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General Summary

Part 1: Introduction

HIS paper sets out to examine the operation of the mail services in the
Republic of Ireland.
The objectives of the paper are as follows:

(a) To examine the demand for mail services over a period of time for the
country as a whole, and within the different counties for individual
years. It also endeavours to project future levels of postal demand
up to 1986.

(b) To examine the structure of post office costs and productivity (i.e.
trends in the number of pieces of mail handled per postal worker).

(¢) To determine the likely future trends in post office profits and the
implications of these trends for the financing of the postal services.

Throughout the paper mail is classified as either total, first or second class.
Total mail for the purpose of this paper is the grouping of the four categories,
letters, postcards, printed papers and newspapers. Letters and postcards
constitute first class mail while second class mail consists of printed papers
and newspapers.

Part 2: Demand for Mail

In the twenty years between 1949 and 1969, it was found that the total
volume of mail posted increased by 1+72 per cent per annum, a very moderate
rate of increase when compared with the growth rates of consumer spending
and GNP over that period. Similarly, both first and second class mail increased
in volume over that period, although second class mail increased at a much
faster rate, leading to a decline in the share of first class mail in total mail.

To account for the rate and pattern of growth in mail volume, certain
statistical techniques were applied to the annual data and also to the data for
different counties. In doing this analysis it was expected that the growth in
mail services would be associated with,

(a) income level

Iz
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(&) cost of postage stamps (price) |
(c) pﬁcc and ai_réilability of competing services such a§ fhe ‘telephone
(d) bpopulation dcnsity.

When these factors were analysed it was found that over time (time-series
-analysis) demand for mail services was significantly related to income level.
~ A 10 per cent increase in income per person was associated with a 50 per cent
to 95 per cent increase in postal service usage depending on the type of mail
handled. The response of first class mail to changes in income was fairly
moderate while that of second class mail was relatively ;greater. The reaction
of first class mail to price changes was also very moderate while that of second
class was amblguous, showing a slight response in one test: and none at all in
another. A satisfactory link could mnot be established between telephone
availability and the demand for postal services,’ due to the inadequate data
available. : » :

. A further series of tests was carried out over a number of counties (cross
section analysis), ﬁrstly for the year 1965 to establish certain relationships and
later for the years 1960.and 1969 to see if these relationships persisted. Results
here showed that the volume of first class mail was unrelated to income or to
any of the other determinants listed above. Second class mail, however, was
s1gmﬁcantly related to income and population density.

. The results of the time-series analysis were used to forecast demand to 1986

and these forecasts implied growth in total mail volume, of between 1-2 per
cent and 4 per cent per annum (depending on the assumptions ‘made-about
- spending and price.trends), with a continuation of the tendency for second
class mail to grow at a faster rate than first class. First class mail would,
however, continue to be the dormnant category in 1986

Part g: Postal Costs and Prodacthgy , :

Part 3 begins with a descriptive survey of the structure of total post office
costs, which were found to be relatively s similar to the cost structure of American
and British postal services. It was found that letters were profitable but prmted
papers were unprofitable i in, all thrce countries and that the structure of postal
charges in the three countrles eﬂ‘ectlvely subsidised second. class mail. An
examination of the various stages of mail handling showed that second class
mail cost relatlvely more to collect and dehver than ﬁrst class, but relatlvely
less to handle. :

It was considered surprlsmg that the cost structures of postal services were
similar in the USA, UK and Ireland since wage rates were so much higher
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in the US. This relative similarity in postal costs implied inefficiency in the
Irish postal service. However, it was suggested that the similarity of postal
costs between Ireland and the US was the result of two opposing sets of
influences. The higher wage costs in the US were offset by the greater size and
concentration of population being served by the US post offices and, more
importantly, by the lower standard of postal services they provided. While
these influences could not be accurately quantified, they implied that there was
no reason to believe that Irish postal services were inefficient by international
standards.

It was also illustrated that postal services in Ireland were “labour intensive”,
i.e. that wages constituted the greater proportion of postal service costs. For
this reason it is imperative that the number of pieces of mail handled per
worker be increased, if the cost of postal services is to be prevented from
increasing at a much faster rate than other consumer prices, or than the prices
of telephone services which do not possess the same labour content.

The study also examined variations in costs between different post offices
throughout the country with the following results. Total mail volume (postings
and deliveries) in 50 Irish post offices grew by 2-28 per cent per annum on
average between 1951 and 1965. The labour force, however, grew by only
o012 per cent per annum, which meant that the number of pieces of mail
handled per worker (productivity) increased in fact by 2-17 per cent per annum
over that period. It was noted that productivity in Dublin was considerably
higher than in the rest of the country, though its rate of increase between 1951
and 1965 was slower than elsewhere. The slower rate in Dublin was explained
as a consequence of moderate rates of increase in both output and employment,
whereas the more rapid rate of increase in the country, other than Dublin,
was due to an actual fall in employment of 0-43 per cent per annum, with the
result that the increase in productivity was greater than the increase in output.

Finally, it was shown that it is possible to establish a relationship between
the sum of postings and deliveries for an individual post office and the following
factors:

(a) quantities of labour (postmen, sorters, clerks, etc.),
(b) transport vehicles (delivery vans),
(¢) population density,

(d) proportion of population living in urban areas.

From this relationship indices of the number of pieces of mail handled per
individual worker (termed “productivity indices”), were constructed.
These indices are described as being potentially useful measures of perfor-
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mance at individual office level; low values of an index imply below average
productivity, which might be caused by serious under-utilisation of capacity,
inadequate or obsolete premises or equipment, or a host of other reasons. The
indices would thus be a useful tool in deciding on future budgetary allocations
and modernisation programmes

Part 4: Likely Future Trends in Post Office Profits and the Implications of these Trends
for the Financing of the Postal Services

From the findings in Parts 2 and 3, future trcnds in post office profits were
deduced and it was suggested that because of the increasing relative
importance of second class mail, the rate of increase of total post office costs
was likely to accelerate. ‘

The effects of these trends in demand and costs on post office profits would
obviously depend on the objectives being pursued by the Department of Posts
and Telegraphs. The accepted objective of the Department in the past, was
to cover its costs on a long-term basis. This resulted in recurrent increases in
postal charges, which were necessary to erase the deficits brought about by
wage increases, while at the same time avoiding any deterioration in the
standards of services ‘provided.

In the light of these findings, it is evident that the major problems facing
the Department of Posts and Telegraphs, are how to increase the number of
pieces of mail handled per postal worker over a period (to increase product1v1ty)
and how to moderate the rate of increase in costs. Certain very minor cost
savings may be achieved by reorgamsmg some services, but apart from these,
it is suggested that there are two ways in which savings can be made:

(a) greater mechanisation of the service

(6) reductions in the standard of postal services.

The merits or otherwise of implementing these two policies are examined but
it is emphasised that decisions on such matters can only be made in the light of
social and political constraints as perceived by the policy maker. The alternative
policy changes discussed are simply suggestions from the findings, which are
offered for discussion. ‘

The policy of greater mechanisation would appear to havc little relevance in
the Irish context. The greatest benefits to be derived from technological
developments are in the mail handling area but the scale of postal operations in
Ireland, with the possible exception of the Central Sorting Office, would not
be sufficient to permit savings from this source. The major cost area in the Irish
postal services is in delivery, an area where automation can have little impact.

This leaves only the policy of reducing the standards of postal services or
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alternatively forcing customers to bear some of the costs of handling mail.
A reduction in the standard of postal services would entail the adoption of
mail procedures on the lines of those obtaining in the USA where, for example,
deliveries are not made to the door of each house but are deposited in collection
boxes at the end of driveways. US mail users are also obliged to hand in second
class mail at post offices. The Department of Posts and Telegraphs is already
considering a number of changes in this area and separate studies are being
carried out as to their acceptability to the public. In the context of the present
paper, very little in fact can be said about the effects of these changes on mail
volume though it is conceivable that a major deterioration in standards of
service would lead to a switch away from postal services by regular users.

The conclusion then on a change of policy was that changes in the standard
of services would be the only certain way of avoiding steady increases in postal
charges, otherwise a major change in the method of financing postal services
would have to be adopted. If the latter course is adopted three alternative
means of financing mail services are suggested,

(@) Explicit subsidy of the postal services from general taxation. This would
be the most expedient method.

(6) Bring charges on first and second class mail into line with their actual
costs and so end the effective subsidisation of second class mail which
is in operation.

(c) Subsidisation of postal services from the telephone services, which are
relatively more profitable.

The merits or otherwise of these different methods of financing the postal
services are beyond the scope of this paper, but they are offered on face value
with a cautionary word, that their implications should be studied from a
number of points of view, before their adoption is seriously considered.

GERARD WRIGHT



”Part I .

Introduction -

Tms paper is an: attempt ‘to .apply modern quantitative techniques of
economic analysis to the operation of the: mail services provided by the -
Department of Posts :and Telegraphs: of the .Republic of Ireland. :This
Department is:one of the largest organisations in the State, administering a
network of 52 head post offices and 2,160 branch and sub-offices, and employing
a staff of 21,137 in 1970-71. However, as can be seen from Table 1.1, less than
50 per cent of its income derives from mail services as such and in recent years
this proportion has fallen below 40 per cent. The remainder is accounted for
by the telephone and telcgraph services, and by a variety of other services
provided on an agency basis on ‘behalf- of other government departments and
of the Post Office Savings Bank. S

" Because of the scale of the: Department’s operations, and. thelr 1mportance
in the national economy, there are a great many questions.of interest which
could be asked about them. In order to ensure adequate treatment, however,
it has been necessary to be: hlghly selective as regards the topics covered. The
paper, therefore, confines its attention to the mail services provided by the
Department. Furthermore, ‘within those limits, it has concentrated on areas
which are amenable to quantitative econometric techniques. ‘

The plan of the paper follows the economist’s traditional distinction between
demand and supply. Part 2 considers ‘the demand for mail services, and Part 3
examines the determinants of costs and product1v1ty on the supply side. Each
of these parts begins with a general descriptive survey, and then attempts to
apply econometric tools to the area being studied. Thus, demand functions for
mail services are ‘estimated in Part 2, both over time, and over a cross section
of Irish counties. These estimated demand functions are then used to project
postal demand up to 1986. Part 3 examines the behaviour of labour productivity
over time in Irish post offices, and also estimates production functions for a
single year. The results of this analys1s are then used to evaluate the performance
of individual post offices using methods developed by Feldstein (1967). Both
Parts 2 and g conclude with a non-technical summary of their findings.

