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ADVO, INC. INTERROGATORIES TO USPS WITNESS MICHAEL BRADLEY

ADVO/USPS-T14-16.  Please refer to your response to ADVO/USPS-T14-4 (c) where you claim that a “weighted least squares approach is appropriate when the form of the heteroskedasticity is known” and your statement on page 52 of your testimony:

“If one assumes that the variance of the regression increases with cross-sectional unit size then one way to attempt to control for this is to divide each unit by a measure of size, thus potentially reducing the disparity in variances.”     

Please confirm that one measure of cross-sectional unit size in the data used for your regressions is zip-code square miles.  If you cannot confirm please explain fully.   

ADVO/USPS-T14-17.   Please refer to your response to ADVO/USPS-T14-5 (a) where you present the following city carrier delivery cost function:





C = V.04 PD0.8 A-.2
and calculate its marginal cost as: 



MCA = -1.2V.4 PD.8 A-1.2 < 0.

(a) Please confirm that the marginal cost with respect to A from your example is actually given by:





 MCA = -.2V.4 PD.8 A-1.2 < 0.

(b) Please explain how negative delivery-related marginal costs with respect to A (zip code total area) is possible.

(c) Please explain how negative marginal costs with respect to area size is consistent with carrier out-of-office delivery costing principles and theory. 

(d) Referring to your restricted quadratic formulation (page 38, Table 5) please provide the zip-code marginal cost estimate with respect to zip-code square land mileage at the mean values for all variables using that model and provide the calculation of that estimate. 

(e) Referring to your translog model (page 56, Table 18), please provide individual estimates and sums of elasticities (variabilities) for your aggregate volume variable, possible deliveries and total area at their mean values using that model.  

ADVO/USPS-T14-18.  With respect to your fixed effects model described in pages 44 of and 45 of your testimony, please provide the full mathematical specification for your econometric model.  In your statement, please show and describe how the particular cost causal characteristics for each zip-code are captured.  

ADVO/USPS-T14-19.  With respect to your use of the panel data, did you consider testing for a random effects model?  If you did, please describe fully why you rejected such an approach.  If you did not, please describe why such an approach would or would not have been appropriate for your research agenda.  
ADVO/USPS-T14-20.  Please refer to your response to ADVO/USPS-T14-8 where you state that “under various assumptions about the structure of the error variance, such tests exist.”  Please describe such tests and/or cite appropriate references where such tests are described.     

ADVO/USPS-T14-21.  Please confirm that the variable PREP listed in page 4 of LR K-81 and PRT, as read in on page 1 of your listed program (page 9 of LR K-81), are the same and SAS identifies PRT as PREP.

ADVO/USPS-T14-22.  Please provide your interpretation of the positive coefficient on the squared density term in your recommended restricted quadratic regular delivery model.

