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Chairman’s Information Request (CHIR) No. 2 was issued on May 27, 

2009.  The request sought answers no later than June 2, 2009.  Attached are the 

Postal Service’s responses to Questions 1 and 2.   
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RESPONSE OF UNITED STATES POSTAL SERVICE 
TO CHAIRMAN’S INFORMATION REQUEST NO. 2 

1.  In the incremental volume projections provided for the Summer Sale program, 
threshold volumes were assumed to increase by 5.15 percent and 2 percent to 
establish high-low revenue estimates, respectively.  See Response of the United 
States Postal Service to Chairman’s Information Request No. 1, May 15, 2009, 
ChIR.1.Q7.Revenue projections.xls. 

a. Please explain how these estimates were derived, whether by 
demand models provided by the Postal Service to the Commission 
on January 20, 2009, or another method. 

b. Were separate percentage estimates derived for the various 
products in Standard Mail?  If so, please provide these product-
specific volume response estimates, and a distribution for 
incremental volume by product. 

 

RESPONSE: 

 
a. Although the Postal Service took the information in the demand models into 

account, the models themselves were not used in preparing the incremental 

volume estimates.  The use of the demand models seemed unlikely to 

provide the most useful forecasts, for a variety of reasons.  First, the 

magnitude of the marginal price change is far outside the scope of historical 

experience (and in the opposite direction of the typical change).  Second, the 

very limited duration of the change is unlike the typical Postal Service price 

adjustment.  Finally, it was unclear that the set of mailers participating in the 

program would sufficiently represent the entire universe captured by the 

demand models, as a result of both the size limit on mailers who are eligible 

to participate, and the application of the volume threshold.  Instead, 

professional judgment by Postal Service product managers and executives, 

and conversations with mailers, were the principal inputs for establishing a 

demand forecast range. 
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b. No.  While Postal Service managers were able to develop an overall estimate 

of the impact of the program, it was unclear whether there would be any 

substantive shift in the mix of products, or large differences in response by 

product, as a result of the program. 
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2.  With respect to evaluating the Summer Sale program after completion,  
please explain fully the Postal Service methodology for determining incremental 
volumes, revenues, and costs caused by the discount. 

RESPONSE: 

 
The Postal Service will compute incremental volumes and revenues based 

on the trend calculations used to establish mailer thresholds for the program. 

Since those trends take into account recent economic conditions and mailer 

behavior at current prices, they can be used as a baseline against which 

incremental growth can be measured. 

As explained in the Postal Service response to CHIR No. 1, Question 4, 

given the unique circumstances under which the summer discounts will take 

place, the appropriate cost measure for any incremental volume is the temporary 

short-run attributable cost.  Consequently, this is also the correct “after the fact” 

cost metric for evaluating the summer discount program. 

As also explained in that response, the calculation of short-run attributable 

cost is based upon three assumptions. Due to seasonal and cyclical volume 

declines: 

(1)  The Postal Service will have excess capacity in buildings, equipment, and 

vehicles in the summer of 2009.   

(2)  The delivery networks for both city and rural delivery will also have excess 

capacity in the summer of 2009.   

(3)  The postmaster network will have excess capacity in the summer of 2009.   
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To ensure that the application of short-run attributable costs was 

appropriate, the Postal Service will verify that these three assumptions were valid 

for the period in which the summer discounts were active. 

 