Finally, the implicatioﬁs of these findings for postal profitability and finances
are discussed in Part 4. No specific recommendations on pricing or financial

16 ,‘
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TABLE 1.1: Income of Department of Posts and Telegraphs, Financial Years 1960-61,
1965-66, and 197172

Sources of income (excluding Government

subvention) 1960-61 1965-66 1971-72
- Looo Looo Looo
Telephone Service 4,711 9,367 21,666
Telegraph Service 424 723 1,608
Agency Services* 1,139 1,810 3,417
Postal Service 5,187 7,981 T 15,773
of which: Mail Service 4,936 7,665 15,268

Remittance Services
(Money Orders and

Postal Orders) 202 213 315
Miscellaneous 49 ' 103 189
Total 11,460 19,891 42,464

*Agency services comprise over-the-counter services such as the issuing of pensions, licences, etc.
on behalf of other government departments and of the Post Office Savings Bank.
Source : Department of Posts and Telegraphs, Commercial Accounts.

policy are made, since it is considered that decisions on such matters can only
be made in the light of social and political constraints as perceived by the
policy maker. However, the relevance of the paper’s findings to a number of
alternative policy changes is discussed. The paper therefore attempts to
provide the essential background information on which policy decisions should
be based, but does not attempt to influence the outcome of those decisions.

By its nature, this paper should be of most interest to those who are directly
concerned with postal policy, or who are interested in the problems faced by
the Irish postal services or by similar service industries. Readers in this category
who are not interested in the details of the econometric analysis may wish to
confine their attention to the introductory and summary sections of Parts 2
and g, and to the discussion of policy implications in Part 4. However, it is
hoped that the techniques used in the paper may also be of more gereral
interest. The sections on the specification and estimation of demand and
production functions raise issues which are not peculiar to postal services,
and the same is true of the sections which apply these methods to demand
forecasting and to the construction of performance indicators for individual
offices. The latter application in particular should be of interest to those
concerned with improving efficiency in other large organisations, especially in
the public sector, whose operations are decentralised and not subject to the
usual criterion of profit-maximisation.

B



‘_P'art 2 |
- ‘The ‘De‘nia’nd for Mail Services |

Introductzon. Overall Trends 1949—69

' As stated in Part 1, this paper is concerned solcly w1th the mall services

provided ‘by. the Department of Posts and . Tclegraphs _of Ireland.
Accordingly, in studying the demand for mail services, attention is focused
on the number of pieces of mail carried in different catcgones Furthermore,
since the act of sending a letter may be considered more voluntary” than that
of receiving one, it seems logical to deal with the number of plCCCS posted
rather than the number delivered.!.

- Table 2.1 gives the basic data rclatmg to the total number of pieces posted
in various mail categories. As with all the data on mail volume used in Part 2
of this paper, the data are taken from a series of returns of the.volume of mail
posted in a representative week of each of fourteen ‘years covering the pcrlod,
1949 to 1969. It would, of course, be preferable to have a continuous series,
giving the number of pieces posted in every year, but such data are not avail-
able. One compensation for this 1rregular coverage is that for each ofthese
fourteen years, a very detailed  breakdown is avallable, giving the number
of pieces posted and dchvered in cach category in 52 head post office.
districts.?

The most obv10us feature of Table 2.1 is the dominance of lettcrs and printed
papers over the other categories. On average, over the whole period, they
account for 59-6 per cent and 316 per. cent of the total and they exhibit fairly
steady upward trends. Of the remaining four categories, on the other hand,
‘only postcards have increased, while the volume of newspapers, parcels and
registered items posted have fluctuated around downward trends.
~ These trends are shown more clearly by the last three columns of Table 2.2,
which give the average annual growth rates.of all categories. for. the country
as a whole, as well as for Dublin and the rest of the country separately. The
latter dlstmctlon is madc both because of the extreme 1mportance of Dublin—

1. Thc number of pieces postcd and dchvercd move very closely togethcr, with the latter exceedmg
the former by an average of 8 per ccnt over the period, 1nd1catmg a net mﬂow of mail into the country

from abroad.
2. For a further d:scumon of the data used, see Appendxx B. "

18




TABLE 2.1: Number of pieces of mail posted in different categories, 1949-69 (in thousands)

Week ending Letters Printed  Newspapers Postcards ~ Parcels  Registered  Total  First class - Second class
papers articles mail mail
) (1) (2) (3) (4) (5) (6) (7 (8) (9)
+ 2 April 1949 3,128-3 13369 1578 1514 188-8 8o5 50437 3,2797  1,4947

27 October 1951 31786 1,2834 150'5 144°5 1755 871 50196  3,323'1  1,4339
18 October 1952 3,2026  1,409-0 130°5 142°3 167-7 86-9 5198:9 38,4049  1,539'5
17 October 1953 3,170°1 1,534+7 1259 165-3 1651 81-4 5,244'6  3,337'4  1,660'6
16 October 1954 3,208'7  1,748-0 128-1 171-2 158-6 810 54956 3,379 9  1,876'1
15 October 1955 3,340'8  1,043°'5 136-2 181-8 1590 81-0 58422 3,522°6  2,079'7

19 October 1957 3,4316 1,648-9 1214 185-2 140°2 67-7 55951 3,616-8  1,770'3
18 October 1958 34767 1,847:6 132°1 1436 1333 703 58036 36203  1,979-7
15 October 1960 3,629'3 1,9651 1307 1465 141-3 63-2 6,076-2  3,7758 2,005-8
20 October 1962 8,700°4 1,982-9 1355 1577 1415 596 6,177'5  3,8581 2,1184
22 February 1964 3,7787  2,0856 1358 1552 1381 62-7 6,356°1  3,033'9  2,221'4
16 October 1965 3,668-2 2,304-9 128-6 166-g 136-1 653 6,4700 3,835°1 2,433°5
19 October 1968 4,013-8 2,356°6 128-6 182-3 1472 67-0 6,895'4 4,196°1 2,485-2
18 October 1969 4,0853  2,562:6 1175 174°4 150°3 671 7,157'2  4,259'7  2,680°'1

Notes to Table: First class mail = letters -}- postcard§.
Second class mail = printed papers - newspapers.

SHOIAYMES 'TVISOd HSIMI THI J0 AdALS DIYLINONODT NV

61
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its share in the national total of all categories is over 40 per cent—and because
of the difference in trends between the two areas.

From the table it may be seen that the total volume of mail posted increased
by 1-72 per cent per annum between 1949 and 1969, a moderate rate of
increase, especially when compared with the growth rates of consumer
spending and GNP over the same period. Even the fastest growing category,
printed papers, grew by only 3:13 per cent per annum, while letters grew
by 1:34 per cent, and the smaller categories either grew more slowly or
declined. It can also be seen from the table that the rate of increase of letters
and printed papers has been faster in Dublin than in the rest of the country,
whereas newspapers and postcards have sharply declined in Dublin despite
their moderate increase elsewhere. (The decline in newspapers posted in
Dublin has been fairly steady, whereas that in postcards is largely attributable
to a sudden and inexplicable drop of 36,000 between 1957 and 1958.)

The remaining columns of Table 2.2 show the simple correlation coefficients
between the different mail categories over the period. All of these coefficients
are consistent with the rates of growth shown in column (g): the categories with
positive growth rates—Iletters, printed papers and postcards—form one
mutually correlated block, while those with negative growth rates—newspapers,
parcels and registered items—form another. Notice also that despite the high-
correlation (r=-916) between the two major categories, letters and printed
papers, the latter have risen at a much faster rate than the former; this is
equally true of the whole country, and of both Dublin and- elsewhere.

This difference between the growth rates of letters and printed papers
suggests that they deserve individual consideration. Furthermore, their much
greater importance than the other categories implies that little will be lost by
concentrating attention on them. Accordingly, this is what has been done in
most of the subsequent -analysis, except that, in order to conform with post
office practice, postcards have been grouped with letters to form first class mail,
and newspapers with printed papers to form second class. As can be seen from
the last two rows of Table 2.2, each of these aggregate classes is statistically
indistinguishable from its principal constituent (r='9g9g in both cases). Note,
finally, that since parcels and registered articles are henceforth ignored, the
term “total mail” when used in the remainder of Part 2 of this paper, refers
to the sum of the first four mail categories only.

It may be remarked in passing that the distinction between first and second
class mail, in addition to its convenience, has an economic significance. Second
class mail comes principally from the business sector, while a large proportion
(though by no means all) of first class comes from the personal sector. This
matter is pursued. further in section 2.2 below.

Turning now to the behaviour of mail postmgs at a dlsaggregated level,




TaBLE 2.2: Simple correlation cogfficients and average annual growth rates of different mail categories, 1949-69

Correlation coefficients

Average annual growth rates, per cent, 1949-69

Regis- First (standard errors in parentheses)
Printed  News-  Post- tered Total class
Letters papers papers  cards  Parcels articles  mail mail All country Dublin Rest
(1) (2) (3 @ (5 (6) (n ®) (9) (10) (11)
1. Letters 1°000 1-34 (08)**  2-14 (-19)** 65 (-08)**
2, Printed papers +916**  1-000 313 (-31)**  3-38 (-43)**  2-71 (-15)**
3. Newspapers —492 —572% 1000 —68 (-28)* —2:47 (-82)* 11 (19)
4. Postcards *305 ‘460 —516  1°000 -56 (-39)  —4-19(1-12)**  1-92 (-29)%*
5. Parcels —656%  —683*%*  -622% —200 1-000 —1-19 (-32)*¥* —47 (‘41 —2:02 (-25)%*
6. Registered articles —yg6** —733*%* 382 —183 -825%* 1-000 —1-63 (-35)%* —1-16 (-40)* —2-13 (-48)**
7. Total mail -g72** -gB4** —538*% 417 —662%% —462* 1:000 1472 ((10)¥*  2:35 (-19)**  1-05 (-05)**
8. First class mail -9gg** -924** —509 348 —655*% —793*  -977** 1-000 1-30 (-08)**  2.00 (-18)** 73 (-07)**
9. Second classmail ~ -gr7**  -g99** —553* 453 —676% —733*  -g84%* -g2q** 287 (29)** 317 (40)** 2:38 (1g)*¥

* — significant at g5 per cent level
** — significant at gg per cent level

Notes to Table: Total mail = sum of categories 1 to 6.
First class mail = letters + postcards.
Second class mail = printed papers--newspapers.
All magnitudes in the table, except those in the last two columns, refer to the whole country.

