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USPS/UPS-Tl-32. Please refer to your testimony, UPS-T-l, at pages 34-35. 

You indicate at page 34, lines 13-14, that “measurement error in the dependent 

variable is absorbed in the error term.” You subsequently provide estimating 

equations for the regressions you use to estimate the elasticities of TPH (or TPF) 

with respect to FHP at page 35, lines 3 and 7. 

a. Please confirm that the terms uil in the equations cited above denote the 

“error .?:m[s]” to which you refer in the statement quoted above. If you do not 

confirm, please explain. 

b. Please confirm that, for a multivariate linear regression, a consistent estimator 

of the error variance d = var(u,) is (~I$)/(~~~ -K), where CG: is the 

sum of squared residuals from the regression, fVobs is the number of 

observations, and K is the number of regressors. If you do not confirm, 

please provide the formula you believe to be correct for a consistent estimator 

of the error variance 4, and provide a proof (or a citation to a proof) of its 

statistical properties. 

c. Please provide the estimated error variances for each regression reported in 

Table 6 and Table 7 of UPS-T-l, using the formula that you confirm (or 

otherwise provide) in response to part (b). If the estimated error variances 

are provided in your workpapers, UPS-NEELS-WP-1, please provide detailed 

citations to the locations in the workpapers where they may be found. 

Otherwise, please provide detailed documentation of the methods you use to 

generate your response, including computer programs you employ and the 

output of those programs. 



USPS/UPS-Tl-33. Please refer to your testimony, UPS-T-l, at page 35, lines 3 

and 7, where you provide mathematical formulas for the estimating equations 

you employ in your analysis of the relationship between FHP and TPH. Please 

interpret the term TPH to refer to TPF where appropriate. Please also refer to 

your testimony at page 34, line 10, where you indicate that you estimated the 

“reverse regression” of FHP on TPH and other variables. 

a. Please confirm that, based upon the estimating equations provided at page 

35, lines 3 and 7, the mathematical formula for the elasticity of FHP with 

respect to TPH is aln FHP/d In TPH = p, + 2p, In TPH . If you do not confirm, 

please provide a mathematical derivation of the elasticity formula you believe 

to be correct. 

b. Please confirm that your estimators of the elasticity of TPH with respect to 

FHP. used to generate the results presented in Table 6 and Table 7 of UPS- 

T-l, havetheform (alnTPH/dlnFHP)=(~+28,lnZPH’~‘,where & and 

a, are the estimates (from Appendix C) of the parameters p, and fl, from 

the appropriate estimating equation, and InTPH’ is the value of lnTPH at 

which the elasticity formula from part (a) of the interrogatory is evaluated. If 

you do not confirm, please provide mathematical formula(s) for the 

estimator(s) you employ, and also please provide detailed citations to your 

workpapers. UPS-NEELS-WP-1, indicating where the formula you provide, 

and the implementation of the formula, may be found. 

c. Please describe the value(s) of lnTPH you chose to evaluate the elasticity 

estimator from the response to part (b). Please provide detailed citations to 



the section(s) of your workpapers, UPS-NEELS-WP-1, in which your 

calculations are implemented. 

d. Please confirm that the estimating equations for the conceptually correct 

‘non-reverse’ regression of TPH on FHP and other varlables-i.e., the 

estimating equations you presumably would have employed, if the FHP data 

were to have appropriate statistical qualities-corresponding to the reverse 

regressions you actually estimated would be: 

ln(TPH,) = 4 + y, ln(FHPk) + y2 ~II(FHP~)~ + y3 ln(DPT*) + y,TimeDummies ,,+vi, 

(the “full estimating equation”), or 

h(TPHi,) = 4 + fi ln(FHe,) + y2 h(FH&)* + V, (the “restricted model”). If you 

do not confirm, please provide the “non-reverse” estimating equations you 

believe to be conceptually correct, and explain fully the basis for your belief. 
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