," and the number of 

magazines and newspapers, do you think it would be fair to 

equate that with the word "subscribers"? In other words, 

newspapers and magazines received by mail means newspapers 

and magazines received by subscribers? 

A I haven't thought about it in detail, but it seems 

reasonable. 

Q So that if your research had been more directed to 

what information is out there about subscribers, you might 

have come up with more recent data, isn't that correct? 

A If it had been there. We find it frustrating the 

way that most of the information is about circulation, and 

we do not find it broken down by subscribers and 

non-subscribers. 
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Q Do you know, in the context of the publishing 

industry, what ABC means? 

A Is that the Audit Bureau of Circulation? 

Q Yes, sir, that is absolutely correct. You may or 

may not be familiar with the next acronym, and if you are 

not, I will quickly explain it, BPA. 

A I may have heard that, but it doesn’t come to 

mind. 

Q It is quite all right. It is the Business 

Publications Audit. Those two organizations do collect 

subscriber information on a twice a year basis. So that it 

is possible, if you had consulted those directories, you may 

have had more recent data concerning subscribers for 

magazines and newspapers, isn’t that correct? 

A We actually did, a few years ago, an extensive - -  

we went to the Audit Bureau of Circulation, and all we found 

there was the totals, and we got the mail, non-mail division 

at that time by taking periodicals volumes and subtracting 

that from total circulation. Now, if the Audit Bureau has 

some information on subscriptions that we didn’t get, that 

might be useful information. I am not sure it would have 

affected our forecast. 

Q But, in any event, in this case, you didn’t refer 

to the ABC or BPA 1 9 9 8  or 1 9 9 9  data, is that correct? 

A Well, from other sources, we were able to get the 
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total circulation figures. 

Q The circulation figures are only up to 1 9 9 7 ,  

correct? 

A No, the Household Diary Study is up to 1 9 9 7 .  We 

didn't get any circulation figures, this is mail received. 

Q By the household? 

A Yeah. 

Q But where did your information about the number of 

the volumes sent? 

A Well, circulation figures, we would have to check. 

There are standard sources, I think the statistical abstract 

has total circulation figures for example. 

Q Well, wouldn't the Postal Service revenue, pieces 

and weight reports which come out on a periodic basis 

provide you with that information? 

A Well, they supply very up-to-date information on 

mail volumes. That is the basic variable that we are 

analyzing in this. 

Q Including periodicals? 

A Yes. But not on total circulation. 

Q But if you took the RPW and you took another 

source that collected that non-mail circulation, that would 

give you the total picture, wouldn't it? 

A That is one way of getting it. Another way is to 

take the total circulation and subtract the mail volume, and 
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then you get the non-mail volume. 

Q Well, then the question is, what is total 

circulation? But we may be going in circles here. 

A Well, you have three numbers, and if you get any 

two of them, you know the third one. It is a question of 

where you get the numbers. 

Q I think we have come to an agreement. 

THE REPORTER: It is a question of whether you get 

the what? 

THE WITNESS: Let's see, you have three numbers, 

and if you know any two of them, you can get the third 

number. 

BY MR. FELDMAN: 

Q You are not making any assumption, though, are you 

that the users of e mail who incur user costs necessarily 4w 813 
I 

rely on threeF&data when making business decisions, 

whether it involves mailing magazines or any other type of 

mail, are you? 

A I am not. You are talking about three year old 

data. I don't know what you are talking about, frankly. 

Q Well, the Household Diary Study is 1997, and we 

are now, depending on who you ask, in the 21st Century, or 

in the last year of the 20th Century, so would that be three 

years? 

A Well, it would be three years, but I certainly 
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would be very surprised if that was a major source of 

information on which magazine and newspaper publishers based 

their decisions. 

Q Are you sure? 

A It would be my strong hypothesis. 

Q All right. If that is your final answer, we will 

take it. 

A My strong hypothesis is that magazine publishers, 

newspaper publishers pay attention to a lot more than the 

Household Diary Study. 

Q I didn't ask about the Household Diary Study, I 

said, do they pay attention to contemporary and current 

data, as opposed to three year old data, like the Household 

Diary Study? 

A I don't know like to be disrespectful. That 

sounds like a loaded question to me. I think you have my 

answer. 

Q Okay. If you would turn to 6 - 1 1 ,  please, CRPA. 

In your testimony about magazines and newspapers, on page 9 1  

of your testimony, - -  

A Do you want me to look at that? 

Q Yes, please take a moment. That involves the 

non-profit sector of the magazine and newspaper business. 

A Okay. 

Q All right. Based on your response to CRPA 
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Interrogatory 6-11, you state that you don't have access to 

more recent data than the 1 5  year old Postal Rate Commission 

study which is referred to page 91 of your testimony. Was 

there any particular purpose in using this information on 

page 91? 

A Well, as I said in this interrogatory, it was 

background information. To me personally, the more I know 

about the mailstream, the better I feel. And if it is old 

data, that is too bad, but if it is the most recent data, 

, I know more about this mail than if I didn't look at 

data. 

Now, I cannot say that it was used specifically, 

but when you look at those figures, they may well changed, 

and I think it is absolutely right. You see that it was 

from 1986 and you have to take that into account and know 

that it is not exactly the same today. Still, I know more 

about this mailstream than if I didn't look at that. 

Q And according to that study in 1986, were 

religious organizations the largest single component of 

non-profit mail? 

A That is what Chart E says, yes. 

Q Thank you. Why don't we move then 6-13, and this 

is just a clarification question which may reflect counsel's 

lack of mathematical aptitude. In part (c), we asked you if 

a 22 percent increase in the real price of periodical 
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non-profit mail over a five year period was in excess of the 

Consumer Price Index. And your answer, after some 

explanation, was that the real increase in periodical 

non-profit rates, as measured by me, meaning you, Dr. 

Tolley, would have been approximately 3.4 percent over this 

time period. 

I do realize you then go on to explain the 

derivation of the 3.4 percent figure over five years, as 

opposed to 22 percent. I would ask your indulgence to 

simply explain orally the derivation of the 3.4 percent 

figure and its significance in that that is the number you 

prefer use? 

A Can I have a minute to look at this? 

Q Of course. Take all the time you like. 

[Pause. I 

THE WITNESS: Now excuse me, what is the question? 

BY MR. FELDMAN: 

Q The question is, again, it may well be counsel's 

lack of arithmetic understanding, is why is it important to 

you that the real increase in periodical nonprofit rates is 

3.4 percent over five years and not 22 percent? To put it 

another way, where did you get 3.4 percent? 

A Right. Well, this is saying that had the Consumer 

Price Index been used, one would have gotten that. We are 

talking about deflation, so you take the nominal, the price 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1014  
Washington, D.C. 20036 

(202) 842-0034 



1 

2 

3 

4 

5 

6 

7 

- 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

- 
I 

3698 

that you and I look at, the nominal price and then you 

divide it by an index of inflation and that gives you the 

real price, so the issue here is what we are going to 

deflate by, how we are going to measure the rate of 

inflation, and we use one measure of the rate of inflation, 

which is from the National Income Accounts, and then there 

is the Consumer Price Index, which is another measure, and 

they do not always give the same answer. I think that is 

the point of this. 

Q I do understand that, and I thank you for your 

answer. Would you want to venture an opinion as to whether 

the Consumer Price Index is useful at all in describing 

postal increases over a period of time, so that the public 

can determine whether or not postal rates are high, low, or 

some magnitude that has some meaning to the public. 

A Well, that is an interesting, a difficult 

question. If I may say so, we had to choose a deflater, and 

feasibility if nothing else suggests that we use the same 

deflater for everything, and the personal consumption 

deflater has some advantages connected with it. It is 

consistent with the National Income Accounts and it is more 

rigorous, in my opinion. 

I don't want to - -  I don't think this is the place 

to get into a discussion of why there are differences 

between the Consumer Price Index and the personal 
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consumption deflater and I certainly don't know that the 

public looks either at the CPI or the personal consumption 

deflater but I don't have a strong opinion on what you are 

saying. 

Q Are you aware that the Postal Service when it 

files a rate case including this rate case puts out press 

releases that compare the magnitude of the proposed rate 

increase to the Consumer Price Index? 

A I probably am aware of that but I have not 

participated in that. 

Q Do you think that is a bad idea? 

A No, I don't. 

Q But in projecting the volumes for the various 

subclasses in these rate cases you prefer to use the - -  

A We had to choose a deflater and we went through 

that many years ago. We keep coming back to it and we keep 

coming up that the National Income Account deflaters are 

conceptually preferable for our work. 

Q Does the deflater include in effect the - -  well, 

one of its components is the nominal price? 

A Nominal price of? 

Q Of the product. 

A Of all products? 

Q Of all products. 

A Yes, all products that consumers buy, yes 
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Q And then how do you get the corresponding nominal 

price for a postal product to make a comparison? 

A That is just the rate that you and I pay at the 

Postal Service. 

Q And that is an unadjusted rate for inflation, 

correct. 

A That is correct. 

Q Thank you. If you turn to 6-14, please, perhaps 

we can make an attempt to do this as a yes or no answer, 

your Table A on page 97 shows that the after rates, postal 

rate impact on periodical nonprofit mail, is minus 2 . 2 5  

percent and Table 10-A on page 106 of your testimony shows 

the same impact on the regular rate periodical subclass as 

minus 1.03 percent. 

Is minus 2 . 2 5  percent more than twice of minus 

1 . 0 3  percent? 

A Yes. I would agree with that. 

Q I think we can agree there. Does that mean that 

just comparing the two subclasses, regular rate and 

nonprofit, that nonprofit is twice as - -  well, more than 

twice as elastic as regular rate periodicals? 

A The answer is no. 

Q Okay, why? 

A I tried to give the answer in the interrogatories. 

Q I understand and I appreciate it and unfortunately 
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I am still left asking the question why. 

A Okay. The elasticity is the percentage change in 

quantity in response to a one percent change in price. Now 

a major thing that is going on here is that the change in 

price of the two products, percentage change in price in the 

two products was not the same over this five-year period, so 

that is a major reason. 

Another reason is that there are lags in response, 

and so it takes some time for these to work out and they 

have, some of the effects have not yet fully occurred, so to 

me the more straightforward comparison is to look at the 

elasticity estimates there that give the elasticity and 

those are the figures that I have quoted and referred to as 

being in Table 8 on page 9 6 .  

It says the elasticity, if you just standardize 

and say what is the effect of a 1 percent increase in price, 

it is for regular - -  is this right? - -  no, it is for 

nonprofit. It is minus , 2 3 6  and for regular it is minus 

.148, so those are not - -  that is less than twice as much. 

Q Yes, but using this standardized, the standardized 

elastic ties, even after the adjustment for different rate 

impacts the nonprofit mail still is more elastic than the 

regular mail? 

A Yes, that is our estimate. 

Q The other part of your response which I did not 
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understand and I ask your indulgence is that you pointed out 

that the numbers we originally compared of minus 2.25 

percent with minus 1.03 percent refer to a test year period 

over which the long-run volume effects have not yet fully 

occurred. 

Nevertheless, the test year is the year in which 

the Commission is being asked to determine rates for, isn't 

that correct? 

A Yes, that's correct. 

Q So that in that year, granted that the full impact 

of the full rate impact for the subclasses hasn't occurred, 

taking that into account for the test year, isn't the 

elasticity for nonprofit more than twice as much as regular 

rate mail? 

A I don't know. See, there are two effects going 

on. One is the difference in the percentage change in the 

price, so we would have to disentangle those two effects in 

that. 

Q Well, what is the significance then of the phrase 

"postal rate impact" of minus 2.25 percent, if it is not the 

actual elasticity, what is it? 

A It reflects two things. Basically it is not the 

elasticity, because the percentage change in prices for the 

two subclasses were not the same, so that is something that 

is going on here, probably the major thing that is going on. 
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1 Q Okay. I think you have explained what it 1s not. 

2 Could you explain what minus 2.25 percent is or 

3 what it represents? 

4 A Okay. You take the percentage change in price and 

5 you multiply that I believe by this long-run elasticity, and 

6 we use long-run because it is a five year period and 

7 certainly over five years that is - -  you are going to have 

8 all the effects, so you multiply it by this long-run 

9 elasticity and that is what the minus 2.25 is, the 

- 

10 percentage change in price over the five year period times 

11 the long-run elasticity. That is the 2.25 percent 

12 Q Which actually reduces nonprofit mail volume by 

13 2.25 percent? 

14 A Yes. 

15 Q Which is more than twice the decline in periodical 

16 regular rate volume, correct, for the same period? 

17 A Yes, but that's not the same as saying that the 

18 elasticity is more than twice. 

19 Q I do understand that, but the percentage of volume 

20 losses stand in relationship to one another in an 

21 approximately 2:1 ratio; correct? 

22 A Well, I'm not sure I understood that question. In 

23 the interrogatory, you asked about the elasticity, and the 

24 answer was in terms of the elasticity. 

25 Q That's why we're doing this followup. The 

- 
I 
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question may not have been as precise as it should have 

been, and so I think our dialogue is helpful in narrowing 

down what that question should be. 

So, just to wrap this up, the question is that the 

decline in volume over five years after taking long-range 

elasticity into account, is more than twice as much for 

nonprofit periodicals as for regular rate periodicals, 

correct? 

A The decline due to price, yes. 

Q Yes. 

A Yes. 

Q I think we have solved the problem, and I thank 

you very much for your assistance. 

If you could refer to CRPA-T-6-15(c), this is 

another question that goes to how recent the studies were or 

are that you refer to in developing your testimony. 

This particular question was, do you have any 

reason to doubt that the overwhelming majority of nonprofit 

and of regular rate periodicals, using your phrase, are, 

quote, "small scale specialty magazines," end quote, or 

regional or local newspapers? 

And you response was, you have no reason either to 

doubt or not to doubt that the overwhelming majority of 

nonprofit and of regular rate periodicals are small scale 

magazines or regional or loca l  newspapers, and you didn't 
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see the relevance to the testimony. 

Leaving relevance aside, which I guess is the 

Commission's job, in the end, to determine, did you happen 

to review any studies done by the Postal Service in Docket 

MC-95-1, which was a reclassification case involving the 

periodicals class? 

A Well, I participated in testimony. I don't recall 

reviewing it recently. 

Q Okay, and do you recall any stratified studies of 

volume levels measured against the number of periodicals in 

the periodical regular rate subclass? 

A No. I suspect that wasn't the part that I worked 

on. I don't recall that. 

Q Moving along to the interrogatory that I showed 

you right after you were sworn in, CRPA/USPS-T-6-16, this is 

for some clarification. 

The Part (d) has been referred to the Postal 

Service for response, 16(d). Your answer to T-6-16 on the 

page that is going into the record, refers to Part (a), but 

does not refer to Parts (b) and (c). 

Just for the record, are you willing to state that 

your response to (a) is your response to (b) and (c)? 

MR. KOETTING: I'm totally lost here. 

MR. FELDMAN: Well, the page - -  it's a four-part 

question. One part has been referred to the Postal Service 
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for response, leaving three parts. Dr. Tolley answered Part 

(a), and there is no indication one way or the other, that 

he has answered (b) and (c). 

MR. KOETTING: Are you looking at the same page 

I'm looking at? 

MR. FELDMAN: May I approach Postal Service 

counsel? 

CHAIRMAN GLEIMAN: Certainly, if it will clarify 

what is going on. 

MR. FELDMAN: There may or may not be a 

typographical error situation here. 

[Pause. I 

MR. FELDMAN: It's a technicality problem, Mr. 

Chairman, that will enable us to drop the question and move 

on. 

I thank Postal Service counsel f o r  his assistance. 

Dr. Tolley, I think that is all we have for you 

this morning and I thank you very much for your 

clarifications and your patience. 

THE WITNESS: Thank you. 

CHAIRMAN GLEIMAN: I think at this point we will 

take our mid-morning break for ten minutes and come back at 

quarter of the hour. 

[Recess. I 

CHAIRMAN GLEIMAN: MS. Rush? 
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MS. RUSH: Thank you, Mr. Chairman. 

CROSS EXAMINATION 

BY MS. RUSH: 

Q Dr. Tolley, I am Tondra Rush. I represent the 

National Newspaper Association. 