All correlation coefficients are based on the absolute levels of the variables.

Average annual growth rates in the last three columns are calculated by regressing the natural logarithms (not the absolute levels)
of the appropriate variable on a time trend, as suggested by Geary (1972). Figures in parentheses are standard errors of the estimated
coefficients of the time trend. :
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Table 2.3 gives the average annual growth rates of total, first class, and second
class mail, as well as of the ratio of first class to total mail,? for fifty head post
office catchment areas. It is apparent that the same trends which were shown
by.the country as a whole also apply to practically all these head post offices:
total mail has increased in all but two catchment areas between 1949 and 196g,
though at fairly moderate rates (on average by T.21 per cent per annum);
similarly, both first and second class mail have in general increased in volume,
but the latter has increased at faster rates, leadmg toa decline i in the share of
first class mail in total mail. : v

Of course, not too much importance should be attached to the absolute
magnitudes of the’ growth rates in the table, since they take no account of
differential movements in the population or income of different offices’
catchment areas." However, a casual inspection suggests that the decline in the
share of first class mail has been slower in the less developed areas of the country.
A final point worth noting from the table is that the growth rate for the country

‘as a whole of each of the three mail categories shown is markedly higher than

" the average "of the corresponding growth rates over all fifty post offices. Thisis
so because the areas with the largest shares of ‘mail volume (particularly
Dublin, which accounts for over 40 per cent of the total in each category), had
greater than average growth rates. !

In conclusmn, this section has noted a number of features of the trends in
mail volume between 1949 and 1969 which merit further study. These include,
the relatively low growth rates of all categories, the faster growth of second class
compared with first class mail, and a slower decline in the share of first class
mail in the less developed areas of the country. In order fo investigate these
and other aspects of mail growth, the next sections examme the determinants
of the growth in mail volume. The main conclus1ons reached are summarised
in section 2.7. , o ‘ x

2.2 Theoretical Determinants of Postal Demand f , ,

Needless to say, to account for the rate and pattern of growth in mail volume
is considerably more-difficult than to describe it, and requires the explicit
application of econometric techniques. The first stage in such an application
is to list the influences which, on-an a priori bas1s, may be expected to affect
the demand for postal services. As in any demand study, these should include,
at a minimum, some measure of income, the price of the good or service in

3. The growth rate of thls ratio is given in preference to the difference between the growth rates
of first and second class mail, because the former conveys additional information. This may be seen
from the formula g=(1 ——F) (f—s), where gis the growth rate of the ratio of first class to total mail,
(f—s) is the algebraic difference between the growth rates of first.and second class mail, and F is the
average ratio 018 first class to total mail over the period. The signs of g and( f—s) will always be identical,

and by using this formula the approximate value of (1—F) J F and (1 —F) in any office may be cal-
culated from the table.
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TABLE 2.3: Average annual growth rates of selected mail categories in 50 head post office
districts, 1949-69

Average annual growth rates, %, 1949~69

Head Post Office Ratio of
Total First class ~ Second class  first class
mail mail mail to total mail

1 An Uaimh 2°39 1-85 471 —-65
2 Athlone 1°91 1:32 374 —-65
3 Ballina 44 12 199 —+36
4 Ballinasloe 80 76 2:27 —21
5 Bandon 2+27% 2-24 291 —17
6 Bantry "75 43 394 —47
7 Birr ‘0 —82 290 —g77.
8 Bray 46 -02 2-37 —59
g Carlow 2+21 I-42 434 —+92
10 Carrick-on-Shannon ‘0 —-18 1°57 —29
11 Castlebar 75 1-30 1-02 42
12 Castlerea ‘39 ‘31 1-35 —-17
13 Cavan 1-56 45 4-89 —1°22
14 Ceanannus Mor 1-10 104 264 —-26
15 Claremorris -84 71 2:27 —-28
16 Clonmel 1-13 72 249 —'52
17 Cork (including Cobh) 1-53 1-38 216 —+30
18 Donegal —+69 —-87 -36 —2I
19 Drogheda 1-84 I-11 331 —-82
20 Dundalk 73 74 1°49 —+23
21 Ennis* 73 -85 68 03
22 Enniscorthy *59 26 1-99 —*50
23 Galway 1-91 185 247 —12
24 Gorey 45 —-22 '3'95 —77
25 Kilkenny 1-85 1°49 321 —49
26 Killarney 1-76 1-87 1°71 -02
27 Kilmallock ‘33 ‘10 171 —-33
28 Letterkenny I-11 80 369 —48
29 Lifford 131 1-68 1-27 08

g0 Limerick 2'15 1-89 2:93 —33
31 Longford —+38 —-65 1-00 —'33
32 Mallow 1'19 1-29 1-26 ‘01
33 Monaghan -62 44 1-88 —+30
34 Mullingar *20 ‘03 1412 —-28
35 Naas 292 2:21 545 —-83
36 Nenagh 2:00 2:04 2+31 —-06
37 Port Laoise 144 ‘91 384 —-62
38 Roscommon 2+93 2:06 6-27 —-87
39 Skibbereen g8 -87 2:21 —-26

continued

*Figures for Ennis in 1969 were not available. Accordingly the growth rates shown are based on

the change between 1949 and 1968.

Note: All growth rates were calculated using the usual compound interest formula. This accounts
for the small discrepancies between the figures given here for Dublin and All Country, and the

corresponding figures in Table 2.2.
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TABLE 2. 3—-continued. -

Average armual growth rates, % 1949—69

Head Post Office . Ratio of
o " Total Fzrst class Second class  first class
L mail - mail . mail ... to total mail
40 Sligo . ST 0.7 141 .3-68 —-28
41 Thurles- o 142 - -~ 104 © 317 - —58
42 Tipperary - L *50 33 18y .29 -
43 Tralee RN © 148 S I 229 i oe—e25
44 Touam - B ‘99 1087 - 146 —-10
45 Tullamore - 349 - 314 563 —°50
46 Waterford .. .- © 145 o6y I'59 Sl 02
47 Westport : ‘99 ‘g6 - 87 - —=20
48 Wexford . T -85 . 1702 74 ‘09
49 Wicklow . 103 R - - . S )
50 Dublin’ (mcludmg Dun o o L ‘ o
Laoghalre) o 2:26 173, 328 . —+63
AllCountry .- .- .1'8g° . 1:32 ' - 296 - —-56
Mean of 50 offices . . 121 96 262 —-38
Standard Deviation 86 . -84 . 135 32

questxon, and the price and avallabxhty of competmg or complemcntary goods
and services. :

Consxdenng mcome ﬁrst it is customary to take personal cxpcndlturc on,
consumers’ goods and services as the appropriate independent variable in a -
study of consumer ‘demand. This i is done because the traditional static- theory
of consumer demand deals only w1th the allocation of a fixed budget between
different commodities and ignores mter-temporal considerations,- In other
words, it is assumed: that the consumer (or, in aggregate, all consumers)
maximises utility by a two-stage process, first d1v1d1ng current income between
consumption cxpendlturc and saving, and then imposing this chosen level of
total consumptlon expenditure -as -a fixed constramt on the maxmusatlon of
utility from current consumptlon :

In the case of postal services, however, the fact that a large ‘proportion of
mail posted comes from the business sector suggests an alternative approach
to the choice of income variable. Instead of treating the volume of postal
demand as the outcome of utlhty maxmnsatlon on the part of consumers, it
may be viewed as a consequence of profit maximisation (or cost minimisation)
- on the part of firms. This type of reasoning, though rarely explicitly worked
out in a formal model, is ‘often used to justify treatmg the demand for goods
as a denved demand, resulting from the use of such’ goods as inputs in the
productlon process The 1mp11cat10n of such an approach i is that the appropriate
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“income” variable to use in a demand equation should be some proxy for the
level of general business activity, gross national product being the obvious
and most common choice. _

In the present study, the choice of variable to represent income was further
complicated by the availability of data. As explained below, it was desired to
estimate cross section as well as time series demand functions; however, the
only income variable for which data covering Irish counties is available is
personal income, as estimated by M. Ross (1972). This is not a very satisfactory
variable, since it includes both savings and direct taxation. However, where no
alternative was available, it was necessary to make use of it.

To sum up, three possible measures of “income™ have been suggested. Of
these, personal consumer expenditure is the most appropriate on theoretical
grounds, at least as far as personal demand for postal services is concerned. It
has therefore been used in this study wherever possible. However, because
some elements of doubt remain about its appropriateness, the performance of
all three variables is investigated empirically in section 2.3 below.

As far as the magnitude of the income elasticity is concerned, theoretical
considerations tell us nothing, though it seems reasonable to expect it to be
positive, in other words that postal services are not an inferior good. The only
extraneous sources of empirical evidence on this point are the Household
Budget Inquiries of 195152 and 1965-66, the data from which are discussed
in Appendix A. It is shown there that in both inquiries the income elasticity
of expenditure on postage and telephones combined was well in excess of unity
(1-64 in 1951-52 and 1-82 in 1965-66). The income elasticity of postage alone,
however, while greater than unity in the earlier year, appears to have fallen
below unity in the latter year. (Unfortunately, the quality of the data does not
permit more accurate estimation of the elasticity.) Since, in any case, these data
relate only to the purchases of urban consumers, we would not expect them to
be identical with the results derived from the study of total postal demand
presented in sections 2.3 to 2.5 below.

