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LIBRARY REFERENCE USPS-LR-J-124:
DATA USED IN VOLUME FORECASTS

l. Introduction

This library reference presents the data used in making the volume forecasts
presented in my testimony.

The data used in forecasting are described in section Il below. Base volumes are
described in section Il.A. below. The before- and after-rates prices used in forecasting
are described in section I1.B. below. The economic data used in forecasting are
discussed in section II.C. below. Finally, the seasonal variables used in forecasting are
described in section |1.D. below.

The data are presented in section lll at the conclusion of this workpaper. The
spreadsheets used to construct the data presented in section 11.C. are filed with this
workpaper.

Il. Data used in Volume Forecasts

A. Base Volumes

Base volumes are equal to the sum of the volume data over the four most recent
qguarters of data which were available when the before-rates volume forecast was
made, 2000Q4 through 2001Q3. The volume data are reported from the Postal
Service’s RPW system. The base volumes used in these volume forecasts, along with
the four quarterly volumes underlying these base volumes are presented in Table 124-1
at the conclusion of this workpaper.

B. Price Data

The prices used to make volume forecasts are fixed-weight price indices. These

price indices are calculated by taking a weighted average of the rate categories of a

124-1

- P



USPS-LR-J-124
Page 124-2

given category of mail, where the weights used are calculated from the billing
determinants in some particular historical period.

For this case, GFY 2000 billing determinants were used to construct the fixed-weight
price indices used to make the volume forecasts. After-rates prices were assumed to
take effect on the first day of the Test Year, October 1, 2002. The after-rates fixed-
weight price indices are therefore identical to the before-rates fixed-weight price indices
prior to 2003Q1.

The fixed-weight price indices for workshared First-Class letters and cards, Standard
regular, and Standard nonprofit mail are modified to include user costs, which are the
costs to mailers of presorting and prebarcoding. These user costs are calculated from
the share equation forecasts developed in witness Thress's testimony. The specific
equation for these user costs is equation (IV.28) in witness Thress’s testimony.

Parcel post mail is forecasted to be affected by the prices of Priority Mail and UPS.
The values used to reflect these prices are calculated by applying the Priority Mail and
UPS rates to parcel post billing determinants. UPS is assumed to raise its rates in the
forecast period in February of each year at the average real rate increase in published
UPS commercial rates over the past five years. This translates into annual real
increases of 2.26 percent for UPS. This 2.3 percent figure is applied to the forecasted
UPS price each February of the forecast period.

The construction of before- and after-rates fixed-weight price indices are described
in more detail in Library References J-122 and J-123, respectively, filed with this case.
The prices used in making my volume forecasts are presented in Tables 124-2 through

124-31 at the conclusion of this workpaper.

124-2



USPS-LR-J-124
Page 124-3

C. Economic Data
1. Economic Data Forecasted by DRI/WEFA

Most of the economic data used in forecasting are taken from DRI/WEFA's June,
2001 forecast (CONTROL0601). This includes personal consumption expenditures
(C96C), adult population (N22_PLUS), the Federal Reserve Board's index of capacity
utilization in the manufacturing sector of the economy (UCAP), the wholesale price of
pulp and paper (WPIP), and personal disposable income (YD96). The personal
consumption defiator (PC), is not forecasted directly by DRI. DRI does, however,
forecast both nominal and real consumption expenditures (called CONS and
CONSO96C, respectively, by DRI). PC can thus be calculated by dividing CONS by
CONSS6C.

DRI/WEFA makes quarterly forecasts. These are converted to monthly forecasts
using DRI's DRIPro software, using a Linear smoothing technique. The monthly data
from DRIWEFA is then converted to Postal quarters using the spreadsheet
MO2QTR.XLS. This spreadsheet has been filed with this library reference.

2. Long-Run Income (YD96PERM)

Long-run income is forecasted using the equation for long-run income derived in
| witness Thress's testimony, using DRI's forecast of YD96C (deflated by adult
population) as forecasted values of current income. The long-run income equation is
equation (111.6) in witness Thress's testimony.

3. Price of Newspaper Advertising

The price of newspaper advertising is not forecasted by DRI, but is instead

forecasted here for use in making volume forecasts. A regression was run which

modeled the natural logarithm of the price of newspaper advertising as a function of the
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natural logarithm of personal consumption expenditures (C96C), the natural logarithm
of the price of paper, both current (WPIP) and lagged four quarters (WPIP{-4}), a
logistic time trend (T), and quarterly dummy variables (Q1, Q2, and Q3). An AR-1
coefficient was also estimated. This equation was run over a sample period of 1984Q1

through 2001Q3.

The regression results for this equation are summarized below (t-statistics in

parentheses):
Constant -2.129212 (-9.695)
Cco6C 0.818105 (11.10)
WPIP 0.060922 (0.641)
WPIP{-4} 0.294317 (3.119)
T 0.017758 (2.638)
Q1 -0.007969 (-4.305)
Q2 0.011556 ( 5.384)
Q3 0.010600 (5.616)

AR-1 coefficient= 0.846758
Adjusted-R2 = 0.9947

The price of newspaper advertising is forecasted by projecting this equation forward,

using DRI's forecasts of C96C and WPIP.
4. Price of Direct-Mail Advertising

The price of direct-mail advertising is not forecasted by DRI, but is instead
forecasted here for use in making volume forecasts. A regression was run which
modeled the natural logarithm of the price of direct-mail advertising as a function of the
natural logarithm of the price of paper, both current (WPIP) and lagged four quarters
(WPIP{-4}), a logistic time trend (T), and quarterly dummy variables (Q1, Q2, and Q3).
An AR-1 coefficient was also estimated. This equation was run over a sample period of
1984Q1 through 2001Q3.
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The regression results for this equation are summarized below (t-statistics in

parentheses):
Constant 0.228329 (4.441)
WPIP 0.285080 (3.781)
WPIP{-4} 0.252079 (3.334)
T -0.002315 (-12.52)
Q1 -0.002521 (-1.510)
Q2 -0.003161 (-1.644)
Q3 -0.002405 (-1.424)
AR-1 coefficient= 0.769590
Adjusted-R2 = 0.9749

The price of direct-mail advertising is then forecasted by projecting this equation
forward, using DRV's forecast of WPIP.

5. Prices of Consumption Expenditures on Internet Service Providers and
Internet Advertising Expenditures

Consumption expenditures on internet Service Providers (ISP consumption) and
Internet advertising expenditures are forecasted by witness Bernstein (USPS-T-10).
Witness Bernstein’s forecasts are adjusted to Postal quarters and divided by the
personal consumption deflator and adult population for use in my volume forecasts.

All of the economic data used in making volume forecasts is presented in Table
124-32 at the conclusion of this workpaper.

D. Seasonal Variables

The seasonal variables used in forecasting correspond to the seasonal variables
used by witness Thress to model the demand for mail, and are equal to the proportion
of the particular Postal quarter which falls within the relevant period of the Gregorian

calendar. The construction of these variables is described in section {[I.LA.3. of Mr.
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Thress's testimony (USPS-T-8). The forecasted values of these variables are
presented in Table 124-33 at the conclusion of this workpaper.
lll. Presentation of Data Used in Volume Forecasts

The data used in making volume forecasts are presented in Tables 124-1 through
124-33 below. These data are contained in the volume forecasting spreadsheets filed

as Library Reference USPS-LR-J-125 in this case.
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