I believe all of my questions for you are 

contained within your testimony on pages 88 through where 

you are discussing the trend lines that you see for 

in-county mail. 

A I have that. 

Q Thank you. Dr. Tolley, you are I think seen as 

sort of the Dean of Witnesses in these cases. We have 

certainly had a chance to talk with you on many occasions. 

Do you remember what year you actually began 

examining periodicals trends? 

A That phrase bothers me. It makes me nervous. I 

think it was R80. 

Q All righty, okay. As you have gone through your 

work in this area in forecasting, you have built a body of 

knowledge that you carry from case to case to some extent, 

have you not? 

A Yes. 

Q And as you go through one case after another, do 

you go back and re-examine your source data and try to add 

some things and subtract some things to see if you can 
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clarify your own understanding? 

A Yes. 

Q Can you recall whether you have made any 

substantial change in the source data that you use with 

respect to the within county trends since the last rate 

case? 

A Are you thinking of the regressions? 

Q Yes - -  oh, I am speaking of your understanding of 

the reasons for the trend and for the decline that you have 

cited in the volumes. 

A Right. Okay, because that's two different things. 

The regression equations - -  and I don't think the regression 

equations - -  well, they have been the subject of some 

change, though in recent years not drastic change. We have 

begun putting econometric trends in and I frankly don't 

recall whether we did that in the last rate case or not, but 

over the years we started doing that, but for some time now 

the econometric specifications have not changes basically. 

Q Thank you. You made a reference on the top of 

page 90 to the percentage of adults who read a daily 

newspaper and you pointed out that your sources show that 

there was a decline from 64.8 percent to 58.6 percent 

between 1987 and 1998. 

Have you ever examined any data that tell you to 

what degree that decline is attributed to the closing of 
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afternoon daily newspapers? 

A We haven't seen anything on that. The trend 

incidentally has been going on for a long, long time, so 

that might be a factor. Of course, there's causality as to 

why did the newspapers go down. 

Q So it wouldn't be possible for you with the data 

that you have presently, notwithstanding the Household Diary 

Study, to remove the effect of the closing of those 

afternoon newspapers and examine the trend independent of 

that variable? 

A Well, I don't think - -  I am just thinking out loud 

now - -  we have the decline in the people who are reading 

newspapers. If we are trying to relate that to relate that 

to the closing of the evening newspapers I suppose one might 

be able to - -  it would take a detailed study and I don't 

think we would probably consider needing it for our 

testimony - -  some kind of detailed study relating to the 

decline in that, in newspaper circulation, afternoon 

newspaper circulation, but I would just point out two 

things. 

One, there is cause and effect here. People - -  

the afternoon dailies closed partly because people were 

reading less, so there is that causality involved in it, and 

as I say, I feel sure - -  it is my strong hypothesis that 

afternoon dailies would not explain the entirety of this by 
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1 any means. 

2 Q Do you have any information that shows, I am 
- 

3 taking the beginning of your trend here in 1987 as you have 

4 used in your testimony, do you have any information that 

5 would tell us what percentage of the mail, of the 

6 circulation, the total circulation of those daily newspapers 

7 was actually in the mail as opposed to delivered by other 

8 means? 

9 A Let's see. We some time ago, as I was saying 

10 earlier this morning, we got data from the Audit Bureau of 

11 Circulation, and we did exactly this kind of calculation. 

12 We have not been using it recently because we haven't found 

13 it that useful. 

14 Q You have not found it useful. Is that because it 

15 was a low percentage of mailed copies? 

16 A No, I don't think so. I don't think it is a low 

17 percentage but - -  

18 Q You don't believe that it is a low percentage? 

19 A Let me not try to recall. 

20 Q 
21 

22 upon the mail for delivery? 

23 A Well, we go back to that old Audit Bureau work and 

24 it might. I don't know. Also, it is kind of common 

25 knowledge that the national dailies, the Wall Street Journal 

- 

Okay. Let me ask you in a different way. Are you 

d% aware of any data that show that daily newspapers he vily 
A 
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and the New York Times, USA Today and so forth are heavily 

in the mails. 

Q And that would explain three out of what may be 

1400 daily newspapers? 

A Well, that is certainly right. It's just one more 

factor - -  just one more consideration. 

Q I understand. I understand. But in your own 

experience, do the daily newspapers that you subscribe to 

arrive to your house by the mail, with the exception of 

possibly the Wall Street Journal or the New York Times? 

A No, most of them - -  in my experience, no. 

Q They arrive by private carriers? 

A Yes. 

Q So in preparing this testimony you didn't have any 

specific information that would have said that the 

percentage of mail circulation by these dailies would have 

changed one way or the other between 1987 and 1998, is that 

correct? 

A Yes, that's correct. 

Q So if the circulation of a daily newspaper 

declined and that circulation was completely home carrier 

delivered, not in the mail, it wouldn't necessarily show up 

in your calculations in any way, is that correct. 

A Yes, that is correct. We were of course referring 

to the weekly, the in-county newspapers mainly. 
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Q Yes. 

A And there are these national dailies so it is not 

completely - -  

Q Would you expect the national dailies to be using 

this subclass of mail? 

A Uses regular rate. 

Q The in-county? Okay, so you would not expect to 

see an effect from their involvement in within-county 

subclass? 

A I think no longer. That is correct. 

Q You would not at this point? 

A No. 

Q Okay, thank you. You said in the beginning of 

this section of your testimony that the mail mix in this 

total class consists of newspapers, magazines and other 

periodicals. Is it correct that you don't have any data, 

the Postal Service hasn't provided you any data, that would 

tell you what the percentages are of newspapers versus 

magazines or any other sort of periodical? 

A That's correct. 

Q That's correct? 

A Yes. 

Q And so would that also be true for within-county? 

A I thought you asked about within-county. It is 

true for all of them. 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1 0 2 5  Connecticut Avenue, NW, Suite 1 0 1 4  
Washington, D . C .  20036  

( 2 0 2 )  8 4 2 - 0 0 3 4  



3713 

1 Q It is true for all periodicals? 

2 A Yes. 

3 Q So you can't tell us particularly whether the 

4 within-county subclass is mostly magazines, mostly 

5 newspapers, mostly newsletters, any other kind of 

6 periodical? 

7 A Not with certainty, that's correct. 

a Q Would you expect that weekly newspapers dominate 

9 the subclass? 

- 

10 A I would think they would be very important, yes. 

11 Q Is that the reason that it is the only reference 

12 you have made to a periodical in this part of your section? 

13 I am looking on page 90 in your second paragraph. 

14 You have just discussed on this page the declining 

15 circulation of daily newspapers and then you make a mention 

16 that weekly newspapers are more likely to be mailed at 

17 in-county rates? 

18 A Right. 

19 Q Have you looked more closely at them because you 

20 expect to see their behavior influencing the subclass? 

21 A Not really, recently, if I may interject what we 

22 are doing here. 

23 These subclasses' equations are rather similar, 

24 except the trends are different and we see that the 

25 in-county is going down the most and the nonprofit a little 

- 

I 
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less and regular rate not very much, so this discussion is 

trying to get at some understanding of why that is happening 

but it is, you know, it is just a research project to do 

that. It is not a three-year study of the industry. 

Q I understand. Do you have any data that show 

weekly circulations growing or declining? 

A Not at hand, no. There may be - -  now we have this 

figure on - -  let's look at the testimony. What did we say 

there about weekly newspapers? 

That is from the Household Diary Study. 

Q Anything independent of the Diary Study that you 

would be aware of? 

A No. There may have been years ago, but for this 

testimony this is it. 

Q Can you remember, you said you went to visit the 

Audit Bureau of Circulation to ask them some questions about 

mail use. Can you remember asking the Audit Bureau what 

percentage of its membership was weekly newspapers? 

A I don't remember that. I do remember that the 

Audit Bureau covers only larger publications. 

Q So you wouldn't expect to see a lot of data about 

weekly newspaper circulation from that source at least? 

A I'd have to go back. I don't know. 

Q Mr. Feldman asked you questions about other 

circulation auditor companies. Have you consulted any 
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I 

1 others with respect to this area? 

2 A No. 

3 Q I appreciated your comment that you like to have 

4 all the data you can find to understand the mail stream. Do 

5 you feel that you fully understand the within-county 

6 subclass and the reasons for this apparent downward trend? 

7 A Well, "fully understand" is a - -  I don't think 

8 anyone will ever fully understand things like that. 

9 Q Thank you for that. Neither do we. Let me ask it 

- 

lo in a different way. If you were to try to - -  

11 A May I just add - -  

12 Q Yes. 

1 3  A - -  it's a pretty simple exercise. We saw these 

14 differences in these trends and we like to check out and say 

15 is this reasonable or is this not reasonable. We looked and 

16 it is awfully difficult to get hard information on this. 

17 The information we got seemed consistent with 

18 these differences in trends and so we had no reason to alter 

19 the trends. That was the philosophy we were using. 

20 Q I understand. Let me ask this in a different way. 

21 If pursuing a better understanding of this question were not 

2 2  one of many, many, many large tasks that you undertake for 

2 3  this testimony and you were able to drill down into it, what 

24 else would you like to know to explain this trend? 

25 A Well, I would like to have half a day and come 

,- 
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back to you with a refined research proposal and I can 

assure you we would learn all about it if you would give us 

enough resources to do it. Some of the factors you are 

mentioning. There are many other factors. 

I think more information on the circulation of 

these various types of periodicals would be the first place 

and you need them over time. 

Q Can you recall encountering any major questions 

that you looked at during your work in this area and said, 

gee, I would like to have the answer to that but no one 

seems to know? 

A Oh, yes. 

Q Can you tell me anything about what those 

questions might have been? 

A Well, the kinds of questions you are asking. What 

is the nature of these - -  of the mail streams, more 

specifically, and how have they been changing over time? A 

snapshot is good but to really understand what is going on 

you need changes over time. 

Finding out - -  we look at use of time studies, 

which I consider very informative, but they do not go into 

enough detail, so more detail on that. 

Q That would be use of time by the adult population? 

A Yes, and of course you need it by age groups. We 

think there is a demographic shift going on here and we 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1 0 2 5  Connecticut Avenue, NW, Suite 1 0 1 4  
Washington, D.C. 2 0 0 3 6  

( 2 0 2 )  8 4 2 - 0 0 3 4  



3717 

1 

2 

3 

- 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

- 

would like more information about that. 

Q Understanding the nature of the mail in this 

subclass would be one of the questions you would like to 

have a better answer to, is that correct? 

A Through all the subclasses. I would like to 

understand them all. We do the best we can. 

Q Dr. Tolley, how do you use the revenue, piece and 

weight reports in your work? 

A Let's see, we - -  how do we use them? 

Q Yes. 

A The volume, we take volume data from the Postal 

Service and we take price data from the Postal Service. 

There are the fixed weight indexes, and I believe they use 

some RPW data. 

Q With respect to piece counts and volumes, do you 

rely solely upon the revenue, piece, weight reports? 

A We basically rely on what the Postal Service gives 

us. 

Q Okay. And you don't know whether there is another 

source besides the RPW reports that gives you that 

information? 

A Well, my impression is that that is only one of 

the sources, and it is for some of the classes of mail. I 

have seen that information, but I haven't studied it for 

this testimony. 
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Q Okay. So you have not engaged in any independent 

examination of the bases that the Postal Service uses to 

provide you these volume data? 

A That is not our mission. 

Q It would be beyond the scope of your work to look 

beyond the face of an RPW report, for example, to see how 

those numbers were compiled? 

A It is beyond our mandate. I think we are involved 

in discussions of those kinds of things, but it is not our 

responsibility, no. 

Q If the numbers that you were given were 

inaccurate, it would affect your forecast, would it not? 

A Yes, I think it could be a little bit or a lot. 

My impression is - -  well, let me not go into that. I think 

you are right, it could affect it. 

Q If you were told that the Postal Service compiles 
Irn4 // 

data on the within-county mail from a very percentage of 

rural post offices whose data are gathered through a 

sampling process, would it cause you to have any questions 

about the sources of the data? 

fl 

A Well, it might well, but it is not our role. We 

are asked to take these data and analyze them, and that is 

what we do. 

Q I understand. If you were told by the Postal 

Service that the piece data you were given for this subclass 
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was derived in substantial part by sampling 25 out of 2 6 , 0 0 0  

post offices, would it cause you to have questions about the 

reliability of the data you started with? 

A It might. It might. Of course, you can often get 

an awful lot of information from a small sample, so I would 

just say it might. I would like to know more about that, 

but you have my - -  

MS. RUSH: Thank you, Dr. Tolley, you have been 

very helpful. 

Thank you, Mr. Chairman. 

CHAIRMAN GLEIMAN: Mr. Wiggins. 

MR. WIGGINS: Thank you, Mr. Chairman. 

FURTHER CROSS-EXAMINATION 

BY MR. WIGGINS: 

Q Dr. Tolley, I am Frank Wiggins, here for the 

Recording Industry Association of America. R I M  asked you, 

in its first interrogatory, if you would like to get that in 

front of you. 

A I have it. 

Q Whether there might - -  the parcel surcharge might 

result in migration of eligible pieces from a Standard A 

class of mail to media mail, and you rather succinctly 

rejoined "no." We then followed up a bit to say, if not, 

why not? And you said, "It appears that even with" - -  I am 

reading just the last piece of your answer - -  "It appears 
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that even with the parcel surcharge, it would be cheaper to 

send parcels weighing less than one pound as Standard A mail 

rather than as media mail in the overwhelming majority of 

cases. 'I 

And we thought that last little bit was pretty 

strong talk - -  overwhelming majority of pieces. So, we 

followed up a little bit in the second interrogatory posed 

to you by RIAA, in which you confirmed that a parcel, a 

Standard A parcel weighing rounded 9 . 9  ounces, would pay 

postage of 68 cents if entered at the three, five digit, 

pound plus per piece rate. And the interesting thing about 

68 cents is that that would be the media mail rate for the 

same piece, right? Did you understand that? 

A Yes. 

Q And that is accurate, isn't it? 

A I will take your word for it. 

Q Okay. You actually confirmed that in your 

response. 

A Yes, right. Yes, yes. Yes. So, I do confirm - -  

I did confirm it and I do. 

Q Okay. Good. We then, with that in mind, said, 

gee, are you aware that there are 3 7 4 , 5 0 0 , 0 0 0  rounded 

Standard A parcels that weight 10 ounces or more? And you 

confirmed that as well. And our suggestion was that those 

10 ounce or heavier Standard A pieces would do better 
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migrating away from Standard A into media mail, and that is 

essentially what we asked you. 

And you offered, as I read it, three explanations 

for why that would not happen. And I am going to take them 

up in sort of the reverse order that you offered them, if 

you don't mind. You first said - -  or you last said, "Some 

Standard A parcels may not qualify for Standard B media mail 

due to content restrictions.'' Do you have that at the very 

end of your answer? 

A Yes. 

Q The Recording Industry Association of America is 

made up, as its name hints, of people who sell sound 

recordings. Do you know whether sound recordings are 

consistent with the content restrictions of Standard B mail? 

Can sound recordings be entered as Standard B mail? 

A As media mail. 

Q Media mail, media mail. 

A Yes. Yes. My understanding is that they can. 

Q Okay. So that reason isn't really applicable to 

that part of the mail that might migrate that is associated 

with my clients, is that right? I represent to you that 

they mail sound recordings. 

A Yes, right. 

Q Okay. You also suggest that the bulk requirement, 

the requirement that there be 500 pieces in a mailing might 
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restrict eligibility for the media mail migration. Did I 

read that right? 

A Yes. 

Q Is that what your reference to 500 pieces means? 

A Yes. 

Q Some of the RIAA members are record clubs. Do you 

have a notion of the number of mail pieces annually that 

large record clubs mail? 

A No. I imagine it is quite large. 

Q Would 3 0  or 40 million pieces a year, parcels a 

year, surprise you? 

A I can believe it. It might surprise me, but I can 

believe it. 

Q Okay. I am not asking for social commentary, Dr. 

Tolley. And if that is an accurate number, 3 0  or 40 million 

pieces a year, would you be surprised if every one of the 

mailings that was made consisted of more than 500 pieces? 

A I am not sure every one would. I mean it is a 

large industry, there must be a lot of specialty deals going 

on. But certainly a lot of them would be. 