The next obvious determinant of the demand for postal services is their price.
It is possible to say rather more on a priori grounds about the likely quantitative
effect of postal charges on mail volume than could be said in the case of income.
Specifically, there are good reasons for expecting that postal charges are
unlikely to have a significant effect on the number of items posted provided
they do not diverge markedly from their historic levels. One reason is the nature
of postal traffic: given present technology there is no equally inexpensive
substitute for mail services as a method of distributing large numbers of items
such as bills, cheques, receipts, etc.t Though no direct evidence is available,

4. See, however, the discussion in section 2.6 below.
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these items alone must constitute a sizeable proportion. of total mail traffic
A second factor is that for.most business mail, the postage charge is only a small
proportion of the costs of sendmg a letter.s A report by the British Post Office:
(1970) attempted to estimate this proportion.. For 1970, it found. that average
typing costs were 1op per letter in-London and 73p elsewhere in-Britain to
which must be added the. costs. of drafting, dictating and -checking. Even:
though the marglnal costs associated with. these activities may be considerably:
lower, they are still likely to be substantial compared with. postal:charges of
2p and 2}p. It seems likely, therefore, ‘that moderate increases in real postal
charges would have relatively httlc effect-on the total cost of sending a business
letter.: Of course the same argument cannot be applied to non-business mail;
on the contrary, there'is a w1desprcad belief that recent increases in postal
charges have led to a falling-off in the’ volume of personal miail’ posted 8.
" Nevertheless; it seems likely that the overall impact of changes in postal prices’
on the volume of mail posted will not be: very substantial; on balance, therefore,
we would. not expect a variable for postal prices to-be very significant in a
regression analysis of the volume of mail posted. Note, finally, that what is
~ being discussed here is the long-term effect of postal charges on mail volume..
Nothing in what has been said negates.the possibility. that increases in postal
charges, especially'kla'rgc and: wéll-publiciscd increases; may have a-short-run.
effect of causing a falhng off in dcmand in-the: penod 1mmed1ately after their
introduction. : - C : : ;
Turnmg ncxt to complementary and compctmg goods, an obv10us compeutor,
to postal services is the telcphonc. "Thus, when telephones become more widely:
available, or when telephone prices fall relative to. postal prices, we would:
expect the demand for postal services to fall-as a result. Both these influences
have therefore been tested, although it is worth remarking that a single
equation framework (the only econometric method used in this: paper) is not.
a very accurate way of n measuring cross-elasticities between different goods and
services, while adcquate data for Jomtly estimating ‘the demand functlons
for both postal and telephone services were not available:
‘So far, the discussion of the determinants of postal demand has followed the
_ conventions of demand theory by focusing on ‘the behaviour of individual
consumers. The present study, however, is concerned with the total demand.
for postal services, from all private and business users. This fact poses a serious:
problem of aggregation to which no fully satisfactory solution is. possible. One.
. common type of corrective "action which :was adopted, was to estimate all-
equatlons in per capzta form—-thls at least ensures that varlatlons in the volume-

5 An exception to this would be the case of an advcrtxsmg campalgn carncd on by post, for whxch ’
mail charges might account for a substantial proportion of total costs.

6. A frequently cited example is the decline in the number of Christmas cards posted; however, thls
may cqually havc bcen caused by increases in the price of cards thcmsclvcs ;




AN ECONOMETRIC STUDY OF THE IRISH POSTAL SERVICES 27

of postal services demanded due to population changes are not attributed to
other influences.” '

There is, however, a further aspect of the aggregation problem which arises
in any study of the demand for communications, namely, the likelihood that
such demand will be influenced by the spatial characteristics of the area
considered. The direction of the influence involved is not obvious on a priori
grounds. :

On the one hand, it could be argued that greater agglomeration of population
is more conducive to face-to-face communication, and so should reduce the
demand for postal services.® On the other hand, increases in population density
could act as a proxy for some influences (other than income or telephone
availability) such as greater commercialisation or more intensive business
activity, which would tend to increase postal demand, especially from the
business sector. Misleading conclusions could be drawn from a study which
uses data at national or county level, unless some attempt is made to incorporate
these factors explicitly into the analysis. For this reason, therefore, both the
population density and the proportion living in urbanised areas in each post
office catchment area, were included as independent variables in the cross
section demand study, with the expectation that their effects (if any) should
be negative on first class mail and positive on second class.

This completes the list of independent variables to be included in the
regression equations. However, before looking at the results, it must first be
asked whether it is appropriate to use single-equation techniques to estimate
demand functions for postal services, given that traditional economic theory
argues that the price and quantity at which any good is traded are determined
simultaneously by supply and demand. The possibility that single-equation
econometric studies which ignore this fact may be biased by confusing the
effects of shifts in demand with those of shifts in supply has been given the
name “the identification problem’.® In the present study, however, this
problem is not considered serious enough to merit special attention. This is
because the prices charged for postal services do not vary in the short run with
the level of demand. Moreover, the post office is legally obliged to accept all
duly stamped mail, and has never been unable to deal with all that was posted
because of serious lack of facilities.

From the point of view of consumers, therefore, the price of postal services
is a completely exogenous (extraneous) factor, and so the use of single-equation

5. The same cannot be done simply by including total population among the independent variables
in an undeflated equation. For, since population has been falling over most of the period, any population
variable appears with a significantly negative sign, a theoretically nonsensical result.

8. As far as personal expenditure on postal services is concerned, this hypothesis is consistent with
evidence from the Household Budget Inquiries, reviewed in Appendix A.

9. This problem is explained in any econometrics textbook. See, for example, Johnston (1972),
Chapter 12.




- 28 . THE ECONOMIG AND SOCIAL RESEARCH INSTITUTE

econometric techniques to estimate the demand curve is-fully justified. This is
in accordance with general practice: as noted by Cramer (1969, page 213),
the services of regulated public utilities are one of the few categories to which -
- this fairly simple methodology is more or less completely applicable.
2.3 Time Series Demand Functions, 1949-1969 el T
Because of the large quantity of data available on mail postings, a number
of alternative approaches were possible to the estimation of demand functions.
As with most demand studies, the first approach adopted was to estimate time
- series equations; and the results obtained are described in this section. - '
However, the data ‘were relatively unsuitable from the point of view of
- estimating time series. demand functions. In .the first place, only fourteen
observations were available, making the sample an:extremely small one, even
by the usual standards of time series economietric work.1® o v
-+ A second ‘and related difficulty with the data is the fact that they. are not
equi-spaced. As a result, the conventional tests and remedies for, autocorrelation
~ cannot automatically be applied.? Moreover, nothing can be: done to investi-
gate the dynamic aspects of postal demand, by applying, for example, the state
adjustment model developed by Houthakker and Taylor. This is especially
unfortunate, since it makes it impossible to test the conjecture made in section
2.2 above that the long run and;short run price elasticities may be different.
Keeping in mind these reservations about the data,2 the next problem to be
considered is the choice of functional form for the equations to be estimated.
With only fourteen observations available, it was obviously inadvisable to use
up degrees of freedom by considering ‘a large variety of functional forms.
Accordingly, attention was confined to the two simplest forms, the linear and
the log-linear, even though both of these are only -approximations to. (and if
applied to-all goods are not in general consistent with) the :complete system
of demand equations derivable from the classic theory of consumer behaviour.
~ Accordingly, the equations presented in Table 2.4 give the results of regressing
total mail per head on a time trend and on each of threeincome variables, in

10. This problem ‘is partly. offset by the fact that.these fourtéen observations cover a period of
twenty-one years. They are thus no less variable than a full coverage of the same period would be;
and since; by comparison with a sample of fourteen consecutive years, they are more spread out, they
therefore exhibit a wider range of variation, and may be said to have a greater information content.

11. For this reason both tables in this section present two tests for-autocorrelation, the Durbin-
W atson d and Geary’s tau. In normal situations this would not be necessary: since d makes use of more
information than fau, we would expect it to be invariably more powerful. However, in the present case
the existence of non-equi-spaced observations'means that the tabulated significance points of 4 do not
strictly apply, whereas those of tau do apply, because the latter’s alternative hypothesis is the general
one of non-randomness (On this see Belsley, 1973)." = - S
.12, A further difficulty with the data is that the counts of mail volume, from which they are derived, .
were not taken in the same month 'of each year. This raises the possibility that the data from different

. years may niot be comparable because of seasonal variation. This problem is investigated in Appendix B, .
where it is found that the bias involved is likely to be small, ~ : : :
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TABLE 2.4: Time series regressions : total mail per head regressed on different income variables,

1949-69
Equation Equation
No. (t-values in parentheses) R¥ T d
A1l Q = 1569 + 03897 972 6 1-8g
(70°12) (20°20)
A2 Q: 718 _|_ -00525X1 .889 o %% .50**
(561) (978)
Ag Q = -8o2 + -00563X, -839 g%k ok
(5:40) (7-89)
Ay Q = 583 + -00787X, -889 4 45**
(413) (9-83)
As log Q = 465 + 01997 964 5 150
(34:86) (17:38)
Ab log Q = —g-001 + -673 log X, -899 o¥% gk
(8:18) (9-99)
A7 log Q= —2:694 + -633 log X, 850 4 4qtH
(6-23) (776)
A8 log Q = —3-151 + -741 log X, 897 4 A

(8-00) (9:68)

Notes: In all the time series regressions appearing in this and subsequent tables the number of obser-
vations is 14. As explained in the text, only 14 observations on the mail data were available, covering,
at irregular intervals, the period 1949-69. All logarithms are natural logarithms.

Key: R¥ = Coeflicient of multiple determination, adjusted (where necessary) to measure
goodness of fit in “original variable space” (i.e. for equations Aj to A8, this statistic
gives the) squared correlation between Q and the anti-logs of the predicted values
of log Q). Bl

T = Gcars’s tau statistic, testing for non-randomness of the residuals:

** indicates that the null hypothesis of randomness may be rejected with 95 per

cent confidence;

'(1“he ()single-tailed) critical values are tabulated in Habibagahi and Pratschke
1972).

d = Durbin-Watson statistic, testing for first order autocorrelation of the residuals:

** indicates that the hypothesis of no positive autocorrelation can be rejected with
95 per cent confidence; .
* indicates that the test is inconclusive.
(See footnote in text for reservations concerning the applicability of this test to the
present case, where the data are not equi-spaced.)

Variables: Q

I

Total pieces of mail posted per head of population in a representative week of each

year (includes letters, printed papers, newspapers and postcards, but excludes
parcels and registered letters).

T = Time in years (1949=0). .

X, = GNP (Gross National Product) per head of population at constant (1958) prices.
X, = Personal income per head, deflated by consumer price index (1958=100).

X, = Personal expenditure on consumers’ goods and services per head, at constant (1958)

prices.
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both lmear and log—hnear form. (For reasons given in the prev10us section, all

the demand functions in this paper have been estlmated in per capita form.)
To pemut comparisons between the two equation forms the coefficients of
multlple detemunatlon (Rz) for the log-linear equatlons have been recalculated
in “original variable space”; in other words they give the squared correlations
between the actual, values of the dependent variable and the antl-logs of the
values predicted by each equation. :

The first noticeable feature of the table is the cons1derab1y better performance

of the time trend compared with any of the income variables. Equations Arx

- and A5 have appreciably higher coefficients of determination than any others,

and they are also the equations which show ileast evidence of autocorrelation,
as measured by both Geary’s tau and the Durbin-Watson 4. This is a worrying
result, since no unambiguous economic interpretation can be attached to a

regression on a time trend, no matter how satisfactory the equation by the

conventional tests. Nevertheless, from the point of view -of forecasting, it

suggests that the most satisfactory forecasts of future mail volume will be those -

derived from a time trend equation. This point is pursued in section 2.6 below.

Secondly, different income variables make relatively little difference to the
goodness of fit. The worst, performer (though the differences between R%s are
far from significant) is X,, personal -income -per head. This is only to be
expected, since the variable measures neither consumers’ purchasmg power nor
the level of business act1v1ty, and is only included to permit comparison with the

cross section equatxons in section 2.4 below. On the other hand, X, (GNP) and:

X s (Personal consumners’ expenditure), give almost identical results, despite the
very different theoretical reasons for including them. Since the theoretical

grounds for including X are rather stronger, and since its performance is as

good as or better than that of the other two varlables, itis therefore included
in all the remaining regressions.in this section. : .
Finally, it may be seen from the table that it makes v1rtually no difference
to the goodness of fit whether a given equation:is estimated in linear or log-
linear form: the adjusted R¥s for corresponding equations, for example, A2

‘compared w1th A6.and A3 compared with A7, are virtually identical. Accord--

*ingly, nothing is lost by. concentrating, in the remainder of thlS section, on the
log-linear formulation, which from an economic point of view has the con-
venient property that its coefficient estimates are also estimates of elast1c1t1es

Having determined thc choice of income variable .and functlonal form,
Table 2.5 gives more regressions for total, first class and second class mail, all
per head of populatlon Cons1dermg first those,w1th total mail as dependent

13 " Notice that the growth rate of total maxl pcr hcad xmphcd by equatxon As (1:99 per cent per
annum) is m; lly higher than the growth rate of total mail given'in Table 2.2. Thls is caused, of
course, by th :rgl:a ward trend in populat:on over the period.




TABLE 2.5: Time series regressions: different mail categories regressed on selected independent variables, 194969

Equation  Dependent Equation R? T d Chi-
No. variable (t~values in parentheses) square
B1 Total mail log Q = 465--+01991 T ‘959** 5 I'K0

per head (34+86) (17:38)
B2 » log Q = —3-151 4741 log ¥ BT 4 4y**
(8-00) (9-68)
Bg 5 log Q = —2-3974-846 log ¥'—-279 log P -888** 4 11g9* 8-27
(877)  (829) (1-47)
B4 5 log Q = —4-683+-916 log ¥—-312 log P+-454 log Pr '929%* g 220 6-68%*
(478)  (1077) (2-06) (272)
Bs » log Q = —2-054+-013 log ¥+-255 log Tel ‘948*%* 5 1-68 (Qo**
) (5:62) (02 (2°53)
B6 First class  log Q == -087-}-01451 T ‘948** 5 1-26%
mail per head (7'97) (15°40)
By 2 log Q = —2:549++540 log ¥ 868** 4 -66%*
(854)  (931)
B8 » log Q = —1+660+-640 log ¥'—-305 log P «916** 4 1:38% 11:30
(4-15)  (10-89) (278)
Bog s log Q = —a-go%7 4662 log ¥'—-282 log P+-226 log P ‘931 ¥ ¥ 7 I'59¥ 8-78%
(3:83)  (1218) (2-83) (1-87)
Bio  Second class log Q = —-691--03014 T -88g** 7 170
mail per head (20-23) (10°26)
Bi1 5 log O = —6-141+1-117 log ¥ -Bob** 4 Byt*
(7793)  (7°42) :
Biz " log Q = —5-837+1-198 log ¥'—-152 log P -7g6** 4 101* 10°1I
(624)  (593) (62)
Big 5 log Q = —r11-228-4-1-510 log ¥'—-465 log P+-1-151 log Pr ‘880** 10 2'75 557
(575)  (8-08) (2:16) (297)
Key: Re = Coefficient of multiple determination, adjusted for degrees of freedom:
*indicates that the associated F-statistic is significant at the g5 per cent level;
**indicates that it is significant at the g9 per cent level.
T = Geary’s lau statistic, as in Table 2.4.
d = Durbin-Watson statistic, as in Table 2.4.
Chi-Square= Bartlett-Haitovsky Chi-Square statistic, testing for absence of multicollinearity:
**indicates that the hypothesis of perfect multicollinearity cannot be rejected with g5 per cent confidence;
*indicates that it can be rejected with g5 per cent but not with gg per cent confidence. See Haitovsky (196g) for an explana-
tion of this test.
Variables: Q = Number of pieces posted in relevant mail category per head of population in a representative week of each year:
Total mail: As in Table 2.4.
First class mail: letters - postcards.
Second class mail: printed papers + newspapers.
r = Personal expenditure on consumers’ goods and services per head, at constant (1958) prices.
P = Price index of relevant mail category, deflated by consumer price index.
Pr = Price index of telephone charges, deflated by consumer price index.
Tel = Number of telephones in country per head.
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variable, equations Aj and A7 have been repeated as Br and Ba, to facilitate
comparison with Bg, B4, and Bs. It is apparent that Br, the simple regression
on a time trend, is still the best equation in statistical terms. However, on
economic grounds, equations B3 and B4 are of more interest: both show
significantly negative own-price elasticities, while equation B4 has a significantly
positive cross-price elasticity with respect to telephone charges. This latter
* equation is extremely satisfactory in both economic and statistical terms, and
despite the presence of multicollinearity, indicated by the value of the Chi-
Square statistic, its coefficients may be considered the best parameter estimates
available. Expressed in terms of g5 per cent confidence intervals, these
coefficients imply that the true value of the income elasticity lies between
o-73 and 1-11, of the own-price elasticity between —o-65 and 0-03, and of the
cross-price elasticity with respect of telephone charges between 0-08 and 0-83.
Although these ranges are, undoubtedly, rather wide, they are the best that
can be obtained with the available data.

The last equation in this group, Bj, gives the regression of total mail on
expenditure and telephones; the coefficient of the latter variable is significant
but with a theoretically unlikely positive sign, and the two independent
variables appear to be highly multicollinear, leading to an insignificant
coefficient for ¥. This is all the more noteworthy since ¥ performs very well
in the other three equations where it is included: the estimated elasticity is
significantly different from zero at the o'1 per cent level, and except in equation
By, it is significantly different from unity at at least the 25 per cent level. It
must therefore be concluded that this attempt to measure the effect of telephone
availability on postal demand has not been successful.

"Turning to the equations for first and second class mail, it is apparent that
the different trends in these two magnitudes, already noted in section 2.1,
are matched by different responses to economic influences. Thus, the income
elasticity for first class mail is significantly less than unity, while that for second
class is greater than unity (though not significantly in equations Br1 and B1g).14
As for own-price elasticities, that for first class mail is consistently significant
with a value around —o-3, but that for second class mail is ambiguous, being
insignificant in equation B12 but significant in equation Brg. It seems safest
to conclude that the influence of its own price on the demand for second class
mail must remain an open question. Equation Big also gives an estimated
elasticity for second class mail with respect to the level of telephone call charges
of 1-15, which, though rather high, is not implausible since it is reasonable to

14. Since it has been argued that second class mail is composed mainly of business mail, some
experimentation with GNP as income variable was carried out, along the lines of the equations for
total mail in Table 2.4. However, the results were not sufficiently different from those using consumers’
expenditure as independent variable to merit reproduction.
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expect business mail. to be more responswe to the prlce of alternatlves than.

private (i.e. first class) mail.’ _ . .