Q It would be many of the mailings at least that 

would consist of more than 500 pieces. 

A Yes. Yes. 

Q So that that restriction might not be a terribly 

important one. 
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A Right. 

Q And finally, that is two of your reasons, and, 

finally, you say, "Not all Standard A" - -  I'm sorry, they 

have to - -  the parcels, in order to get the 68 cent media 

mail rate would have to be presorted to the five digit level 

and that is right, the media mail A rate is 68 cents. Do 

you have any basis for concluding that sorting to the five 

digit level would be a problem for a large record club? 

A Well, that is a pretty fine level of sortation. 

So I would say it is a pretty fine level of sortation, it 

might well be a limit. 

Q Do you have a sense of, for a national mailing 

basis, and these record clubs are national in scope, do you 

have a notion of how many mail pieces per mailing would 

likely be required to get to densities necessary to get down 

to five digits? 

A I would have to think about, I don't know. 

Q You didn't have that in mind when you made this 

answer? You didn't have a number in mind when you made 

this? 

A I didn't have a number in mind, no. 

Q And you have to deliberate on it a bit before you 

could derive a number? 

A Yes. 

Q Your answer to Number 1 was a little bit broader 
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than I characterized it initially. It says there has not 

been enough data to quantify what, if any, migration may 

have occurred between Standard A and other classes of mail. 

Did you mean there to encompass all of the parcel 

classes, no migration, you think, to any of che parcel 

classes, not just media mail? 

A Well, since there has not been enough data to 

study the migration. 

Q Do you have a view, as you sit here today, whether 

migration to other parcel classes is likely? 

A There may be some. 

Q Can you quantify some? 

A No, I could not quantify. 

Q Is some a little bit as opposed to a lot? 

A It's probably a little bit, but I couldn't 

quantify it. 

Q I appreciate that, Dr. Tolley. 

MR. WIGGINS: Mr. Chairman, I have no further 

questions. 

CHAIRMAN GLEIMAN: Is there any followup? 

[No response. I 

CHAIRMAN GLEIMAN: Questions from the Bench? 

Commissioner Goldway? 

COMMISSIONER GOLDWAY: I was looking at your 

response to CRPA/USPS-6-15, and there was a phrase there 
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that interested me. 

It is 6 - 1 5 .  Of course, all forecasts are always 

subject to a certain amount of uncertainty and may become 

inaccurate if the underlying market being analyzed undergoes 

fundamental changes in the forecast period. 

We're all concerned about the migration of mail to 

electronic billing, and I wondered, in particular, whether 

the Postal Service's announcement concerning eBillPay 

affects your thinking regarding electronic diversion trends. 

And would this announcement of a highly visible 

financial player and one that is in a competing field as 

well, alter your view and make you consider whether your 

forecasts have included the effects of electronic billpaying 

migration to an adequate degree? 

THE WITNESS: Right. Well, we've thought about 

this question because we were directed to, and were very 

interested in it in any case. 

So the actual projected volume for eBillPay is 

simply not very great. I mean, one figure is that it's $25 

million, and that might be 75 million pieces, but not all of 

those are going to be diverted because some of eBillPay will 

still be checks written by the company, that go through the 

mail. 

So, if you come to 25 to 50 million pieces, that 

is such a small percentage of mail that it doesn't really 
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affect our forecasts appreciably. 

COMMISSIONER GOLDWAY: But wouldn't those 25 

million or 50 million really take away a larger number of 

Postal Service transactions, because people are combining 

billpaying? There may be one transaction for a customer, 

but in the billpaying, in the electronic billpaying, but 

that might count for several transactions that would 

otherwise be done in the hardcopy mail? 

THE WITNESS: Well, I think the 75 million, if 

every one were taken away, then that would - -  if I'm 

following you, that would do that. But, of course, not 

every one is taken away. 

And, incidentally, it's also possible that this 

eBillPay is going to take away from other online services, 

and not necessarily from the Postal Service. When one gets 

down into it, it's very difficult to predict exactly. 

COMMISSIONER GOLDWAY: And then I have another 

question for you, also related to CRPA. This one was 

T-6-13. 

And it's just really for my own edification. In 

the discussion you were having about the difference between 

the Consumer Price Index and the Personal Consumption 

Deflator - -  

THE WITNESS: Right. 

COMMISSIONER GOLDWAY: - -  is what you're saying 
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inflation rate over time, in terms of how it impacts people? 

THE WITNESS: Now, let's see, the real price went 

up more, so it would say that the Personal Consumption 

Deflator says that there's been a lower rate of inflation. 

COMMISSIONER GOLDWAY: So from your perspective in 

the documents that you use, there has actually been a lower 

rate of inflation than what the Consumer Price Index shows? 

THE WITNESS: That's what this would imply, yes. 

COMMISSIONER GOLDWAY: Okay, fine, thank you. 

Now, there have also been questions about 

13 periodical data. And you've mentioned that you rely on the 

14 Household Diary Study, and that you have not used other 

15 industry documents. You don't think that they're 

1 6  satisfactory. 

1 7  On page 84 of your testimony, you refer to the 

18 Household Diary Studies for 1 9 9 7 .  Do you have that there? 

1 9  THE WITNESS: Let me get it. 

20 [Pause. 1 

21 Okay. 

22 COMMISSIONER GOLDWAY: And you say that 56.1 

23 percent of a l l  periodicals were sent to households, and this 

24 is a reduction from 77.8 percent. 

25  Yet, in your discussions, you were talking about 

- 

.- 
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the comparability of subscriptions and mailing, and I have 

some information from the Magazine Publishers of America. 

They do a report on at least major mailers. 

And their indication is that in 1 9 9 8 ,  82  percent 

of total circulation was from magazine subscriptions, and 

single-copies amounted to the remaining 18 percent. 

If the Household Diary were wrong, and, in fact, 

the percentages were more like the percentages in the 

Magazine Publishers of America statistics, would that change 

your elasticity formulas and the outcomes that have resulted 

from them? 

THE WITNESS: I can't think of any way that it 

would. This is an illustrative figure. 

I would like to point out that magazines are not 

newspapers, so that could be a part of the - -  and large 

magazines, and that could be a part of the reason. 

COMMISSIONER GOLDWAY: Yes, that's true. 

THE WITNESS: But I can't think of any way. As I 

say, we estimated the equations econometrically, which does 

not depend on this kind of thing. 

And then the major thing we found was that the 

trends were different. And most of our discussion was on 

how we interpreted those differences in trends. 

So, just thinking out loud, I can't think of any 

reason why a discrepancy in that number would particularly 
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have affected our interpretation. 

COMMISSIONER GOLDWAY: I guess all of us are a 

little bit - -  laypeople, anyway - -  not quite certain how the 

econometric formulas work. Oh, that's just my own aside. 

COMMISSIONER OMAS: Could YOU speak a little 

1 oude r ? 

COMMISSIONER GOLDWAY: I was just saying that many 

of us who are laypeople are not certain about how the 

econometric formulas work and whether such a large 

difference in a trend - -  in what I perceive to be a trend 

might impact your resulting formulas. 

THE WITNESS: Well, I think an advantage of the 

econometrics is that they are completely objective, and they 

sort out, according to formulas and so forth, the effects of 

these different variables. 

So we have found those to be very reliable, on the 

whole, and so we place major reliance on those, and we 

depart from those only if we have strong reasons. 

And if we find a result like this that we think 

needs interpretation, then we go out and see if - -  really, 

we try to see, are the reasons that these interpretations 

might not be correct; that's really what we're trying to do. 

COMMISSIONER GOLDWAY: Well - -  

THE WITNESS: So we're not trying to do a - -  we 

couldn't possibly do a full-blow research study on the 
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periodical industry. 

COMMISSIONER GOLDWAY: All right, let me try 

another question: In CRP/USPS-T-6-16, there you talk about 

the elasticity of periodical subclasses and the possible 

relationship to service. 

You say if actual service were to change, this may 

cause some recipients of periodicals to value these 

periodicals more or less highly, which may affect these 

recipients' price elasticity for periodicals, and this may 

indirectly affect the own price elasticity of periodical 

mail. 

I would assume that that would - -  Ghat same 

principle would apply for other classes of mail, as well? 

THE WITNESS: Yes. 

COMMISSIONER GOLDWAY: And would this effect be 

relatively more pronounced on mail where mailers want 

expedited service such as Periodicals Express or Priority? 

THE WITNESS: It might be, yes. 

COMMISSIONER GOLDWAY: Now, you use the phrase, if 

actual service were to change. What about perceived change 

in level of service? 

THE WITNESS: All of that, all of these 

hypotheses, we can speculate at length about these 

possibilities. 

COMMISSIONER GOLDWAY: Could a perceived change in 
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service level or a change in service level be so great as to 

significantly affect a volume forecast? 

THE WITNESS: It could be. My personal opinion is 

that that's not an important consideration here; that's just 

my opinion. 

COMMISSIONER GOLDWAY: My hypothetical focuses on 

the perceived difference between Priority Mail, which is 

perceived to be delivered faster than First Class mail, but 

9 may not be. And if those perceptions changed dramatically, 

10 would there be significant changes, since there is a very 

11 high price elasticity with Priority Mail? 

12 THE WITNESS: Yes, now we are moving away from 

13 periodicals into Priority Mail. 

- 14 COMMISSIONER GOLDWAY: Yes. 

15 THE WITNESS: Fortunately, I don't predict - -  we 

16 don't forecast Priority Mail. But I would agree with what 

17 you are saying. But their expeditious service is extremely 

18 important. 

1 9  COMMISSIONER GOLDWAY: Okay. Then I was trying to 

20 understand the underlying content of the formulas you use, 

21 and it seems to be income and - -  

22 THE WITNESS: Price. 

23 COMMISSIONER GOLDWAY: Price, and two other basic 

24 factors. I was wondering whether there is any input in your 

25 formulas for the impact of advertising. And, generally, as 
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a principle in these kinds of econometric forecasting that 

you do, whether it is mail or some other product, is the 

impact of advertising taken into account when measuring 

price elasticities? 

THE WITNESS: Well, let's see, there are two 

questions. Do we take - -  are we interested in - -  

COMMISSIONER GOLDWAY: Yes. Why don't you do the 

second one and then we will do the first. 

THE WITNESS: Well, let's see. Let's talk about 

advertising mail, Standard B mail. Standard B mail is 

somewhat more price elastic. 

COMMISSIONER GOLDWAY: No, no. No, I am not 

talking about advertising mail. What I am talking about is 

when you are measuring the price elasticity of a product, - -  

milk might be one, I know that from having been involved in 

the Milk Advisory Board in California. What is the impact 

of advertising of that product on the own price elasticity 

of the product? And when you are developing formulas, 

models for measuring price elasticity, do you factor in 

expenditures on advertising and the impact of advertising, 

et cetera? 

THE WITNESS: Right. Let's see, the advertising, 

the major effect of advertising, if it has an effect, is to 

shift the demand curve, whether it affects the elasticity, 

to my mind is moot. That would not be the first 
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consideration that comes to mind. And so, as I say, the 

effect of advertising on the total demand, shifting the 

curve, is conceivably important, and we are concerned about 

the relative costs of advertising by different media because 

it affects - -  advertising mail is so important as a medium. 

So we are concerned all the time about advertising. 

I don't think that we try to take account of the 

effect of more or less advertising on the elasticity. I 

would be surprised if that effect is great, but that is just 

my initial reaction. 

COMMISSIONER GOLDWAY: So you think that 

advertising works to increase demand regardless of price and 

it doesn't impact price elasticity? 

THE WITNESS: At a given price, it increases 

demand, it tries to increase demand at a given price. 

COMMISSIONER GOLDWAY: At any given price. 

THE WITNESS: Yes. 

COMMISSIONER GOLDWAY: But it would not have an 

effect on whether people were willing to pay more for a 

product or not? 

THE WITNESS: Well, that is still a different 

question. If it increases the demand, then they probably 

are willing to pay more at a given quantity, but that still 

doesn't mean that the elasticity has changed. 

COMMISSIONER GOLDWAY: It doesn't mean that they 
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would think that if the price went up, we might not want to 

buy as much, and that is why there is price elasticity, 

because when prices go up, people choose to pay - -  not to 

buy it? Isn't that price elasticity? 

THE WITNESS: Yes, right. But the price response 

- -  or the quantity response to the price could still be the 

same in relative terms. Elasticity could still be the same. 

COMMISSIONER GOLDWAY: I guess what I am trying to 

get at is whether the Postal Service spending $ 3 0 0  million a 

year on advertising impacts the volume of mail and where one 

would look to measure the effectiveness of that, if it isn't 

in price elasticity? 

THE WITNESS: Well, I would come back and 

respectfully say, if there is an effect, it probably is in 

shifting the demand, and that is where I would look first. 

COMMISSIONER GOLDWAY: Shifting the demand from 

where to where? 

THE WITNESS: Well, making the demand larger at a 

given price. I mean that is - -  I think it is what the 

Postal Service and most advertisers are trying to do. So 

they are really, they are just trying to increase the 

demand. They are not looking at the response if they raise 

the price, they are not trying to influence that. And I 

don't know of any studies that would suggest that that is a 

major impact. 
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COMMISSIONER GOLDWAY: Are there any studies to 

measure the effectiveness of advertising on volume growth? 

THE WITNESS: Well, they try. The main thing is 

to try to explain the level of advertising expenditures of 

private industry. I think that the studies that 

successfully explain the effect of advertising on volume - -  

well, we are getting into a whole area. If you are 

competitive advertiser, and this is not my field 

particularly, if you are in a competitive industry, if you 

are in the soap industry or something, you have got to 

advertise to get the business away from your competitors. 

But we may be getting afield. 

COMMISSIONER GOLDWAY: Well, not necessarily. 

That could explain some of the Postal Service advertising. 

Well, thank you for enlightening me. 

THE WITNESS: I hope so. I hope I did. 

CHAIRMAN GLEIMAN: As Commission Goldway said in 

her aside, we lay people have difficulty with the concept 

sometimes. 

I don't want to belabor the issue of diversion of 

mail into electronic media, but I do want to make sure I 

understand the situation. It is your understanding that in 

the test year $ 2 5  million in revenue is anticipated to be - -  

I don't know whether it is lost or diverted, or whatever, 

involving some 7 5  million pieces? 
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THE WITNESS: Yes. 

CHAIRMAN GLEIMAN: You said, you followed that up 

by saying that, of course, not all of this would be lost to 

the Postal Service because some of the bills that people 

anticipate are going to be paid electronically at some 
P ' O t  

are going to wind up in the hard copy mailstream 

because apparently the creditor doesn't accept electronic 

payment. Do you have any sense of how many of the 75 

million pieces? 

THE WITNESS: No. I would just point out, if none 

of that, if the whole 7 5  million were diverted, it still 

would be quite small. 

CHAIRMAN GLEIMAN: I understand that. I am just 

trying to get a feel for what is going on. I spoke with 

somebody about the Postal Service's eBillPaying venture and 

characterized it as, and so I will explain this is not a 

pejorative, as cannibalization, as opposed to absolute 

diversion, because, in effect, rather than losing a piece of 

mail and the related revenues entirely, the Postal Service, 

theoretically, would be keeping some of the mail in the 

system that would otherwise be diverted to another party. 

And what I am wondering is, whether this $ 2 5  million, $ 7 5  

million pieces, is a number above and beyond what you built 

into the system when you were looking at diversion to other 

electronic bill paying? 
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THE WITNESS: Yes, it is above and beyond. 

CHAIRMAN GLEIMAN: Above and beyond. Okay. So 

these pieces that, theoretically, would otherwise stay in 

the mailstream but for the Postal Service entering the 

electronic bill paying, these particular pieces that we 

talking about? 

THE WITNESS: Yes. 

CHAIRMAN GLEIMAN: Okay. I needed to understand 

that a little better, get it squared away in my own mind. A 

question about the own price elasticities that you have 

presented in the R 2 0 0 0  docket. They appear to me, relative 

to the numbers that you presented in the R97 docket, to be 

significantly different in a number of cases. In the case 

of single piece First Class, it has gone from .19 to . 2 6 .  