Finally, all the equations. shown. were separately re-estlmated for both
Dublin and the rest of the country. The dominant position of Dublin, account-
ing | for over 40 per cent of the national total in all categories, and its faster rate
of growth, have already been mentioned in section 2.1..As a result of the latter,

*_the share of Dublin in national mail has been increasing for both major classes -

- of mail over the sample period, but from a-lower. level and at a faster rate for
~ first class than second. class. This ‘can be seen from the following time trend
equations, where the dependent variable-in-each case is (the natural logarithm
of)' the. share of Dublin in the national total of the relevant ‘mail category:

Total mail : 3":' log’S1 = g- 92‘1"—!— 00647’ ' o Rz— 52,‘:>«‘;“d=i-79

(621 I) (635) s SRR

First class mdfl: ’ log S2 ‘g 796—|— 0070T e = R2—~ 30,,, d=092
: oL (521-4) (601) S

Second class ﬁzail:' ldg Sy = 4121 +‘ ‘00307 - S -R2‘=-263, '_d=41"82 o

(515 5) (2 38):

Both the intercepts (Wthh give the loganthm of the predlcted share for T=o, -

i.e. 1958),-and the slope coefficients, differ sxgmﬁcantly between the last two
equations, at the 95 per cent level at least.’s It would be of interest to see whether
- these differences in trends could be explained by differential movementsin the
factors affecting: mail volume in both categories ‘between' the ‘two. areas.
Unfortunately it.was not possible to investigate this, since separate figures for
the principal mdependent variable, personal consumers’ expenditure, are not

available. Accordingly, although some equatlons were: estimated for.Dublin’

and the rest of the country, national personal consumers’”: expendlture had to
be used as independenit variable; and since, apart-from the estimated coefficients
of  this variable the results'were not noticeably different from those in Tables
2.4 and 2. 5, it was not cons1dered Aworthwhxle reproducing them. '
2.4 Cross Sectzon Demand Functzons 1965 v SRR

' As already mentioned, 2 time series analy51s is only one-of many p0551b1e

: approaches to the cstlmatlon of demand functlons, given 1 the large data matrix

8. Takcn at facc valuc the slope coefﬂcu:nts 1mply that the sharc of Dublin i in ﬁrst class mall will
overtake that in second class around the year 2040, assummg that past trends contmuc ‘to repeat
themselves.
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available for the present study. Furthermore, with only fourteen observations
available, the disadvantages of such an approach are magnified, and, in
particular, it is not a very sensitive method for discriminating between
competing hypotheses. If only as a check on the time series results, it was
therefore thought desirable to test the hypotheses put forward in section 2.2 in
a cross section framework.

The first problem encountered with this approach was the need to confine
attention to those years for which roughly contemporaneous data on potential
explanatory variables were available. Effectively, this meant that only the
years for which M. Ross has estimated personal incomes by county could be
considered, i.e., the returns of mail posted in the weeks ending the 15 October
1960, the 16 October 1965 and the 18 October 1969 were chosen. Furthermore,
rather than examine all three years in equal detail, it was decided to begin by
concentrating attention on the observations for 1965. The present section
therefore discusses the equations which were estimated for that year. Those
specifications which gave successful results for 1965 were then applied to the
remaining two years, as well as to all three years combined, and the results
are given in section 2.5.

The next problem was the need to group the observations so as to ensure
compatibility of coverage between the dependent and independent variables.
As already mentioned, the data on mail postings which were made available
to the author covered fifty-two head post office districts throughout the State.
As a first step it was decided to reduce this to fifty by combining Dun Laoghaire
with Dublin and Cobh with Cork: since the delineation of boundaries between
the catchment areas of each of these pairs of offices is almost certainly fairly
arbitrary, and since Dun Laoghaire and Cobh may be thought of as belonging
to the greater urban areas of the two cities, little worthwhile information is
likely to have been lost in this way. Unfortunately, however, because the
principal independent variable—personal income—was available only on a
county basis, it was necessary to go further and aggregate the mail data into °
twenty-six groups, which correspond approximately with county boundaries.1®

Another problem which was encountered in some preliminary regressions -
was the fact that the observation on County Dublin lay considerably outside
the range of the observations on the remaining twenty-five counties, with the
result that the inclusion of Dublin in an equation led to significant changes in
the estimated coefficients. Two alternative methods of overcoming this difficulty
were available: either the observation on Dublin could be dropped altogether,
or the regressions could be estimated for all twenty-six counties, but with some
correction for heteroscedasticity. On further investigation, however, both these

16. For details on the problems relating to the income variable, see Appendix B, section B.2.

C
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approaches were found to yield statistically indistinguishable results.?” Accord-
ingly, the greater simplicity of the first method, omission of the Dublin .
observation, led to its adoptlon in all the equatlons presented in th1s and the
following section. : Ay
The only remaining ‘matter to be dec1ded was the functlonal form of' the
equations. In the light of the experience thh time series models, described in -
section 2.3:above, it was decided to estimate all equations in log-linear form,
with variables expressed .in per capita terms. :Some - experimentation with
““alternative specifications’ suggested that the ﬁndmgs were not sensmve ‘to the
form-adopted. - : : v "
‘Table 2.6 glves the prmmpal equatlons Wthh were estlmated with total ma1l \
per head as dependent variable. The only unusual feature of the table is the
final column of t-statistics, which test the significance of the difference between -
the actual value of total mail per head in Dublin and the value predicted by
the -equation in ‘question. It is apparent: that,: : except _for the two'equations
~which. contain. population density as an 1ndependent variable, the predicted
value diverges significantly from the actual.’® This further conﬁrms the
advisability of estimating all equatlons with Dublin omitted..
Turmng to the actual equations in: Table 2.6, equation Cr gives the 31mple

regression of total mail per head on personal income per head. The degree of -

explanatlon is satisfactorily high for a cross section equation-and the estimated -
income elasticity is mmgmﬁcantly dlﬂ"erent from the corresponding time series
estimate, (i.e., 0:633. from equation A7 in. Table 2.4). Some attempts were’
made to construct proxy variables for the level of business activity in “postage-
intensive” sectors, -using the data on county employment in Baker and Ross
(1974), but in all cases the level of explanatory power attained by them was.
considerably inferior- to that of pcrsonal income.:
Of the remaining equations in-the table, numbers CQ to 04 attempt to .
test the hypothesis. put forward in section 2.2 that an individual consumer’s
 or-firm’s demand for postal services will be influenced by the spatial character-
istics of the area:in question. Using aggregate data this hypothesis can only -
be testcd rather crudely by mcludmg variables such as population density and
the proportlon of populatlon in urban areas in the.cross.section demand
equatlons. It is ‘apparent. that - the former variable  gives more satisfactory -
results, though it causes.a reductmn in. the estimated coefficmnt of personal

17 This ﬁndmg is documented in an unpubhshed manmcnpt avallablc on request from the author.
'18. The exceptional behaviour.of equations C2 and C4 ‘may be explained by the fact that the
population density variable is characterised by an enormous gap. between the value for Dublin (1,541°4, -
persons per square mile), and the values for all other counties (the next highest is Cork with 1598 per

. square mile, and the lowest is Mayo with a value of 54'9). The .consequence of this may be expressed

by saying that, from the point of view of calculating the f-statistics in the last column of Table 2.6
the population density variable is barely distinguishable from a dummy vanable which takes a value
of one for Dublin and zero for all ot.her observahons R ‘




TasLE 2.6: Cross section regressions for total mail per head, 1965

Equation Regression coefficients (-values in parentheses) _
No. R? Chi-square ¢
Intercept Y D U T STD

GI ._3-692 .780 .331** 4.97**
(3'30) (359)

Ce —2:687 422 *191 354 ** 11°13 1-02
(2-02) (1-24) (1-34)

C3 —2-188 ‘374 161 g47%* 8-05 5 16%*
(1-33) (-95) (1-24)

Cq —1737 183 "154 ‘123 "348** 2:54** 1-25
(1-02) (*42) (1-03) (*o1)

Cs —3'414 *702 ‘016 "305** 1743 4-38**
(2:52) (2:33) (:38) . -

C6 —3'374 715 037 "309**  31-99 492
(2-62) (2-82) (*52)

Note:

Key:

Variables:

Observations on all variables are based on data for catchment areas of 50 head post offices, grouped into 25 geographical units, approxi-

mately co-terminous with county boundaries.
County Dublin is omitted from all equations.

See notes to Table 2.5.
t =t-statistic, testing the hypothesis that total mail per head in Dublin comes from the same population as the observations on the 25

counties used to estimate the equation in question; ** indicates that the hypothesis can be rejected with g9 per cent confidence; * indicates
that it can be rejected with g5 per cent-confidence.

Dependent: Q = Log { Total mail per head}.
Independent: ¥ = Log { Personal income per head }.
D = Log {Population density}.
U = Log { Proportion of population living in urban areas}.
T = Log {Number of telephones}.
STD= Dummy variable for availability of STD (Subscriber Trunk Dialling):
o0—if no major centres in “county” had STD in October 1965;
1—if all major centres in “county” had STD in October 1965;
value between 0 and 1—if some but not all major centres in “county” had STD in October 1965.

SHDIAY¥ES IVISOd HSIYI THYL 40 AdNALS DIYLANONODHT NV
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income (equation C2). Moreover, the close relationship: between the two
spatial variables leads to extreme multicollinearity when both are included in
the same equation (C4): the equation as a whole is highly significant by the

" F-test, but none of the individual coefﬁcrents are s1gmﬁcant even at the 75 per

cent level.

" The only other determinant of mail volume which was considered was that
of telephone availability. Two alternative measures of this .influence  were
“tested: the number of telephones per head in each county, :and a dummy
variable rcpresentmg the degree of availability of STD (Subscriber Trunk
Dialling) in each county in October 1965. This variable is obviously a measure
of the quality rather than the prevalence. of telephone availability; and its
likely influence on postal demand might be thought small in the light of the
small- proportlon of calls accounted for by trunk calls. Nevertheless, post office
experience in the past has been that the introduction of STD. has led to a
marked and. immediate increase in the use of existing telephone equipment;

and it is of 1nterest to test whether this has had any repercussions on mail -

volume.

However nelther measure of telephone avallabxhty proved significant, as
may be seen from equations C5 and C6. Moreover the signs of their estimated
coefficients were positive, contrary to theoretical expectations. Accordmgly, it
must be concluded that this attempt to quantify the inter-connection in demand

" between postal and telephone services has failed to show that such a link
exists, at least between counties in 1965.

The ‘equations so far discussed have referred exclusively to total mail per
head. Howcver, it is of some interest to consider the behaviour of the different
components of this total. As with the time series data considered in section 2.3,
the principal categories are letters and printed papers; taking an average of all

52 post offices, they account for 585 per cent and 36-8 per cent of the total

respectively, while newspapers and postcards only account. for 2-1- per cent
and 2-7-per cent. Accordmgly, attention is concentrated, as before, on the
composite categories of first and second class mail.

‘The correlation between these two classes in different counties in' 1965 was
extremely high (r=o- 883), nevertheless their behaviour: exhibits significantly
different patterns, as may be seen from Table 2.7. In the case of first class mail,
its level was totally unrelatcd to any of the 1ndependent variables tested, with
the result that the adjusted correlation coefficients in equations D1 to Dy
attain their minimum value. Second class mail, on the other hand, is signifi-
cantly related to'both' income: and population “density, and the degree of

explanation attained is quite high. The positive coefficient of the - population

" density variable (which performs better than the variable for the proportion
. of population living in urban areas) confirms the expectation put forward in




TaBLE 2.7: Cross section regressions for different mail categories, 1965

Regression coefficients (t-values in parentheses)

Dependent variable Equation R? Chi- ¢
No. Intercept Y D U TOUR square
Log {First class mail per D1 —+956 -182 00 4-609**
head} (-83) (-81)
D2 —-744 *107 *040 00 11°13 179
(*52) (29)  (-20)
Dg3 ‘144 —-I15 ‘118 00 8-05 4 **
(-08) (28) (+86)
D4 -158 —-121 -005 -116 00 2:54**  1-93
_ (0g)  (26) (o3  (Bo)
Log {Second class mail per Ds —12:599 2-262 597** 2-31%
head} (653) (6-04)
D6 —10-063 1-360 482 646%* 11-13 76
(4-60) (242)  (206)
Dy —g730 1-488 ‘307 -612%*  8-05 2:54*
(3:47) (2-22) (1-38)
D8 —8-496 -g65 421 -202 644**  2-54** 43
(3-05) (136)  (172)  (91)
Log {Postcards per head} Do —8-754 1-129 008 —1-28
(1-65) (1-09)
Dio —4:034 658 761 ¥* — 4O ¥
(29-78) (8-80)
Key: See notes to Table 2.6.
Variables: As in Table 2.6, with in addition:
TOUR = Proportion of county work force employed in tourism, 1966.
Note: In equations where the computed value of the adjusted correlation coefficient was negative, its value has been set equal to zero.
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section 2.2, that this variable may be acting: as a proxy for factors-such as
concentration of business activity, which ‘we- would expect to-exert a positive
influence on the volume of second class mail posted.

These results obv1ously put the findings of Table 2.6 in a new hght Since
total mail is simply the sum of first and second class mail, it is evident that the
only reason for the fairly satisfactory fit of the equations in Table 2.6 was the
presence of the second class category, whereas these equations conceal the total -

- failure to provide any explanatlon for the variation in first class mail. A possible
explanation for the difference between the two categories in explanatory power
attained is the fact that second class mail has a wider range of variation than
first class: thelr coefficients of variation in 1965 were 0-698 and 0-259 respec-
tively. To some extent, this makes the failure to provide an adequate explana-
tion. of variations in first class mail less serious from a policy point of view.
Nevertheless, it is a disconcerting feature of this part of the study that no
satisfactory cross section equations were obtained for first class-mail.2®
~ In a final attempt to improve on this situation, separate consideration was

- given to postcards, the lesser of the two components of first class mail. Both

common sense and a cursory inspection of the data suggcsted that variations
in the number of postcards posted in different counties might be related to the
level of tourists’ expenditure i in each county. Unfortunately, no county break-
down of tourists’ expenditure is available, so in order to test this hypothesis,
recourse was had to a variable measuring the proportion of the county work
force engaged in tourism in 1966.2°. As a proxy for the level of tourists’
expenditure, -this. variable has the disadvantagc that it implicitly assumes a
constant labour-intensity of tourism in all counties. On the other hand, it
gives equal Welght to domestxc and to foreign tourists, which is appropriate,
since there is no reason to think that there is any significant difference between
the propensities' of these two groups to send postcards (the same, of course,
would not be true of their expenditure on postal services). In any case, this
variable performed extremely well, as may be seen from equatlon Di1o: the
estimated coeflicient is highly. significant, and implies that an increase of one
percentage point in the proportion of the county work force engaged in tourism
is associated with an increase of 0658 per cent in the number of postcards
posted per head. Equation Dg is presented to illustrate the improvement in
explanatory power attained by the tourism variable over the simple regression -
on personal income. It may be concluded, therefore, that satisfactory explana-
tions have been given for intercounty variations in the volume of second class

19. This ﬁndmg does not. necasanly conﬂlct with the highly s1gmﬁcant income elasticities for first
class mail estimated from time series data in section 2.3 above; the confidénce intervals for the two
sets of estimates overlap to a considerable extent; mainly because of the very low significance of the

cross section estimates, Nevertheless, no satisfactory explanatxon can be given for the large difference
" between the two sets of point estimates.

20. The relevant data were takcn from Baker and Ross (1974), Appendix 2.
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mail and of postcards posted; however, the number of letters posted per head
does not appear to be systematically related to any of the independent variables
tested.

2.5  Cross Section Demand Functions, 1960, 1965 and 1969

Having established which specifications best explained the intercounty
variations in mail volume in a single year, 1965, it was decided to estimate the
same models for the two other years on which contemporaneous data on mail
volume and personal income were available, 1960 and 1969. This restriction
of the models considered to those which had proved successful with the 1965
data greatly reduced the number of equations which had to be estimated.
However, since it was desired to test whether the same equations were equally
satisfactory in all three years, the number of equations which had to be esti-
mated was still relatively large. Accordingly, the full results are not presented
(they are available on request from the author); instead, Table 2.8 gives a
selection of the equations estimated. Separate equations are presented for each
of the three years, as well as some equations estimated from the “pooled”
sample, (i.e. using the data on all three years).?

Table 2.8 shows that the equations estimated for all three years, both
individually and combined, are reasonably similar to those estimated for 1965
alone. Equations E1 to E5 show that total mail per head is significantly related
to county income per head, and to population density. However, the remaining
equations show that, as in section 2.4, the apparently satisfactory performance
of the equations for total mail conceals the fact that first and second class mail
behave in very different ways. First class mail is not related to any of the
variables tested, with the exception of income per head in the pooled equation,
Eg (and even here the adjusted R? is only -0%76). Second class mail, on the
other hand, is significantly related to both independent variables in all the
equations presented, and the degree of explanation attained (as measured by
the adjusted R?) is reasonably high for a cross section study. '

Having looked at the results of the estimated equations, the next question
which logically arises is, are there significant differences between the deter-
minants of postal demand in the three different years? This question is of
interest for two reasons. In the first place, we would like to know whether the
values of various parameters have changed between the three years. For
example, equations E1 to Eg suggest that the income elasticity of demand for
total mail has fallen between 1960 and 1969; we wish to know whether this
change is statistically significant. Secondly, from the point of view of choosing

21. As in section 2.4, all the equations were estimated in log per capita form, excluding Dublin.



(10:96)  (5708) - (6:52)

TABLE 2.8: Selected cross section demand functions: 1960, 1965, 1969, and all three years pooled
" Dependent variable Sample Equation no. (t—valm:mparmllnw) ‘ Rt F Chi square
Log { Total mail per hiead } 1960 - - E1 Q= -—?3 5 + 923)1'- 252 9-08%*.- b
: Lo e - 5 2 (3or, T
1965 "' Ea2 Q= —3602 + 180T 331 12:8g%*
, o (3:30) (359) T
1969. E3 = —2-399 + ‘5237 . (120 - g2yt
SR ) o) ST
~ pooled . E4 - = —2:432 + 5347 *304 33:26**
PR () (577) LR
- pooled S = —26 I+ 3762'-{- 234D © 409" - 26-63** 117°91-
; ‘ o - R h ) (3'95) (375) : - » :
~Log { First class mail per head 1960 . _E6 = + -470Y -068 ‘275
81 S . pc ‘ } . 960_ . ) 63) (166) . . :
1965 .- - E7 . = —956 + 1827 - 00 o
e (83) (B1) R
1969 - - E8. = +467 — 0787 oo --0Q -
s A Do (34)  (30) AR
_pooled = "Eg = —1-237 -+ 240 ‘076 - Jriare
L Co (267) (267) ' I .
- pooled - "Ero = —~r1'277 + 210F 4 045D - 065 377* . 11791
, A o o (272) (208)  (68) Sy ,
" Log {Second class mail per head} 1960 Enn = —12:609 + 22917 - LN & e
N ‘ R _ (465) (4:21) ‘ SRR
1965 ‘Er2 = —12599 + 2:262Y 597 3650"
,, o (653) (60g) R
. 1969 -Exg = —11-821 4 2-0507 . 396 16 71”
o ‘ v (443)  (409) - _ -
pooled E1g4 = =7-799 + 13177 400 5039* .
. _ @15  (710) , _
pooled E1s = —8-433 + -839Y + -708D 618 60-8r** ' 117°9% -

Key and List of Variables: see notes to Tables 2.5 and 2.6.
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the “best” equation to explain or predict intercounty variations in mail
demand, it is important to know whether the pooled equations are adequate,
or whether it is necessary to estimate a new equation for each year.

In order to answer these questions, we have used an analysis of covariance
approach to test for significant differences in the intercepts, the slopes, and
both the intercepts and slopes combined of the various equations between the
three years.?2 The relevant data and the results of these tests are presented in
Table 2.9. Section A of this table gives the sums of squares for six different
equations: each of three dependent variables, total, first class and second class
mail, regressed on two sets of independent variables, the first consisting of
personal income only, and the second of both personal income and population
density. The bottom line of this section of the table gives the total sums of
squares for each dependent variable, and by reading upwards it may be seen
how the residual sums of squares are reduced as the restrictions on the co-
efficients are successively relaxed, (i.e. as first the intercepts, and then the
slopes are permitted to vary between different years).?® In order to establish
whether the reductions in the sums of squares are significant, the appropriate
F-values were calculated, and these are given in the analysis of covariance
section of the lower half of Table 2.9. For comparative purposes, the standard
F-values, testing the significance of each equation’s coefficients in an analysis
of variance framework, are also given in the table.