For example, there are others that have changed. Parcel 

Post has gone from . 9 6  to 1 . 2 3 .  Are these changes generally 

due to refinements that you have made in your demand 

equation or with respect to particularly classes or 

subclasses of mail, have there been specific factors that 

have come into play that have influenced the changes? 

THE WITNESS: I think it is mainly due to 

specifications. 

CHAIRMAN GLEIMAN: So it is by and large 

refinement, general refinement - -  

THE WITNESS: Yes. Yes. 
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CHAIRMAN GLEIMAN: Okay, thank you. I have no 

further questions. Is there any follow-up? Questions from 

the bench? 

MR. RICHARDSON: Mr. Chairman? 

CHAIRMAN GLEIMAN: Certainly. Mr. Richardson. 

CROSS EXAMINATION 

BY MR. RICHARDSON: 

Q Dr. Tolley, Ken Richardson, OCA. I just have a 

couple of follow up questions relating to the eBillPay 

questions you have just had. 

You mentioned that there may be up to 7 5  million 

letters that would be deferred from the Postai Service but 

that they might be mitigated to the extent that the e-Bay or 

whoever is handling the e-Bay processes, I believe it is 

Check Free, would be mailing checks through the mail anyway 

and that would mitigate the loss of mail. 

Do you have any sense of whether or not Check Free 

would be batching those, the amount that it would be sending 

and paying bills for customers? 

A I suppose there would be some batching. I 

really - -  this was not a major part of our work, not a part 

of my work at all. 

Q Are you familiar with the process of eBillPay at 

all? 

A Well, I think I know the general terms of it, yes. 
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1 Q Do you know that they would be batching on any of 

2 their payments? 

3 A I don’t. I haven‘t really - -  I may have thought 

4 about it but I haven‘t investigated it in that detail. 

5 MR. RICHARDSON: Thank you 

- 

6 

7 

8 

9 

1 0  

11 

12 

13 

1 4  

15 

16 

1 7  

18 

19 

20 

2 1  

22 

23 

24 

25 

- 
1 

-- 

CHAIRMAN GLEIMAN: I just want to clarify it for 

the record, Mr. Richardson. I think you used the term 

lle-Bay” - -  did you mean eBillPay? 

MR. RICHARDSON: Yes, I did, Mr. Chairman. Excuse 

me. 

CHAIRMAN GLEIMAN: There are lots of electronic 

bill paying services - -  e-Bay may actually have one. I know 

Yahoo has one. I see it every time I get on Yahoo but we 

are talking about eBillPay, right? 

Are there any additional follow-up questions? 

Questions from the bench? 

If not, that brings us to redirect. Mr. Koetting, 

would you like a few minutes with your witness? 

MR. KOETTING: NO, Mr. Chairman. I would like 

about 30 seconds, I think. 

CHAIRMAN GLEIMAN: I think we can probably spare 

that. 

[Pause. I 

MR. KOETTING: Mr. Chairman, we have no redirect. 

CHAIRMAN GLEIMAN: If there is no redirect, Dr. 
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8 

9 

1 0  

11 

1 2  

1 3  

1 4  

1 5  

1 6  

1 7  

1 8  

1 9  

2 0  

2 1  

2 2  

23 

2 4  

2 5  

Tolley, that completes your testimony here today. 

We appreciate your appearance and your 

contributions to the record. AS is always the case when a 

witness of you stature appears here I wind up scribbling all 

kinds of notes hoping that I can read my scribbling later on 

because I am sure that I got some nuggets ou t  of what you 

said, and I don't mean relative to the case. I mean 

relative to understanding what I am supposed to understand. 

THE WITNESS: If you are like me, you won't be 

able to make anything out of them. 

[Laughter. ] 

CHAIRMAN GLEIMAN: In any event, I want to thank 

you, and you are excused. 

THE WITNESS: Thanks. 

[Witness excused. I 

CHAIRMAN GLEIMAN: Mr. Koetting, whenever you are 

ready you can call your next witness. 

MR. KOETTING: Thank you, Mr. Chairman. The 

Postal Service calls as its next witness Thomas E. Thress. 

Whereupon, 

THOMAS E. THRESS, 

a witness, was called for examination by counsel for the 

United States Postal Service and, having been first duly 

sworn, was examined and testified as follows: 

DIRECT EXAMINATION 
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1 BY MR. KOETTING: 

2 Q Mr. Thress, I am handing you a copy of a document 

3 entitled, "Direct Testimony of Thomas E. Thress on behalf of 

4 the United States Postal Service," which has been designated 

5 as USPS-T-7. 

6 Are you familiar with this document? 

7 A Yes. 

8 Q Was it prepared by you or under your supervision? 

9 A Yes. 

- 

10 Q If you were to testify orally, would this be your 

11 testimony today? 

12 A Yes. 

13 MR. KOETTING: Mr. Chairman, on that basis the 

- 14 Postal Service would request that the direct testimony of 

I 15 Thomas E. Thress, USPS-T-7, be admitted into evidence. 

16 CHAIRMAN GLEIMAN: Is there any objection? 

17 Hearing none, I will direct counsel to provide the 

18 

19 

20 

21 

22 

23 

24 

25 

reporter with two copies of Witness Thress's testimony, and 

the testimony is received into evidence and will not be 

transcribed into the record. 

[Direct Testimony and Exhibits of 

Thomas E. Thress, USPS-T-7, was 

received into evidence.] 

CHAIRMAN GLEIMAN: Mr. Koetting, those knotty 
& 

little CategoryNLibrary References, do we have any? 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

- 

- 

MR. KOETTING: We do, Mr. Chairman. 

BY MR. KOETTING: 

Q Mr. Thress, are you familiar with Library 

References USPS-LR-1-119 and 1-122 and I-123? 

A Yes. 

Q Are you prepared to sponsor those into evidence? 

A Yes. 

MR. KOETTING: Mr. Chairman, the Postal Service 

would move those into evidence. 

CHAIRMAN GLEIMAN: I will direct that those 

Library References be entered into evidence and not 

transcribed into the record. 

[Library References 1-119, 1-122 

and 1-123 were received into 

evidence. I 

CHAIRMAN GLEIMAN: Mr. Thress, have you had an 

opportunity to examine the packet of designated written 

cross-examination that was made available earlier today? 

THE WITNESS: Yes. 

CHAIRMAN GLEIMAN: If those questions were asked 

of you today, would your answers be the same as those you 

previously provided in writing? 

THE WITNESS: Yes. 

CHAIRMAN GLEIMAN: There are no corrections or 

additions then? 
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THE WITNESS: NO. 

CHAIRMAN GLEIMAN: That being the case, counsel, 

if you would please provide copies of the designated written 

cross to the reporter, I will direct that the material be 

received into evidence and transcribed into the record. 

[Designation of Written 

Cross-Examination of Thomas E. 

Thress was received into evidence 

and transcribed into the record.] 

A" RILEY & ASSOCIATES, LTD. 
Court Reporters 

1 0 2 5  Connecticut Avenue, NW, Suite 1 0 1 4  
Washington, D.C. 20036  

( 2 0 2 )  8 4 2 - 0 0 3 4  



3 744 

.- 

BEFORE THE 
POSTAL RATE COMMISSION 

WASHINGTON, DC 20268-0001 

Postal Rate and Fee Changes, 2000 Docket No. R2000-1 

DESIGNATION OF WRITTEN CROSS-EXAMINATION 
OF UNITED STATES POSTAL SERVICE 

WITNESS THOMAS E. THRESS 
(USPS-T-7) 

lnterroaatories 
Association of American Publishers MPIUSPS-T7-1-4 

Coalition of Religious Press 
Associations 

CRPNUSPST7-1 I 2a, 3-5 
CRPNUSPS-T6-2-4 redirected to T7 

Newspaper Association of America CRPNUSPS-T6-4 redirected to T7 
MMNUSPS-T6-1-2, 4 redirected to T7 
NAAIUSPS-T7-1-12 
UPSIUSPS-T7-1 

United Parcel Service MPIUSPS-T7-3 
MMNUSPS-T6-2 redirected to T7 
PSNUSPS-T32-9a redirected to T7 

Respectfully submitted, 

M&aret P. Crenshaw 
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DESIGNATED RESPONSES OF 
UNITED STATES POSTAL SERVICE 

WITNESS THOMAS E. THRESS (T-7) 
DESIGNATED AS WRITTEN CROSS-EXAMINATION 

Interroqatow: 
AAP/USPS-T7-1 
AAPIUSPS-T7-2 
AAPIUSPS-T7-3 
AAPIUSPS-T7-4 
CRPNUSPS-T7-1 
CRPNUSPS-T7-2a 
CRPA/USPS-T7-3 
CRPNUSPS-T7-4 
CRPNUSPS-T7-5 
CRPNUSPS-T6-2 redirected to T7 
CRPNUSPS-TG-3 redirected to T7 
CRPNUSPS-T6-4 redirected to T7 
MMNUSPS-TG-1 redirected to T7 
MMNUSPS-TG-2 redirected to T7 
MMNUSPS-TG-4 redirected to T7 
NAAIUSPS-T7-1 
NAAIUSPS-T7-2 
NAAIUSPS-T7-3 
NAAIUSPS-T7-4 
NAAIUSPS-T7-5 
NAA/USPS-T7-6 
NAAIUSPST7-7 
NAAIUSPS-T7-8 
NAAIUSPS-T7-9 
NAAIUSPS-T7-10 
NAAIUSPS-T7-11 
NAAIUSPS-T7-12 
PSAIUSPS-T32-9a redirected to T7 
UPSIUSPS-T7-1 

Desiqnatina Parties: 
AAP 
AAP 
AAP, UPS 
AAP 
CRPA 
CRPA 
CRPA 
CRPA 
CRPA 
CRPA 
CRPA 
CRPA, NAA 
NAA 
NAA, UPS 
NAA 
NAA 
NAA 
NAA 
NAA 
NAA 
NAA 
NAA 
NAA 
NAA 
NAA 
NAA 
NAA 
UPS 
NAA 
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RESPONSE OF POSTAL SERVICE WlTNESS THRESS 
TO INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAPNSPSl7-1 On page 68 of your testimony. you atate that 'Genemlly. 
bound printed matter fdlr Into orbe of thm CategoriSS: catnbga. book (indudlng 
telephone books In some a m ) ,  and direct mal! advertiring weighing aixteen ounces or 
m o n . ' W  mapedtothh statement: 

Fleare Idone and provide all utudh. reporb, data or other evidence that 
you relied upon to aupport thii statement. 

P b a e  provide any actual data or estimate8 m i b b b  that ahow lhe 
amount of Bound Printed Matter CBPM') that blla into each ofthe thm major 
categories of BPM identified by your testimony. 

(a) 

@) 

RESPONSE 

(a) 

are mailed as bound printed matter. based on convenations with various Postal Service 

personnel over the years. 

Thk statement we8 made baaed on my underatanding of what lypea of mteriai 
- 

(b) Please sse.Dr. Tolley'a r s s p o n ~  to AAPNSPS-156. 
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I I 

RESPONSE OF POSTAL SERVlCE WlTNESS THRESS 
TO INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAPNSPSl7-2 On p a ~ e  69 of your testimony. you explain that tho effed of 
the gradual migration fmm Spscial W e  mail into BPM after 187941 h 'modelad by 
including kgistlc market pandmtbn variables In the demand equation8 for bound 
printed matter and specbl rate mail volumes.' with fespecl to thb .taement, please 
explain H this gmddusl migration b the only effed a p t u d  by the market pnetration 2- 
variables in the BPM and in Spedal Rata demand equations or If them are additional 
effect8 captured by the use of w e  vafiables. If additional e s c b  am CapturOd, please 
liit all MI& rdditianal effects and quantlfy the extent to which the market pn-ion 
variables in BPM and Spdal  Rate aptun each additional effect 

RESPONSE: . _  
I would ray that this gradual migretibn b the primary effecl coptud by the 

market penetmtion variable in tho Special Rate demand equstion. In the case of bound 

printed matter, however, It appears th.1 the z-variable Is also taking account of some 

general growth in the number of catalogs through the 10808 and 19808. 

The volume growth In bound printed matter due to the z-variable is comparable 

in magnitude to the volume lore for special rate mail due to thet z-varlable through 

1987. Hence, until thattim, the z-variables am both consistent with a 8impls.shift 

between these two 8ubcia1ses. Since 1988. however. the po6ltjve z-variable in the 

bound printed mater equatlon I8 much stronger than the negative z-varlable in the 

special rate equation. lhii  h p l b  that some other factor, or facton. such as the 

growth in the mail-order mtall rabr indusby owr thii time pariod (see, for example, Dr. 

Tollay's RIIponaa to AAPNSPST&l), h being explalned by the z-variable since 1988. 

This additional factor, or faeton, being p W  up by ths bound printed matter 

z-variable, explain rppmximately a 40 parwnt inmaso In the volumo of bound printed 

matter. primaritytrom 1988 until lQQ6. 
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RESPONSE OF POSTAL SERVICE WTNESS THRESS 
TO INTERROGATORIES OF AGsocwtoN OF AMERICAN PUBLISHERS 

AApNSPST7-3 On page 70 (line8 10-1 1) of your tesfjmony, you stele that 
with respect to the BPM demand equation, a dummy whbk equal to one (1) haa been 
included sincs lWBQ1 To accuunt Ibr an othenvf8e unexplained dodim in bound 
printed matter of Wl 1 percent rlncs 1898.’ W M  mpect to thh statement, please 
desaibo any attempt8 fo explain thb dedlrm uiing alternative model s ~ c a t i o n r  w 
alternative data. In addkn,  p k w  provide MY actual equatkns that were estimated in 
these attsmpts and expbh why ea& attempt Q ekplaln thb &he was ultimately 
Ejected. 

RESPONSE: 

I made no additional attempts to explain thii downturn other than to include the 

dummy variable that was ultimatety Included In my testimony. 
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RESPONSE OF POSTAL SERVICE W I N E S  THFESS 
TO INTERROGATORIES OF ASSOCIATION OF AMERICAN PUBLISHERS 

With r88pactto tha thm psnmten used m wlwlating the 
z-variable for BPM in Table 11-14 bted on page 74 of your testimony (lines 14-17). 
pbaase explaln why thma pusmeten were estbneted for BPM and state tha bash used 
to estimate M& ofthero thm panmeten. 

RESPONSE 

MPNSPST74  

Pb.w IMO my W m n y  ot pogw 124 through 128, eJpecially page 127. lines 

11 through 16, wbem the thm prrPmetbn ursd to fit the z-variable8 estimatsd in my 

testimony am deacdbed in mors detail. 
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. 

RESPONSE OF POSTAL SERVICE WTNESS THRESS 
TO INTERROGATORIES OF COALITION OF RELIGIOUS PRESS ASSOCIATIONS 

CRPANSPS-T7-1 In your response to CRPANSPS-TB-2. you stated that 94% 
of regular Periodical mail felt the impact of new rates two or more quarters after a rate 
change. You then stated that 40.8% of nonprofit Periodical mail felt the impact of 
changes two or more quarters afler a rate change, What is the explanation for the large 
discrepancy? 

RESPONSE: 

My exact quote was the following: 'For Periodical Regular mail, W.0 percent of 

the impact of changes in prices is blt two or more quarters afier a rate change. For 

Periodical nonprofit mail, 40.8 percent of the impact of Changes in prices is felt two 

quarters after a rate change." This is not the same as saying that "04% of regular 

Periodical mail felt the impact of new rates two or more quarters after a rate change." 

I would be hesitant to offer an explanation for the difference in the leg structure 

of the price elasticities associated with Periodical regular and nonprofit mail, Other than 

to point out that the mailers of Periodical nonprofit mail are generally not the same as 

the mailers of Periodical regular rate mail, and that I therefore would expect the 

demand characteristics of these two groups to differ somewhat. I have no 

preconceived ideas, however, about what these differences might be. The figures cited 

in my earlier response are a product of my econometric analyses of Periodical regular 

and nonprofit mail. . 



3751 

-i 

I RESPONSE OF POSTAL SERVICE WITNESS THRESS 
TO INTERROGATORIES OF COALITION OF RELIGIOUS PRESS ASSOClATlONS 

CRPARISPS-l7-2 In your response to CRPAILISPS-T6-4, you hypothesize that 
'One possible explanation for some of the difference in the amount of regular versus 
nonprofit mail that is automated is that automation discounts are somewhat lower for 
nonprofit mall than for regular mte mak' 

(a) If one subclass has lower piece distribwn costs than another, is it not possible 
that the difference In costs would require a lower automation docount for the 
subclass with the lower piece distribution costs? 

Does the Cost and Revenue Analysis Report f o r  the Ease Year show 8 
difference in cost per pieoe between a nonprofit periodical and a regular-rate 
periodical? 

Provide the same information provided in (b) above for each year from 1999 
through the Test Year. 

(b) 

(c) 

RESPONSE: 

(a) 
setting of Postal Service discounts. My intention in citing the diffarence in automation 

discounts between Standard Regular and Standard Nonprofit mail was to merely point 

out a mathematical identity that, in many cases. Standard Regular discounts are greater 

than Standard Nonprofit discounts. I certainly did not intend to make any implications 

regarding the appropriatenees of Postal Sewice discounts. 

I have no expertise in Postal Setvice costing issues, nor am I an expert in the 

In apib of my limited knowledge on this subject, I can attempt to answer your 

question. It is my understanding that automation discounts are ret by the Postal Rate 

Commission (PRC), and that the PRC has a great deal of disuetion in setting these 

rates. As such, I do nof befieve that anyfhlng wuld mmquire' a lower automation 

discount for one subclass vemus another. If, however. you replacad lhe word 'require" 

will, the word "justify' in your interrogatory. then I b e l i e  that the answer to your 

question would be yes. 

(b) - (c) Redirected to the Postal Service. 
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RESPONSE OF POSTAL SERVICE WITNESS THRESS 
TO INTERROGATORIES OF COALITION OF RELIGIOUS PRESS ASSOCIATIONS 

CRPANSPSl7-3 You also state in your rssponcie to CRPANSPS-16-4 that 
'Nonprofit mailers have higher costs associated with automation [than ragular-rate 
nrailersr. 

What is the foundation for that assertion? Provide any studies, data or other 
information that USPS has that would substantiate your statement. 

RESPONSE: 

This statement was made on the basis of my econometric analysis of the 

proportion of First-class and Standard A mil which have received worksharing 

discounts historically. fhis analysis is described in section N of my testimony. In the 

cases of Standard Regular and Standard Nonprofit mail, see especially pages 172 - 
179. As I said in my earlier response to you, '[tlhe econometrically estimated mean 

user costs for Nonprofit automation letters ... are 2 - 4 cent6 higher than the 

econometrically estimated mean mer costs for Regular automation letters (see Table 

IV-3, page 184 of my testimony, USPS-T-7): 

I 
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RESPONSE OF POSTAL SERVICE WlTNESS THRESS 
TO INTERROGATORIES OF COALITION OF RELIGIOUS PRESS ASSOCIATIONS 

CRPANSPSl7-4 Is it your understanding that most publishers, large or small. 
possess 'automation equipment' (Response to CRPARISP§-T6-4)7 If your answer is 
affirmative, what 'equipment' are you talking about, and what Ls the widen- that 
validates your statement7 

RESPONSE: 

I have no idea how many publishem, large or small, possess "automation 

equipmenr under any definition of 'equipment." In my response to CRPANSPST6-4, I 

was referring generally to the equipment necessary to generate and spray barcodes on 

mail. 

In an effort to be nsponsive to your earlier interrogatory, my answer included two 

possible hypotheses for the difference in the level of automation you obsenred. I am 

generally unfamiliar with the specifc practices of any individual mailers. My analysis 

focuses on the overall level of automation within each subclass of mail, and does not 

distinguish between large or small mailers or between mailers who do their own 

presorting and automating and those who use a presort bureau. 
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RESPONSE OF POSTAL SERVICE WITNESS THRESS 
TO INTERROGATORIES OF COALITION OF RELIGIOUS PRESS ASSOCIATIONS 

CRPARISPST7-5 

(a) What facts support your answer to CRPNUSPS-T64, where you state that ‘It 
may be more difficult for nonprofit mailen to use presort bureaus. many of whom are 
heavy users ofarrtomebion, than regular mailers.? 

(b) Is it your opinion that larger-volume publications, e.g.. over 200,000 Copies per 
issue, are more l i l y  01 less Likely to have ‘in-house’ fulfillment departments than are 
srnaller-circulation periodicals? What is the foundation for your response? 

RESPONSE: 

(a) 

factual supporl. 

(b) 

The statement you quote was a hypothesis on my p a t  for which I have no 

I really have no opinion on this subject. 
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RESPONSE of POSTAL, SERVlCE WITNESS THRESS 
TO.iNTERROGATORIES OF COALmON QF RELIGIOUS PRESS ASSOCIATIONS 

REDIRECTED FROM POSTAL SERVICE WITNESS TOUEY 

CRPAIUSPST6-2 Pleass refer to your testimony on page 06 where you 
present a volume forecast for periodicah nonprofit man. You acknowledge that “the 
Base Year rate$ ar0.a mix @ RQ7-1 rete8 and the rates that prevailed before R97-I 
took effew The impact of new postal rates upon prriodlcab volume Is, as you know, 
typkelly delayed becau6e subscriptioh 6old under the prior rates have several months 
to run before they eipim. And only later, when thow dubsctiptions are renewed, do 
they indude the w s t M  increased postege. 

When you’cplmbln6d partialyear data from each portion of the Base Year (Le., a 
before-Rg7-T pottion and a post-R87-i portion) to calculate this foreca6t dd you allow 
for the delayed impact of new rates on periodicals due to the fact that the existence of 
subscriptions defers the Impact of new rates on postal volumes? 

RESPONSE 

I 

The delayed impact of new rates on perlodicals is accounted for through the 

indusion of lags of the price variables in the Periodlcals demand equations. For 

Periodical Regular mail, 94.0 percent of the impact of changes In prices is felt two or 

more quarters afkr a rate change, For Periodicot nonprofit mail, 40.8 percent of the 

impact of changes h prices Is felt two quartera after a rate change. For Periodical 

classroom mail, 85.7 percent of the impact of changes in prices is felt two or mom 
quarters after a rate change. 
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c RESPONSE OF POSTAL SERVICE WlTNESS THRESS 
TO MTERROWTORlES OF COALmbN OF RELIGIOUS PRESS ASSOCIATIONS 

REDIRECTED PROM POSTAL SERVICE WITNESS TOUEY 

CRPANSPS-16.3 !Yeaso refer to page 109 of your testimony where you 
recognize the impact of wholesale pulp and paper prices on the volun# of mgutar-rate 
periodicals ma. Why b nb comg'aeible recognition oftbe impact ofwholesele pulp and 
paper prices to be found in your analysis offadon which affect the volume of nonprofit 
periodicals mail? 

RESPONSE 

. 
- 

The wholesale price of pulp and paper was investigated in the Periodical 

nonprofn equation prior to RQ7-1. The results wefe reported in Workpaper 3 

accompanying my testimony in that case (R97-1, USPS-T-7) at pages 220 and 245. 

At that time, the price of pulp and paper had an incorrect (positive) sign. Hence, 

the variable was not included in the final specification used in that case. 

In this case, if the wholesale price of pulp and paper b added to the Periodical 

nonprofn demand equation presented in my testimony, the estimated elasticity of 

Periodical nonprofR mail with respect to the price of pulp and paper is -0.023 with a 

t-statistic of -0.035. This is not significantly different from zero, and was therefore not 

included in the Periodical nonprofit equation presented in my testimony and used by Dr. 

Tolley to make volume forecasts. Further, this value is so low that it is unlikely that 
including it would have any noticsable impact on Dr. Toliey's volume forecasts 

presented in thii case. 
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c RESPONSE OF POSTAL SERVICE WITNESS THRESS 
TO INERROGATORIE$ OF COALITION OF RELIGIOUS PRESS ASSOCIATIONS 

REDIRECTED FROM POSTAL SERVICE hTNESS T O W  

Cl?VWSPS-W Plea- refer to$hart F @. 11 1) and to Chart G @. 137) of 
‘your testimony. Over the span .ofW@e yeam (1988 - 1999) wular-rate, non-carrier- 
mine, bulk mall has.become lncreaslngly automated. reaching a hioh of 83.6% 
automsfed In 189s. Only a m  one-sixfh of this mail remains nonautomated. 

Over this 6am pew nonprofit, non-carrier-mute, bulk mail has also become 
more automated,.but el a slower paw. In 1999, a f m t  one-third of nonprofit, non- 
carrier-rbute, bulk mdl remdned nonautomated. Can you identii any factors which 
would 8ccount for the sbwqr implementation of automation for nonprofit, Standard A 
mail ab compared to ragukr-fafe, Standard A mail? 

. 

. 

RESPONSE: 

One possible explanation for some of the difference in the amount of regular 

versus nonprofit mail that is automated is that automation discounts are somewhat 

lower for nonprofit mail than for regular rate mail. For example, Regular automation 

basic letters are priced 5.2 cents lower than Regular nonautomated basic letters. while 

Nonprofit automation basic lettern are priced only 5.0 cents h r  than Nonpmft 

nonautomated basic letters. Also, Regular automation W g i t  letters am priced 3.1 

cents l m r  than Regular nonautomated presort letters, while Nonprofit automation 

&digit letters are priced only 2.8 cents lower than Nonprofit nonautomated presort 

letters. 

- 

In addition, H appears that Nonprofit mailers have higher user costs associated 

with automation. The econometrically estimated mean mer costs for Nonprofit 

automation let!ers, for example, am 2 - 4 cents higher than the eoon&wlly 

estimuted mean user costr, for Regular automation lctten (soe Tale N-3, page 184 of 

my testimony, USPST-7). Thh may be because Regular mailem may be lamer and 

more regular maibrs who are better able to afford automation equipment, which can 

cost several hundred thousand dollars. It may also be mom dMicult for nonpmfit 

mailers to use presort bureaus, many of whom are heavy users of automation, than 

regular mailers. 
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RESPONSE OF POSTAL SERVICE WITNESS THRESS TO 
INTERROGATORIES OF MAJOR MAILERS' ASSOCIATION 

REDIRECTED FROM WITNESS TOLLEY 

MMNUSPS-T6-1 In Table 1 on page 5 of your prepared testimony, you provide 
volume projections for all subclasses of mail on a Before-Rates and After-Rates basis. For 
First-class Single Piece you show a small decline. whereas for First-class Workshared you 
show a significant gain. 

' 

(a) Is the volume growth in First-class Workshared k t ten coming from the Single 
Pie- category? Please explain your answer. 

(b) Assuming your answer to part (a) is yes. is the migration from Single Piece to 
Workshared increasing, staying about the same, or decreasing? Please explain your 
answer. 

RESPONSE: 

(a) 

continued migration of some mail from single-piece to workshared First-class letters. 

(b) 

number of variables, including time trends. Migration between these two categories. 

independent of changes in worksharing discounts and the effect of classification reform 

(MC95-1), is captured primarily through these trend terms. The trends are projected to 

continue to affect mail volume at approximately the same rate in the forecast period as has 

been true historically. 

The projected growth in First-class workshared letters volume is due, in part, to 

Singlepiece and workshared First-class letters volumes are forecasted using a 

This is consistent with a constant mgratlon of mail from single-piece to workshared 

First-class letters over time, although no explicrt projection of the rate at which First-class 

letters shiR from slngls-pke to workshared btien Is made. 
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REDIRECTED FROM WITNESS TOLLEY 

MMNUSPS-T6-2 On page 37 of your prepared testimony, you slate, "It is 
estimated that a one percent increase in the average discount for workshared letters leads 
to a 0.139 percent decline in the volume of single-Piece letters." 

(a) Is it true that your statement applies so long as the average discount for 
workshared letters remains within a certain, narrow range? Please explain your 
answer. 

(b) For what range of average discount amounts does your estimate apply? 

(c) Is there a minimum average discount amount at which point the elasticity will 
decrease very quickly, Le., the discount will be so low that the Single Piece Volume 
will no longer decline? If so. please stale what that discount amount is. 

(d)'Is there a maximum average discount amount at which point the elasticity will 
increase very quickly, Le., the discount will be so high that the Single Piece volume 
will decline at a much greater rate? If so. please state what that discount amount is. 

(e) What kinds of mail migrate from First-class Single Piece to Workshared? Please 
provide all Postal Service studies, analyses, and other documents that discuss 
migration of mail from First-class Single Piece to Workshared. 

RESPONSE: 

(a) 

over which the econometric estimates are made Econometric estimates may, however. 

continue to provide the best possible forecast. even if rhe data are significantb different 

from their historical range. 

(b) 

1999Q4. Over thb time period. the average wo*shanng discount for First-class letters. 

expressed in 1999 dollars (Le.. adjusting for inflabon over this time period) has varied from 

just over 4.5 cents to just under 7.0 cents (in 1999 dollars). Both the Test Year before-rates 

and after-rates discounts, of 6.7 cents and 6.6 cents. respectively (in 1999 dollars), fall well 

within this range. 

(c) 

In general, econometric estimates are most valid for data which falls within the range 

The discount elasticjly was estimated over a tm period from 198321 through 

If the worksharing discount were decreased. then, all other things being equal. the 



3 7 6 0  

RESPONSE OF POSTAL SERVICE WITNESS THRESS TO 
INTERROGATORIES OF MAJOR MAILERS' ASSOClATlON 
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volume of workshared First-class letters would decline, and the volume of single-piece 

First-class letters would increase. This is true at any discount level. Hence. the premise of 

your question, that the discount has to be low in order for single-piece letter volume io no 

longer dedine. does not appear to me to be valid. 

As the discount declines, mail will shift from workshared to single-piece First-class 

letters. This will lead to an increasing volume of single-piece mail that could migrate to 

workshared First-class letters in response to increases in the workshare discount. Hence, 

as the discount declines, a greater percentage of single-piece mail could be affected by 

future changes to the discount, so that, as the discount declines. the discount elasticity will 

increase. 

(d) There likely exists some discount at which all mail that would ever be workshared 

will. in fact, be workshared. If such a discount were reached, then any further increase in 

the discount would have no additional effect on the volume of either single-piece or 

workshared First-class letter volume. Therefore. to the extent that the discount elasticity of 

singlepiace and workshad Fint-Class letlen may not be constant at extreme values, it IS 

most likely to be the case that the elasticity will decrease as the discount increases. 

It does not appear that either of the scenarios described in sections (c) and (d) has 

occurred. given the dfscounts offered by the Postal Service historically. Therefore, I could 

not state with any degree of certainty at what. if any. discount levels the assumption of a 

constant discount elasticity would no longer be valid. 

(e) 

workshared First-class Mail. 

I am unaware of any studies of the types of mail that migrate from single-piece to 
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REDIRECTED FROM WITNESS TOLLEY 

MMNUSPS-T6-4 
workshare requirements on mailers while also providing them with greater workshare 
discounts. 

On page 39 of your testimony you note that MC95-1 imposed greater 

(a) Was one of those new workshare requirements to increase the minimum number 
of pieces needed to qualify for the to a 3digit zip code discount, from 50 pieces lo 
150 pieces? 

(b) Was one of those new workshare requirements to increase the minimum number 
of pieces needed to qualify for the 5dgit r ip code discount, from 10 pieces to 150 
pieces? 

(c) WouM the imposition of such new workshare requirements tend to shit? mail from 
one presort category to another presort category, resulting in the mailer receiving a 
lower discount? If not, please explain your answer. 

RESPONSE: 

(a) . Yes 

(b) Yes 

(c) All other things being qual, the imposilion of new, more stringent workshare 

requirements would likely cause some mail to shifl into a lowerdiscount presort category. 
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NAANSPS-T;I-l Please refer to pages A-20 and A-21 of Wtness Tolley’s 
testimony. where he states the! “PO is the weighted average of deflated prices for 
1999Q.l through 199944 ... P i  is the weighted average of deflated prices for 1998Q4 
through 1999Q3, P2 k 60 welghted average of deflated prices for 1998Q3 through 
1999Q2, P3 is the welghted average of deflated prices for lQ98Q2 through 1999Q1.“ 

In your estlmatkn, do you use the weighted average offour quarters as 
your price Input? Please cite the sour(# for your answer. 

In your eaimation, when uslng lags, do you use lags by quarters, Le., one, 
two, or three quarter lags? Please cite the source for your answer. 

a. 

b. 

RESPONSE: 

a. 

occasion to calculated averages of multiple quarten. 

b. 

page Ql , line 6. 

No. All of my analyses are done on a quarterly basis. I therefore had no 

Yes. I describe my use of price lags In my testimony at page 90, line 15 through 
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“ s P S l 7 - 2  

a. 
b. 

C. 
d. 

Please confirm that your First Cbss Workshared Letters 
regression does not include p crcws-price elasticity with respect to Standard ECR. 

If you cannot confirm, please explain why not. 
a d  YOU etso eafimate a regression that included the cross price elasticity 
with respect to Standard ECR? 
If yes, please provide the results. 
If not pbase indicate why you did not indude the cross prim elasticity 
with respect to Standard ECR. 

RESPONSE: 

Confirmed. 

a. Not applicable. 

b. NO. 

c. Not applicable. 

d. 

percent of Standard ECR volume (in lQQQ), them is no presort category of First-class 

letters that is comparable to Standard ECR mail in terms of preparation. Further, the 

average price af Standard ECR automation basic ktters io more than 10 cents and 

more than 40 percent less than the average priw of First-class automation carrier- 

route letters. Hence, it seems extremely u n k w  to me that there would be much, if 

any, price-based substitution between there two subclasses of mail. 

Wm the exception of automation carrier-route letters, which comprise a mere 6.6 
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NAANSPSl7-3 Pbaae confirm that your Standard Regular regression 
include8 a CrQS6-pfh1 elastiticity with r8speU to First Chse Laten but does not include 
a CroSs-price elasticity with resped to Standard ECR, aside from the "Dummy for Shift 
of Mail from ECR Into Regular after RQ7-1". 

If you cannot conflrm, please explain why not. 
DM you also estimate a regression that included the c w  price elasticity 
with m p e d  to Standard ECR? 
If yes, please provide the resub. 
H no, please indicate why you did not include the UOIUL price elasticity with 
respecl to Standard ECR. 
why do you include the croscp- elasticity with respect to First Class 
Letters in your regression for Standard Regular rather than the cross price 
elasticity with respect to First Class Workshared Letters? 

a. 
b. 

c. 
d. 

e. 

RESPONSE 

Not confirmed. My Standard Regular equation includes a cross-price elasticity with 

respect to workshared First-Clam letters. 

a. Not applicable. 

b. Yes. 

c. Please see Workpaper 3 accompanying my testimony at pages 120 and 137 

through 140. 

d. Not applicable. 

e. See my responso above. 
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W S P S l 7 4  Please confirm that your Standard ECR regression does not 

Did you aka mtimatb a mgmslon that included the crow price elasticity 
with mpec! to either First Class Letters or Standard Regulaf? 
If yes. please provide the resub. 
If no, please Indicate why you did not include the cross prim elasticities 
WHh respect to either First Class Letten or Standard Regular. 

include a cfOseprice ofasticity with respect to e i t k  First Class Letters or Standard 
Regular, aside from the "Dummy for Shin of Mail from ECR into Regular after R97-1." 

a. 

b. 
c. 

RESPONSE: 

Confirmed. 

a. 

b. 

to Standard Regular mail, please see Workpaper 3 accompanylng my testimony at 

pages 141 through 145. 

e. 

2(d) above. 

Yes for Standard Regular, no for First-class Letters. 

For a Standard ECR equation which includes a crossprim elasticity with respect 

with respect to First-Class letters, please 888 my response to W S P S - n -  
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NAAIUSPSTT-5 Please confirm that you do not estimate separate equations 
for Standard A p b r a t e e  and Standard A pound-rated mail In your analysis. Please 
indicate why you dld not. 

RESPONSE 

Confirmed. Because the Postal Sewice did not ask Dr. Tolley to make eepamte 

forecasts for Standard A piece-rated and pound-rated pieces, I OBW no benefit in 

attempting to estimate separate demand equations for these mall categories. 
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NAANSPSl78 
elasticities between Standard A piecerated and Standard A pound-rated mail. Please 
confirm that as a resuk, you do not allow for the possibility of migration between 
Standard A piece-fated and pound-rated pieces. 

RESPONSE: 

Please confirm that you do not estimate any crossprice 

Confirmed that I eatlmate no cross-price elasticities between Standard A piece- 

rated and Standard A pound-rated mail. This is not equivabnt to saying that I have 

either estimated or assumed that such a cros~-prb elasticity is qual  to zero. Hence, I 

cannot confirm your last sentence. 
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RESPONSE OF POSTAL SERVICE WlTNESS THRESS 

Please give the values and cite the source for: 

Your newspaper prlce inputa (reference your testimony page 50). What 
was the name of the rpedfic BLS prim series used? 

Your direct mil adverbing delivery cost inputs (referenca your testimony 
page 46). 

YOW dimd mil advertising technologlcol ad inputs (reference your 
testimony page 48). 

TO INTERROGATORES OF NEWSPAPER ASSOCIATION OF AMERICA 

"USPsT7-7  

a. 

b. 

c. 

RESPONSE 

a. 

"WP-NWS". This i8 BLS WlOQ310221NS. 

b. Delivery costs am measured by postal price indices. Nominal prices can be 

found in USPS-T-7, Workpaper 1, Table 1-15, page 22, under the column headings 

'PX3R-NCRUW, "PX3R-CR". and "PX-3NU". for Standard Regular, ECR, and bulk 

nonproftt mail, respectively. These prices are deflated by dividing by the Implicit 

penonal consumption deflator (USPS-T-7, Workpaper 1, Table 1-16, page 26, under 

column heading PC-). The natural logarithm ofthaso pnms are used in my 

regressions. 

c. 

price of computer equipment squared. These vulrbkr can be found in USPST-7, 

Workpaper 1, Tabb 1-19 ("f-CMP") and T.#. 1-20 CP-CMP-SO") on pages 26 m d  

27, mpsdhrely. 

USPS-T-7, Workpaper 1, Table 1-lg, pogo 27, under the column heading 

Technological costs are measured by the pr ia  of computer equipment and the 
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NA4/usPS-n-8 Please confirm that you imp060 stochastic mstrictions in the 
fdldng: 1) Between workshared first cfess ktten and single piece fint cla.58 letters 
(see riago 15 of your testlmony), 2) Between Standard A regular and workshared first 
class btten (see p a m  17-20 and 52). 3) Between Standard A nonprofit and both 
StDndard A Regular and ECR subclasses (page 53), and 4) Between Standard Regular 
and Standard ECR (page 53). 

a. 

b. 

11 you do not confirm any of the above. please explain why not. 

Please confim that for restriction 1) above, you decided to freely estimate 
the beta in the workshared equation and impose the stochastic restriction 
in the single piece equation, based on a 1-statistic test. H you cannot 
confirm, please explain why not. 

What bask ir there for choosing the estimation in the way described in 
(b), rather than freely estlmathg the beta in tho single piece equation and 
imposing the s t W s t i c  restriction in the workshared equation? 

For restriction 2), you make the stetemen! on page 20 that the standard 
enon am estimated -such that these cross-prim elasticity estimates have 
lmpr i i~  t-statisUc8 of 3.833.' Please explain what you mean by "hpiic2 t- 
statistics". 

For restriction 3), you state that the "coefficient on this dummy variable is 
freely estimated In the Standard bulk nonprofit equation, and io 
stechasticaitj constrained within the Standard Regular and ECR 
equations." Why did you choose to do it this way rather than the other 
way around? 

For restriction 4), you state that the koofficient on this variable is freely 
estimated in the Standard ECR equation and i8 stochastically constrained 
in the Standard Regular equtlon.' Why did you choose to do it thh way 
rather than the othr way around? 

Again for mstrkUon 4), what lmprct doo8 lnduding a dummy have when 
this model b used to foreus!? C8n the model take into account relative 
diemnces in prop& mtea betwoen Standard A Regular and ECR? 

c. 

d. 

e. 

1. 

g. 

RESPONSE: 

Confirmed. 
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a. Not applicable. 

b. Confinned. 

c. 

estimated valw of & (t-staUstic of 3.619) is considerably more significant than the 

fmelyartimated value of PIP (t-8tatistic of -1.845), the freely-estimated value of & was 

used, and the restriction in equation (11.4) was imposed stochastically on the value of 

As I sate at page 15 of my testimony, lines 17 through 20, "[bJecause the freely- 

BW- 

d. 

case, I chose the variance associated with the restriction such that the 1-value of the 

restriction (where tho t-value b equal to the restricted coefficient divided by the square 

A stochastic restriction invokes a coefficient and an associated variance. In this 

root of the variance ofthe restriction) was equal to 3.633. 

e. 

nonprofit equation than in either the Standard Regular or Standard ECR equations. 

Because the volume of Standard bulk nonprofit (Nonprofit and Nonprofit ECR) mail is 

considerably less than the volume of Standard bulk regular (Regular and ECR) mail, the 

relative impact ofthe shff of mail out of Standard bulk nonprofit was greater than the 

relative impact of the shfl of mail into Standard bulk regular. That i8, the eftact of the 

rule change being modeled in thii case was to bwer Standard bulk nonprofit mail 

volumo by a h o a  5 percent, whereas thb rub ch.nge lnaaased Standard bulk regular 

mail  volume^ by Only rbout 1 psmnt 

1. 

equation than in the Standard Regular equation. 

g. 

is greater than the price of automation canler-rwte letters (8.g.. prior to RQ7-1) and a 

The freely estimated coefficient was more significant in the Standard bulk 

The freely estimated coeffident was mom signfficant in the Standard ECR 

This dummy takes on a value of zero when the prim of automation &digit ktten 



3771 

I 

.- 

RESPONSE OF POSTAL SERVICE WTNESS THRESS 
TO INTERROGATORIES OF NEWSPAPER ASSOCIATION OF AMERICA 

value of one whsn the price of automation 5-digit letters is less than the price of 

automation canier-mute letten (e.& since R97-1). 

Because part of the barn year used by Or. Tolley to make his volume forecasts 

(lQ99Ql through lQQ9Q4) is prior to RQ7-1, while all ofthe forecast period is since 

RB7-1, this variable d m  have a modest positiie effect on the volume of Standard 

Regular mail in the forecast period and an offsetting negative effect on the volume of 

Standard ECR mail. Thls is discussed by Dr. Tolley at pages A-15 through A-17 of his 

testimony (USPST-6). 

Because this b merely a simply zero-one dummy, thb variable will only reflect 

changes in whether automation 5digit letters am priced above or below automation 

carrier-mute letters, but will not otherwise take into account changes in the diierence 

between these rates. 
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NAANSPS-77-B Please r&r to your testimony page 11 1, where you state "If, 
however, one's goal is to obtain the best posaibfe estimate for each individual 
coefficient ..." what does "best possible" mean? How are you detenining "best 
possible"? 

RESPONSE: 

The "best possible" estimate b the most f l c k n t  unbiased estimate of a 

&cient. That b, the estlmate for which the expected value is equal to the actual 

value (unbiased) which has the lowest estimated variance (most efficient). My 

estimation procedure is a form of Generalized Least Squares (GLS) and is described at 

page 129 of my testimony. Subject to the GLS restrictions described in my testimony, 

my estimated mfficients will be tho most efficknt unbiased estimates. 
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NAANSPS-TI-10 .Please refer to your testimony page 58, Table 11-1 1, where 
you llnd that the totel Standard ECR own-prlce eladcity is equal to -0.808, and also to 
your testimony In R97-1, Tabb 11-15, where you find that the total Standard ECR own- 
price elasticity is wuatC0 0.598. Ooer thh change r e M  a structural shift in the 
elasticity in the mom recent time perlod, or does it reflect inherent randomness in the 
data used for estimetlon? Please explain. 

RESPONSE: 

Thh change appears to k the result of the changes made to the Standard ECR 

specification since the last case (0.0.. inclusion of UCAP, exclusion of the price of radio 

advertising, different measure of the price of newupap3r advertising), as opposed to 

indicative of a change in the actual own-pria elasticity of Standard ECR mail over time. 

I say this because, if one estimates the cumt ECR demand equation using a sample 

period ending in 1997Q2 (as was done in R87-1), tho estimated om-prioS elearcity for 

Standard ECR mail h estimated to be equal to -0.768, which k not very different from 

my cumnl estimate of -0.808. 
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there 
NAANSPSTT-1% Pleaso refer to page 48, lim 1-12 of your testimony. Is 

any conelstion beween the price of newspaper advertising and: 
a. DeliieryEoab 
b. Technological costs 
Pbase explain. 

RESPONSE 

YeS. 

a. 

of Standard Regular mail for the sample period over which I estimate the Standard A 

equations is 0.60. The simple correlation between the price of newspaper advertising 

and the prim of Standard ECR mail over this same time period is 0.65. 

b. 

of computer equipment for the sample period over which I estimate the Standard A 

equations is 4 9 3 .  The simple correlation between the price of newpaper advertising 

and the computer price squared over this same time period is 0.92. 

The simple correlaUon between the price of newspaper advertising and the price 

The simple correlation betwean the prlce of newspaper adverlislng and the price 

. -  
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NAAILISPST7-12 Please refer to page 50, linea 11-13, of your testimony. 

a. 

b. 

c. 

Please confirm that Standerd (A) mail competes with radio and television 
adverU8hg. H you cannot confirm, please explain why not. 
Please confirm that you have not explicitly modeled substit,titution between 
Standard (A) mall and ndlo and television rdvertlsing. 
Have you made m y  adjustment to your model to accoonl for the sbsence, 
in Mlr year's niodel, of any explwt factor for radlo and television 
advertlslng. 

. 

RESPONSE: 

a. 

for limited advertising dollam. 

b. Confirmed. 

c. 

I can confirm that direct-mail, radio, and television advertising are in competition 

I have not made any adjustments to my model expressly for that purpose. 
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PSANSPS-T32-Q(a) In response to PSANSPST32-1 (d)(iii), you state that if 
newer data had been used to develop the R97-i forecasting, the own-price elasticity 
estimate for Parcel Post may not have been the same. 

(a) 

RESPONSE: 

Please explain why it may not have been the same. 

The own-price elasticity is estimated as a function of the historical volume of 

parcel post mail, If the historical volume of parcel post mail k changed. as was the 

case wilh the restatement of the parcel post data, then, mathematically, it stands to 

mason that the own-price elasticity may also change, as  the relationship has changed 

between volume, which has changed, and price. which has not changed. 
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your testimony In any way any N l Q Q Q  coat, revenue, volume. or other data, and state 
in each such instance why you used FY lQQQ date instead of data for BY 1888. 

RESPONSE: 

UPSNSPS-TI-1 Identify all instanam in which you have r e l i  on or used in 

AU of the DConOInetrk analyak used In my testimony relied upon data through 

lQQQQ4. In all cases, complete data for both lQQ8 and lQQQ was Included in my 

analyses, so that it would be incorrect to say that I used 1899 data "Instead of data for 

BY lOQ8," My use of 1QQQ data in my analysb is consistent with past practice in the 

forecasting area to u w  the moat recent available volume data. 

.... 
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CHAIRMAN GLEIMAN: Is there any additional written 

cross examination for this witness? Mr. Baker? 

MR. BAKER: Mr. Chairman, Bill Baker with the 

Newspaper Association of America. 

CROSS EXAMINATION 

BY MR. BAKER: 

Q I have handed the witness two copies of a document 

entitled, "The Response of Witness Thress to Interrogatory 

NAA/USPS-T7- 9 - -  and we would ask the witness if I were to 

ask the question today, would his answer be the same? 

A Yes. 

MR. BAKER: And with that, Mr. Chairman, I move it 

be included as designated written cross examination. 

CHAIRMAN GLEIMAN: Mr. Baker, if I could impose 

upon you to provide two copies to the court reporter, I will 

direct that the additional designated written 

cross-examination be entered into evidence and transcribed 

into the record. 

MR. BAKER: I will, and if I may, Mr. Chairman, I 

will - -  at this point I have reviewed the testimony and I no 

longer have oral cross for this witness. 

CHAIRMAN GLEIMAN: Thank you, sir. 

[Additional Designation and Written 

Cross-Examination and Response of 

Thomas E. Thress, NAA/USPS-T?-14 
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was received into evidence and 

transcribed into the record.] 
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NAA/USPS-T7-14. Please refer to your response to NAA/USPS-T7-10, in which 
you state that the change in the estimated own-price elasticity of Standard (A) 
Enhanced Carrier Route mail "appears to be the result of the changes made to the 
Standard ECR specification since the last case." You also estimate your current ECR 
demand equation using a sample period ending in 1997Q2. 

R97-1 demand specification. 
Please estimate of [sic] the current own-price elasticity of ECR mail using the 

RESPONSE: 

The estimated own-price elasticity of Standard ECR mail using the R97-1 

demand specification, estimated using a sample period through 1999Q4, using the 

econometric methodology employed in my current testimony, is -0.599. 
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CHAIRMAN GLEIMAN: Is there any additional written 

cross? 

If not, that brings us to oral cross. Two parties 

have requested oral cross examination, Coalition of 

Religious Press and the Newspaper Association of America. 

Mr. Baker has graciously agreed not to cross 

examine today. Mr. Feldman, can we entice you to take the 

same course of action? 

[Laughter. 1 

CHAIRMAN GLEIMAN: If not, you may begin when you 

are ready. 

MR. FELDMAN: I am thinking about what the 

enticement could be - -  

CHAIRMAN GLEIMAN: You will never know until we 

issue our recommended decision. 

[Laughter. I 

MR. FELDMAN: I know. I suppose going off the 

record won't get me anywhere, so let's stay on the record 

and proceed as expeditiously as we can. 

CROSS EXAMINATION 

BY MR. FELDMAN: 

Q Good morning, Dr. Thress. 

A Good morning. 

Q I am Stephen Feldman, counsel f o r  the Coalition 

25 for Religious Press Associations, and the Postal Service 
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referred several of our questions - -  we had directed them to 

Dr. Tolley and however you answered them, so I will ask you 

to go to CRPA/USPS-T6-2 to begin our discussion, 

In your response, this interrogatory discussed the 

impact typically delayed on periodical volumes and - -  rate 

impact, I should say - -  and what I would like to know is for 

periodical nonprofit mail you state that 4 0 . 8  percent of the 

impact of changes in prices is felt two quarters after a 

rate change. 

That, just to simplify matters, would mean let's 

say hypothetically a rate increase for nonprofit periodicals 

went into effect January 3rd, say, 2 0 0 1 .  That would mean for 

the first six months of 2 0 0 1  4 0 . 8  percent of the impact 

would occur to that subclass of mail, correct? 

A No - -  40.8 percent would occur after that time. 

Up until that point only 60 percent of the rate change would 

occur. 

Q After the rate change. I appreciate that very 

much. That was really the direction of the question. I 

think you have really cleared that up, so that first period 

immediately after - -  

A Right - -  

Q - -  we would have approximately 5 9 . 2  or 60 percent 

of the impact and then the balance two quarters after that. 

So is the impact then when totalled up 
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essentially - -  well, it is essentially within the test year, 

isn't it, 2001, or is that too simplistic a - -  

A I think it is too simplistic. Really the way it 

works, two quarters out the effective price elasticity is 

only 59 or 60 percent as great as the long-run price 

elasticity. You know, three quarters out the effective 

price elasticity is the same as the long-run price 

elasticity because we are now in the long run, so it is more 

of a cumulative effect. 

In the first two quarters the cumulative price 

effect is only 60 percent as great as what it would be after 

that two quarter period, so that for the test year - -  I am 

going back to - -  in the case we of course assume that rates 

take effect the first day of the test year. For the first 

half of the test year, the first two quarters, the rate 

effect is not as strong as it is for, say, the last two 

quarters of the test year, so that the cumulative effect of 

prices in the test year is not  as strong as it would be, for 

example, the next year when you have - -  all the lags would 

have worked their way out. 

I believe Dr. Tolley answered - -  gave that answer 

as a question and compared the effect in 2001 with the 

effect in 2002 and I am afraid I don't recall what 

interrogatory response that was of his, who asked it or what 

the context was. 
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Q It appears that the difference between regular 

mail, periodical regular mail, and periodical nonprofit 

mail, when assessing the timing of the rate impact, seems to 

be quite different? 

A Yes, it is. 

Q Do you have any explanation for that? 

A I really don't. The answers come out of my 

mathematical equations, which, in the case of periodical 

nonprofit and periodical regular, take fundamentally the 

same variables - -  income from earned income, transfer 

income, a time trend, the price - -  and use these variables 

to explain volume. 

I mean, to the extent that periodical nonprofit 

volume historically differs from periodical regular volume, 

and, likewise, periodical nonprofit price differs from 

periodical regular price, that leads to this difference. 

But this difference that I cite in the answer, it 

just falls out of the mathematics. 

I guess, going in, recognizing that nonprofit 

mailers are different people than regular mailers, and so 

nonprofit periodicals are probably substantively different 

from regular periodicals, I wasn't surprised that the 

numbers were different. 

But I really wouldn't want to venture an opinion 

as to why they are. 

.- 
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Q Would you accept, just for the purpose of this 

question, that the revenues of nonprofit periodicals, in 

terms of their - -  well, their revenues - -  are derived either 

directly or indirectly from either the contributions given 

or the dues paid by the members of the nonprofit society, 

whereas for commercial publications, the revenues come from 

paid subscriptions, and, of course, advertising revenues 

which apply sometimes even to nonprofit publications? 

Would that make sense to you? 

A That seems reasonable. 

Q So, again, just hypothetically, if economic 

developments of whatever kind led to greater or lesser 

participation by the public in charitable organizations, 

religious organizations, things of that sort, that could be 

a factor that might affect income insofar as nonprofit 

periodical growth is concerned; would you agree? 

A Yes. 

Q That type of specific analysis of income for the 

nonprofit sector of the publication area, however, you have 

not specifically looked at that; have you? 

A Well, both the periodical regular, as well as the 

periodical nonprofit equations both include a transitory 

income variable, which Dr. Tolley discussed a little bit. 

And in one of his responses to one of your 

interrogatories - -  I forgot which one - -  he pointed out that 
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periodical nonprofit mail is much more sensitive to 

transitory income than is periodical regular mail, and so I 

would hypothesize that that would be consistent with what 

you' re saying. 

That is, when the country, for example, goes into 

a recession and people become unemployed and whatever, 

they're going to - -  if, as a result, they contribute less to 

charity, therefore, periodical nonprofit income will be more 

adversely affected, perhaps, in such a case, and that could 

be consistent with the fact that we see periodical nonprofit 

volume more closely linked to transitory income. 

Q However, I guess the common wisdom is that at 

least until last week, times have been very good in the 

United States from an economic point of view, for quite some 

time, and yet the volume projections based on your equations 

and Dr. Tolley's application of those equations, seem to 

show that periodical nonprofit volume is on a declining 

trend, despite a strong economy and presumably rising 

income. 

A Right. There is a trend variable as well. 

Although I would point out, without getting into too much 

detail on this, the transitory income measure we use is 

capacity utilization in the manufacturing sector. 

And that variable has actually been declining 

somewhat in the last couple of years, and is projected by 
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DRI to decline somewhat further in the future. 

And I think the reason for that, to a certain 

extent, is the manufacturing sector is what is sometimes 

characterized as the old economy versus the new economy. 

And I think what we've done in that way is, in general, mail 

volume seems to be linked more to the old economy than to 

the new economy. 

And to the extent that the new economy has any 

impact, I think then you get into the issue of electronic 

diversion, e-commerce. But that sort of growth in the 

economy doesn't necessarily translate into an expected 

growth in, particularly, for example, periodical mail. 

Q So, specific spikes in price, whether it be 

postage or paper, could affect periodicals in a way that it 

might not affect other areas of the economy not reliant on 

paper and postage? 

A Well, sure. 

Q Such as computer software or certain other new 

economy products? 

A I don't expect Microsoft's revenue to be affected 

by this rate case at all, or very trivially, so, yes. 

Q I don't think any of us should speculate about 

Microsoft in this case. 

[Laughter. I 

THE WITNESS: But obviously, yes. 
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BY MR. FELDMAN: 

Q All right, if you would kindly go to your response 

on behalf of Dr. Tolley, 6 - 3 ?  

[Pause. I 

A Yes. 

Q I am not sure, if you have answer the question, 

please reaffirm it. I am not sure that you have directly 

answered the question, why is no comparable recognition of 

the impact of wholesale pulp and paper prices to be found in 

your analysis of factors which affect the volume of 

non-profit periodicals mail? That was asked because such an 

analysis was done for regular rate mail. And I guess what 

we wanted to know was, given the importance of pulp and 

paper to the magazine industry, why wouldn't a similar 

analysis have been done for the non-profit sector? 

A In the answer to the question, I believe in the 

third paragraph, I did include the price of pulp and paper 

in the periodical non-profit equation, and when you add that 

variable to the equation, that periodical non-profit 

equation would then become exactly parallel to the 

periodical regular equation. 

Again, the estimated elasticities are going to 

differ to the extent that volumes have differed for the two 

categories. And I found that the estimated elasticity of 

periodical non-profit mail with respect to the price of pulp 
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and paper is minus ,023, which means that for a 10 percent 

rise in the price of pulp and paper, periodical non-profit 

volume declines by .23 percent. And this was not 

significantly different from zero and was, therefore, not 

include in the final equation, and, in fact, had you 
&CWLi S< 

included it in the forecasting equation, be€ez=~ it is so 

close to zero, it would not have had a material effect on 

the volume forecast. 

Q Are you saying that a 2.3 percent decline in 

volume for this subclass is not significant? 

A It was .23 percent. 

Q I'm sorry, .23 percent. My misunderstanding. 

A Mathematically, it is not significantly different 

from zero. And that was just assuming a 10 percent rise in 

the price of paper, and I don't, in fact, know what the 

forecast was for the change in the price of paper over the 

next two years, but my recollection is it wouldn't have been 

10 percent, it would be some number smaller than that. 

Q Well, you were present, I believe, when Dr. Tolley 

and I had a discussion about the comparative elasticities of 

regular rate and non-profit periodicals. 

A Yes. 

Q And without going into Dr. Tolley's efforts to 

educate me, which I hope he did a little bit, I think we 

agreed that, whatever the final number, that non-profit 
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periodicals were more elastic than regular periodicals. If 

pulp and paper is a relatively insignificant factor in 

calculating non-profit elasticity, then what is driving that 

greater elasticity for non-profit periodicals if it isn't 

pulp and paper? 

A Let me preface my answer by saying I don't know 

necessarily know, but I can offer a hypothesis. Oftentimes 

a greater price elasticity is indicative that there are more 

alternatives to a particular type of mail. So that there 

may be, for example, more alternatives to periodical 

non-profit mail than to period regular rate mail. There may 

be closer substitutes to this. So that, for example, purely 

speculative, if the purpose, for example, of periodical 

non-profits is primarily to raise funds, to do fund-raising, 

then periodical non-profit may be, in fact, for example, a 

substitute with Standard A non-profit, bulk, you know, your 

bulk mailings of non-profits, which could indicate a higher 

price sensitivity than, say, periodical regular mail, which, 

of course, is not a substitute with Standard regular, since 

the purpose of regular periodicals is primarily the 

editorial content of them. 

But that could also indicate why periodical 

non-profits are not particularly sensitive to changes in the 

price of paper, because when paper prices go up, it not only 

affects periodical non-profit costs, but it would also 
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affect your Standard A non-profit costs, so that, as paper 

prices go up, periodical non-profit doesn't become 

relatively more expensive than other alternatives. But, you 

know, that is a hypothesis. 

Q On this hypothesis, I will ask you, are you a 

member of any professional societies? 

A I was a member of the National Association for 

Business Economists for a while, but I think my membership 

may have lapsed in the last year or two. 

Q Do you get any newspapers or magazines from 

non-profit organizations that you belong to, and, as a 

result of your belonging to them, they send you a magazine 

or a newspaper? 

A NABE used to send me a magazine. I believe my 

college mails things out at non-profit, I don't know if it 

is periodical or Standard A. 

Q Yes. College mail is always a tough one to do, 

because, of course, we all know they are fund-raising, so 

let's use another example. In general, things like medical 

journals, would you agree, in general, are trying to 

disseminate medical information to the profession, correct? 

A Sure. Yes. 

Q I mean they are not asking doctors for 

contributions? 

A I didn't mean to characterize that everything was 
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1 like that. As I said, as I prefaced the whole thing, you 

2 know, this is a hypothesis. But, certainly, the Journal of 

3 the AMA or whatever is not soliciting doctors for donations. 

4 Q And I know you are not here as a mail 

5 classification expert, but since your hypothesis came up and 

6 I do understand it is a hypothesis, are you aware of any 

7 

8 non-profit periodicals and regular periodicals? 

9 A I did not think there were any, but I could be 

- 

I 

differences in minimum editorial content standards between 
I 

10 wrong about that. 

11 Q Okay. But assuming there are none, that they are 

12 the same, that each type of mail - -  

13 A Right. 

14 Q - -  has to offer the reader a minimum portion, - 
1 15 amount of editorial, - -  

16 A Sure. 

17 Q - -  as compared to advertising, that would suggest 

18 that non-profit publications have to have something to say 

19 about the area of the organization’s activities and 

20 interests beyond just asking for money, correct? 

21 A Certainly. Certainly. 

22 Q Okay. 

23 A I did not mean to imply, even in my hypothetical, 

24 that period non-profit and Standard A non-profit were 

2 5  perfect substitutes in any event. 
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Q Last question on your responses to the Tolley 

Interrogatory 6-4, your response to 6-4: 

Just as really a clarification, you state in the 

second paragraph of your answer, in addition, it appears 

that nonprofit mailers have higher user costs associated 

with automation. 

And then you go on to talk about nonprofit 

automation letters. 

As you know, or I'm sure you've surmised that the 

Association which I'm representing, the magazine/newspaper 

aspect of the nonprofit world, as opposed to the 

fundraising, direct mail section. 

So, our questions here, we hope, were specified 

more towards the periodical sector. 

A My answer to this question is entirely with regard 

to Standard A. 

Q Yes, and I had a discussion with Dr. Tolley about 

user costs as they were implanted into the fixed price 

weighted - -  the fixed, weighted indices. 

And, again, I'll ask you a similar question, which 

is, why was Standard A data, both the nonprofit and regular, 

obviously utilized by you, as you stated in this response, 

and periodical nonprofit and periodical regular data was 

not, as far as user costs are concerned? 

A Okay, well, let me begin by clarifying what user 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1 0 2 5  Connecticut Avenue, NW, Suite 1014 
Washington, D.C. 20036  

(202) 842-0034 



.. .. 

3 7 9 4  

1 costs are and where they come from in this case. 

2 I define user costs here as the cost to a mailer 
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of qualifying for a discount that is offered by the Postal 

Service, so that the costs of preparing your mail such that 

it qualifies and meets, for example, the basic standards of 

Standard A, that all Standard A mail must meet, are not 

considered a user cost. 

And the purpose and the genesis of the user cost 

analysis in First Class and Standard A is because Dr. Tolley 

and I were asked by the Postal Service to make separate - -  

to provide separate forecasts by presort and automation 

categories in the case of First Class and Standard A. 

So, in deriving those share equations, the user - -  

the estimated user costs of the mailers that actually use 

these equations come out of that, and therefore can be used. 

In the case of periodical mail, we were not asked 

by the Postal Service to forecast periodical mail by presort 

of automation level, and, therefore, had no occasion to do 

SO. 

Because we had no occasion to do so, we did not 

derive any estimates of these user costs, and, therefore, 

there were no user costs available to us, therefore, to 

include in the periodical price index. 

Q What would the impact be on projections of 

periodical volumes, given the absence of that data? 
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A Well, if you included user costs in the price, 

then the effect of price would be higher, which means that 

independent of changes in user costs, looking at a fixed 

point in time, for example, comparing before rates to after 

rates in the test year, you would be starting from a higher 

before rates price because you'd have some user costs added 

in. 

If you assume that the user costs are the same 

after rates, the percentage change in price would be 

somewhat lower, because it's the same dollar amount increase 

off of a higher base. 

However, if you were to go back historically and 

re-estimate your elasticities, taking account of these 

things in price, you might find that the price elasticity 

would change, and so that it's really indeterminate, what 

the impact would be on the volume forecast. 

Q Could - -  and I stress the word, could - -  the 

elasticity for periodicals have been understated as a result 

of the absence of this data? 

A I believe that's possible. I mean, 

mathematically, you could conceivably add user costs in such 

a way that a new estimated elasticity would be higher. 

You could also do it in such a way that the new 

estimated elasticity would be lower. I really don't have 

any - -  
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Q Let's assume, just again, hypothetically, that 

since user costs don't have a lot to do with so much what's 

between the covers, I mean, whether it's a poem or a 

wonderful story that might be in a magazine, as opposed to a 

Standard A that's advertising, you know, sort of boring, but 

important industrial equipment, we'll say. 

So you've got two pieces of mail of different 

subclasses. One is Standard A and one is a periodical, but 

physically, they resemble each other quite a bit. 

One's a catalog, one's a magazine, and to get each 

mailed as efficiently as possible, the respective mailers do 

pretty much the same thing under Postal regulations. They 

put bar codes on the publication and on the catalog, and use 

the appropriate label and truck it to the facility the Post 

Offices tells them to. 

So, you know, we'll say that an industrial 

engineer does an analysis and says, you know, the user costs 

for these two pieces of mail are the same. 

Now, the user costs for the catalog through the 

Standard A subclass, you have included in your equation. 

You haven't for the periodical, because you were asked by 

the Postal Service. 

In that situation, what would the elasticity 

effect be on the periodicals, given that the user costs 

weren't included? 
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A Well, the real issue of how it would affect the 

elasticity, I think, is what's been going on with user costs 

over time . 

If, for example, user costs have been declining 

over time, then the price, including user costs, may have 

been - -  would be declining over time, and excluding the user 

costs, that price would not be declining over time as much. 

If user costs were going up over time, then the 

price, including user costs, would be going up over time, 

and excluding user costs, the price would not be going up as 

much. 

So it's really a function of not so much what the 

user costs are at any particular point in time. In terms of 

the elasticity, what's really important is what we've been 

seeing in terms of user costs over time. 

And I would point out that while for individual 

mailers, it's probably the case that user costs are falling 

over time, as automation equipment becomes less expensive 

and more prevalent, what happens as you raise discounts, as 

the Postal Service increases discounts over time, that draws 

in higher - -  mailers with higher user costs. 

A mailer that maybe wouldn't - -  when the discount 

is a penny, everybody who's bar-coding, must be able to bar 

code for a penny or less. If you raise that discount to two 

cents, now you're going to entice mailers who it may cost 
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them 1.5 or 1.8, 1.9 cents to bar-code. 

So, event though, looking at an individual mailer, 

the user costs are declining over time, taken as a whole, 

the user costs of mailers actually using the system, may, in 

fact, be going up in such cases. 

I really couldn't speculate on what the effect 

would be on price elasticity. 

Q Well, if it's over a period of time that user 

costs are increasing, that means the price goes up? 

A That means the price goes up. 

Q Okay, thank you. I think that takes care of that 

line of questioning. 

Maybe I wasn't entirely candid, I am going to ask 

about CRPA/USPS-T-7-4, which may or may not get us back into 

user costs. This is a question about automation equipment. 

We asked you if most publishers, large or small, possess 

automation equipment, which was something that you had 

assumed in a different interrogatory, that regular mailers 

were better able to afford automation equipment and it might 

be more difficult for non-profit mailers to use presort 

bureaus. 

Just to clear this one up, the Postal Service or 

your colleagues, or yourself, didn't come up with any 

specific data as to which publishers, regular or non-profit, 

actually own equipment where they can do their own 
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automation and preparation in-house as opposed to out-house. 

You don't have that information? 

A No, I don't have that information. 

Q So, hypothetically, if let's say 90 percent of 

non-profit volume and 95 percent of regular volume, labels 

are prepared outside of the company by a third party, that 

would not be an expense that was factored into your 

equations, correct? 

A I am not sure I understand the question. 

Q Well, it is another user cost, the use of a 

presort bureau or of automation equipment which may not be 

owned by the publisher, but he is charged the use of the 

machine by someone else. 

A The user cost, first of all, my response to 4, 

which followed up on T-6-4, - -  

Q Yes 

A - -  is entirely focused on Standard A, I did not 

consider periodicals at all when making my response. The 

user costs, as I calculate them, are inferred from the data, 

under essentially an assumption that, if the Postal Service 

offers a 4 cent discount, and you take advantage of that 

discount, your cost must be less than 4 cents. And if the 

Postal Service offers a 4 cent discount and you don't take 

advantage of it, you cost must be greater than 4 cents. 

So, I don't calculate user costs in a bottom-up 
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way, I don't actually say these are the specific costs to a 

mailer of mailing a particular piece. You could almost - -  

maybe you would prefer to think of it, rather than a user 

cost, as a reservation discount, the discount at which a 

mailer would begin to take advantage of something. So, to 

that extent, whatever factors are going into the mailer's 

decision of whether to automate or not automate are going to 

be embedded in the mathematical result. 

I couldn't definitely say the mailer has a user, 

you know, the average mailer cost has a user cost of 

one-and-a-half cents and that is because 8 0  percent of it is 

because they own their own equipment and 2 0  percent is 

because they have access to presort bureaus or anything to 

that extent. 

But I believe the costs to which you are 

referring, if I remember the question now, are embedded 

implicitly in my user costs. 

Q Except that user costs aren't factored into 

periodicals. 

A Yeah, again, my answer is - -  my answer in all of 

this is as it relates to Standard A, because, of course, 

periodicals have no user costs and, therefore, nothing 

associated with user costs would be incorporated in the 

periodical prices. 

Q You are aware, in general, as an economist, aren't 
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you, that in the last few years, some people have been, 

economists and others, have been looking at the cost of 

regulation, I suppose they mean government regulation, in 

general, upon business as a separate factor from other 

inflationary drivers, cost drivers or whatever. Would you 

agree with that? 

A Yeah, I have heard of such analysis. Yes. 

Q Yes. So, there could be, and let's not worry 

about Standard A versus periodical. Let's talk about 

Standard A, since that is something you considered. That, 

assuming some of the mail preparation is done strictly 

because of requirements, Postal Service regulation, there 

may be a - -  there could be reasons that someone complies 

with those regulations other than price, isn't there? 

A Again, in terms of user costs, I am focusing 

solely on the cost of qualifying for additional work sharing 

discounts. I think there are really - -  there are two types 

of costs associated with - -  well, there's three types of 

costs associated with preparing a mailing. There is, of 

course, your postage, which you pay directly, the Postal 

Service collects, that's fine. 

There is transaction cost in the sense of I have 

to print out the thing, I have to collate it, I have to put 

it together. I have to stick it in an envelope. I have to 

give it to the Postal Service. If I am sending it as 
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Standard A, I have got to tray it or sack it or whatever the 

requirements are, and I am not real familiar with their 

requirements. 

And then, if I choose to take advantage of 

additional of work sharing discounts, I have to do 

additional, I have to presort to a 3-5 digit if I want to 

get a presort discount. I have to bar code my mail if I 

want to get an automation discount. I have to deliver the 

mail to the destination BMC if I want to get a drop ship BMC 

discount. Those last kinds, although actually not the last 

one because we don't look at drop shipping, those are what I 

am thinking of in terms of user costs. Those associated 

specifically with - -  those activities of a mailer which the 

Postal Service is essentially giving them a discount because 

they are doing. 

So that if it becomes more difficult, if the 

Postal Service imposes additional regulations to qualify for 

Standard A, in general, I would agree with you that, yes, 

that would have an adverse effect on the volume of Standard 

A. Some mailers may find these new requirements onerous, 

but that particular price is not going to be taken into 

account in what we consider user costs. 

Q Okay. So, I think this would conclude our line of 

questioning. So, if the mailer wanted to better wrap or 

package his or her piece of mail to prevent damage, so  the 
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customer gets a nice fresh catalog or product that the 

mailer is trying to get out there to the marketplace. 

A Right. Sure. 

Q And the Postal Service says, well, normally, you 

know, we like standardized mail that goes through our 

machines fast, so you have kind of added an extra layer of 

plastic or insulation to prevent damage, but that is, you 

know, that is going to cost us a little more. The Postal 

Service could make, in fact, make a regulation, couldn't it, 

that says that we will take your mail, but we will charge 

you not less, we will charge you more. 

A Sure. 

Q We will surcharge you. 

A Sure. 

Q So, was that type of situation taken into account 

in your user cost equations? 

A No. I mean, conceptually, it could be, but, no, I 

can't think of a case where it was. 

Q And I think you referred to the situation - -  

THE REPORTER: You can't think of a what? 

THE WITNESS: A case where it was. 

BY MR. FELDMAN: 

Q And I think you referred earlier, I just want to 

be clear on it, where there could be a situation where it is 

not just simply a matter of surcharge or discount, but 

- 
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whether the Postal Service even accepts a piece of mail at: 

all unless it is prepared in a certain way. I mean they 

could simply say we don't, you know, take triangular shaped 

pieces. 

A Right. Yeah, and let me clarify, in some cases, 

when there are significant classification changes, I do take 

some account of that. For example, classification reform 

MC95, I do include a dummy variable in my Standard A 

equations for when MC95 took effect, which presumably 

measures the extent to which the new requirements associated 

with Standard A in that case affected the overall level of 

mail - -  of volume in those categories, over and above what 

the Postal Service did in terms of changing the prices in 

that case. 

Q Forgive me if this was in your testimony and I 

missed it, were there similar dummy variables included in 

this case in your equations, to the variables you just 

discussed? 

A The dummy variables for MC95 that I just discussed 

are included in my Standard regular and Standard ECR 

equations in this case, as well as my First Class single 

piece and work shared equations in this case. 

Q Okay. But not for any regulatory or preparation 

requirements adopted after MC95? 

A No, I am really not an expert on regulatory 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1014 
Washington, D.C. 20036 

(202) 842-0034 



1 

2 

3 

4 

5 

6 

- 

7 

8 

9 

10 

11 

1 2  

1 3  

1 4  - 
15 

1 6  

1 7  

18 

1 9  

2 0  

2 1  

22 

23 

2 4  

25  

3805 

requirements, so I don't - -  I wasn't aware that there were 

any, other than that they were phased in - -  

Q Well, I will help you out and say, hypothetically, 

if there were, they weren't inputted into your equation as a 

dummy variable? 

A No. None of the equations did. There was nothing 

to suggest me that anything like that occurred. I mean, 

hypothetically, if the Postal Service were to, you know, 

impose a requirement on a category of mail, I would expect 

to, just visually looking at it, see some kind of impact on 

mail volume, and I haven't really had occasion to see that 

or question whether there were regulatory changes that may 

have prompted something. 

MR. FELDMAN: Mr. Chairman, that concludes our 

cross-examination. Thank you. 

And thank you very much, Dr. Thress. 

THE WITNESS: You are welcome. 

CHAIRMAN GLEIMAN: Is there any follow-up? 

[No response. I 

CHAIRMAN GLEIMAN: Questions from the bench? 

[No response. 1 

CHAIRMAN GLEIMAN: I have a couple of real quick 

ones. 

THE WITNESS: Okay. 

CHAIRMAN GLEIMAN: Does your demand equation for 
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single piece First Class mail have a variable for electronic 

diversion? 

THE WITNESS: Not explicitly so. 

CHAIRMAN GLEIMAN: Implicitly? 

THE WITNESS: Yes, implicitly it does. 

CHAIRMAN GLEIMAN: Where? 

THE WITNESS: It is the negative time trend 

variable in the single piece letters equation. I would 

direct you in particular - -  

CHAIRMAN GLEIMAN: That's okay. I know what you 

are doing, but there are several aspects of that variable, 

are there not? 

THE WITNESS: There are, yes. 

CHAIRMAN GLEIMAN: Can you weight them f o r  me? I 

mean what weight is the relationship between First Class and 

Standard A mail, the shift from workshare to single piece 

and diversion to electronic? What are the relative 

proportions or can you - -  

THE WITNESS: Well, again I would direct you - -  I 

discuss the First Class trends in my testimony between pages 

24 and 27. It is not possible to definitively say "x" 

percent of the trend is due to electronic diversion. 

If I had to ballpark it based on my discussion at 

pages particularly 25 and 26 of my testimony it appears to 

me that 40 to 50 percent of the negative trend in single 
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1 piece letters is a result of electronic diversion. 

2 CHAIRMAN GLEIMAN: I'm sorry, what percent? 

3 THE WITNESS: Forty to fifty and the rest would 

4 primarily be mail shifting from single piece to workshare, 

5 although there could also be positive trends - -  there are 

6 probably also positive trends 

7 I discuss three aspects of the trend and this is 

8 not meant to be all inclusive. 

9 CHAIRMAN GLEIMAN: Okay. 

- 

10 THE WITNESS: An increasing amount of advertising 

11 in First Class letters and that positively affects both 

12 single piece and workshare, although probably workshare 

13 somewhat more than single piece. 

14 Electronic diversion, which negatively affects 

15 both single piece and workshare, historically I think it's 

16 probably affected single piece more so than workshare and 

17 then there is a shift from single piece into workshare. 

18 CHAIRMAN GLEIMAN: Did you have the Price 

19 Waterhouse Coopers projections available to you? Postal 

20 Service had Price Waterhouse Coopers do some modeling on 

21 electronic diversion. 

22 THE WITNESS: I think I have seen that, but I - -  

23 CHAIRMAN GLEIMAN: It wasn't something that was a 

24 specific input? 

25 THE WITNESS: It wasn't a specific input, no. 

"-.. 
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CHAIRMAN GLEIMAN: Last question - -  well, there is 

one more after this - -  but last question on your testimony. 

Is there a cross price elasticity for First Class mail 

relative to electronic bill paying? 

THE WITNESS: Not explicitly in my equation, no. 

As far as why it is not in there, it is because I am not 

aware of a good source variable of the price of electronic 

bill paying to actually put in there. 

I would point out I would sus ect that the price 

a source you would 
w e e  

of electronic bill paying where I 

find that the price has declined dramatically over time, 

particularly when you go back to period of, say, the 1980s 

when it didn‘t exist so that the effective price - -  I am not 

even sure how you estimate the effective price in that 

case - -  so if I were to plug that in, I would presumably be 

plugging in a variable that to a certain extent looked like 

a negative trend and I would point out, as we have been 

discussing I have a negative trend in the equation. 

? 

CHAIRMAN GLEIMAN: And the last, the very last, 

question is if the Postal Service would agree that it wasn‘t 

a conflict of interest, could we get you and Dr. Tolley, 

could we engage your services to examine rate 

reclassification hearing room datasets to determine the 

elasticity thereof relative to recommended rates, so that 

the next time we raise the question of whether Mr. Feldman 
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1 wants to cross examine or not we will have a recommended 

2 rate elasticity relative to time in hearing room? 

3 [Laughter. I 

4 THE WITNESS: Oh, certainly. 

5 CHAIRMAN GLEIMAN: Is there any follow-up to 

6 questions from the bench, except that last one, of course? 

7 [No response. I 

8 CHAIRMAN GLEIMAN: And that was a joke. We were 

9 kidding - -  lest anyone who is not in the room that reads the 

- 

10 record thinks we were serious about all that. 

11 

1 2  

13 

14 

15 

1 6  

1 7  

- 
I 

Would you like some time for redirect? 

MR. KOETTING: Thirty seconds? 

CHAIRMAN GLEIMAN: You've got it again. 

[Pause. I 

CHAIRMAN GLEIMAN: Yes, sir? 

MR. KOETTING: We have no redirect, Mr. Chairman. 

CHAIRMAN GLEIMAN: Well, if you have no redirect, 

18 that concludes today's hearings. 

19 Mr. Thress, we want to thank you. We appreciate 

20 your appearance here and your contributions to our record 

21 again. We thank you and you are excused. 

22 [Witness excused. 1 

23 CHAIRMAN GLEIMAN: We will reconvene Monday 

24 morning next at 9 : 3 0  a.m. to receive testimony from Postal 

25 Service Witness Moeller. Thank you all and you have a nice 
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I 

1 weekend. 

2 [Whereupon, at 1 2 : 3 1  p.m., the hearing was 

3 recessed, to reconvene at 9 : 3 0  a.m., Monday, April 2 4 ,  
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