For five of the six equations, the results of the analysis of covariance show
that nothing is lost (in a statistical sense) by pooling the data for all three years.
In the case of the regression of total mail on personal income only, for example,
the F-value testing the hypothesis of overall homogeneity is 1.11. This means
that the income elasticity has not changed significantly over the period,
although, as noted already it has fallen from o-923 in 1960 to 0-523 in 1969.
This example illustrates the important point that the actual parameter estimates
may show a wide range of variation, even though there is no statistical evidence
of structural change between the three samples.

As for the first class mail demand functions, the hypothesis of no structural
change between the three years is also accepted; however, this result is not very
interesting in the light of the extremely poor explanatory power of the equations
involved. The case of second class mail is more interesting: here constancy of
slopes. is indicated, but in the equation containing personal income as sole
independent variable the hypothesis of constant intercepts is rejected (F = g-91,

22, This method is explained in Johnston (1972), section 6.3, and, more succinctly, in Fisher (1970).
Essentially it amounts to a generalisation of the Chow test for structural stability, and it is also equivalent
to the Gujarati dummy variable technique.

23. It may also be noted that the total sum of squares to be explained is considerably greater for
second class than for first class mail. This parallels a similar remark made in section 2.4 with reference
to the coefficients of variation of these variables.




“TABLE 2. g Analysis of variance and covariance for pooled cross section demand functzons

' A Analyszs of covariance table -

Independent variables = -  Tncome only - - Income and popu!ahon a’e:mty
~ Source Qf . Description of sums of squares = - E :Sums‘qf squares . DF L Sums qf squares . - DF
‘ varzatwn . - : : ' .
C . Total  First . Second "~ . . Total ..~ First-  Second-
, : » mail  class. . class .. . - mail - cclass  -class
Z: 2 Residual . - = . . 14557 M,V.I"QI’(S *_4,-193' - 69 1 022 . 1-144.1 3019»1 66
"~ " Incremental (dlﬁ"erentxal slopes) ;021.  --039 009 - 2 . =087 --079% ‘170 . .4 - -
Xand D  Residual - - 1279 1°249 4202 - . .71 . 1108 1222 3189  j0
e Incremental (d1ﬁ’erent1al mterccpts) -obo - 014 " I'173. ° 2 - 012" . -032° | -189 2
X - . Residual ~ - . o - .. 1:338  ‘1-262° 5375 - 73 - 1120 . ‘1254 3378 . 72 -
- Total ~ . = . N 1948 " 1-385 9084 74 . 1948 1385 9084 74 .
B, F-vavlueiv }
*Independent vaiiabk,r L - - Income only e  Income. and’ populatzon a'ensn_fy o
_Deféndent‘variable o . - Total mazl First class Second class Total mazl Fm‘t class - Second clas.f ‘

'I Aridlym of variance (within one sample) '
- Test of significance of all slope- coeﬂiments : L T PN
(@) 1960 .~ . - . . L goB** - ou5 Tryb** qr 13** T 05 C21-78%%

(b) 1965 . . o s Looo128g*k 65 36-50%* C prIg** .35 0 22:93%%

o(e) b9 o T ge27* - og 0 a6 gego* L taas o 12:66%*

@pooled L ggabr gt »-,50;39t*,~-« B63** 377t GoBrk
2 Anabms of covariance (between different samples) ’ B : ' B o L Lo
- Test of constant intercepts, assummg constant slopes 165 . - -39 - g 91 ¥k g9 --91 : 2°07
" Test of constant slopes - = - . 58 T rar. 07 - . 1°'40-. 1713 . > Q3

. ‘Test of overall homogeneity. S £33 Y 4.86**'» 107, 106 . - 18I

** .indicates that the F-value is sxgmﬁca‘nt at the gg per cent'level. -
* indicates that it is significant at the g5 per cent level.
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significant at gg-g per cent level).2¢ This means that, while the assumption of
a constant income elasticity of demand may be accepted, some allowance
should be made for shifts in the function over time. However, these shifts may
be explained by changes in population density, for, when the latter variable is
included in the equation, the hypothesis of overall homogeneity is accepted.
This leads to the encouraging conclusion that the second class mail demand
functions for all three years which include both income and population density
as independent variables may be pooled without any loss in explanatory or
predictive power.

To summarise, this analysis of the three years combined has reinforced the
conclusions derived in section 2.4 from the 1965 data alone. In particular, it
has confirmed the finding that first and second class mail behave in very
different ways. Intercounty variations in the level of first class mail per head do
not appear to be systematically related to either personal income or population
density, a finding which is of considerable interest in itself. Second class mail,
on the other hand, is closely related to both variables, the value of the income
elasticity being about 0-8 when population density is held constant, while a
1 per cent increase in population density, holding county income constant, is
associated with a o-7 per cent increase in second class mail volume. Finally,
these cross section results are, in turn, reasonably consistent with the time
series findings in section 2.3, although the cross section estimates of the income
elasticities for both classes of mail are in general lower than the corresponding
time series estimates.

2.6  The Use of Estimated Equations for Forecasting

In so far as the equations presented in the three preceding sections throw
some light on the trends in and determinants of postal traffic in the past, they
may be said to have justified the effort expended on estimating them. However,
apart from helping to understand the past, a major aim and a major potential
use of applied econometrics is the forecasting of future trends. It is of interest
therefore, to see to what extent the results given above can be applied to
forecasting. For simplicity, we will deal only with forecasting using time series
models, although there is no reason in principle why the cross section equations
which have been estimated could not be applied to forecasting mail volume -
on a county basis.

24. The failure to allow for different intercepts explains why the coefficient of ¥, in equation E14,
the second class mail demand function estimated from the pooled sample, is very different from any
of the coefficients in equations E11 to E13. When dummy variables d, and d, are added to equation E14
to permit different intercepts in 1965 and 1969, a value for the income elasticity more in line with the
results of equations E11 to E1g is obtained, viz.:

Q = —12'184+2'206% —126d; —463d; Re.
(B90) (813) (1'56) (4'12) 518
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The actual method of forccastmg used rcqu1rcs little explanatlon. Given
any model ) L

= Xﬁ+u . " (1)

where B, the ordinary. lcast squares- estlmate of B, has ‘been obtained i in the
usual manner, all that is required is some estimate of the values of the exogenous
variables in the forccast pcnod and the forccast value of y follows 1mmcd1ately

Ge=mp <é>

Thus, if we mshcd to use equatlon B2 in Table 2.5 to forecast total mail in
1986, assuming that personal consumers’ expcnd1ture per head in that year
will be £486-3 (see Table 2.10 and’ accompanymg text below for a justification
of this assumptlon) we simply substltute this value into the equatlon

log Q =A ——3-151 —}—"‘-74'1‘log,1’ ,

to give a forecast value for log 0, of 1°433, and thus a forecast value for Q,
total mail per head, of 4-198 pieces. Using a projected value for total population
in that year (also taken from Table 2.10), of 3-568 million, this in. turn 1mp11es
a forecast for total mail of 14°931 million pieces per week. :

One question which immediately arises is, which of the miodels estlmatcd
should be used to derive forecasts. Obviously, the moré satlsfactory the original
equation, ‘the more confidence we will have in forecasts derived from it.
However, this is an ambiguous criterion, for there are.a number of different
ways in which an cquatlon may be deemed satisfactory. An example of this
problem which arises in the present context may be seen by referring back to
Table 2.5. Here, the most satisfactory equation for total mail, as judged by
- goodness of fit and absence of autocorrelation, is equation Bi, the SImplC
regression on a time trend. But this equation has relatively httle economic
content as such, whereas equatlon B3, though somewhat inferior in statistical
terms, is firmly based in economic .theory, and yields highly plausible estimates
of the relevant income and price elasticities.

No umversally acccptablc answer can be given to the question of how the
forecaster. should proceed -in a situation such as this: whether to generate
forecasts using the economically meaningful equatlon B3, or using the statis-
; tlcally superior equation, B1. In the author’s opinion, however, equation Bg
is a cons:derably more useful tool for forecastmg than a “naive” equation such
as B1. The major reason for this is that equation B1 only provides, for each
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future period, a single unconditional forecast of future mail volume. Equation Bg,
on the other hand, permits us to calculate an infinite number of conditional
forecasts, each one assuming a given level of consumers’ expenditure and postal
prices for the forecast period. It is thus possible to investigate the consequences
for the volume of mail of different assumptions about future trends in the
independent variables, something which cannot be done with equation Br.
This advantage is particularly important in the present case where the values
of one of the independent variables are subject to the direct control of the
postal authorities.2s ’

In any case, both types of forecast, conditional and unconditional, have
been calculated, and are presented in Table 2.11. Depending on the reader’s
tastes, forecasts based on time trend equations such as B1 may be looked on
as “best guesses’ of future levels of mail volume, whereas those based on
cquations such as Bg attempt to predict the effects of different values of the
independent variables on the volume of mail.

A second issue which must be faced is, how much confidence can we have
in any particular forecast? In order to answer this question it is important to
emphasise that there is no such thing as a “perfect” forecast. For instance, in
the example already given, it need hardly be said that the actual number of
pieces posted in 1986 is extremely unlikely to take on the precise predicted
value of 14.931 million pieces per week. On the contrary, there are a great
many reasons why the true value may differ from the forecast, and they may
conveniently be broken into three categories.

"The first and most serious source of forecast error concerns the adequacy of
equation (1) to represent the process whereby the values of the dependent
variable are generated. Obviously any mis-specification of the basic model will
seriously impair the quality of forecasts. Possible mis-specifications include
errors in the choice of functional form, or in the treatment of simultaneity or
autocorrelation. Problems such as these have been discussed throughout
sections 2.2 to 2.5.

Another major kind of mis-specification is the omission from the final model
of variables which influence the dependent variable. These include variables
whose influence has been tested but has been found to be insignificant (at least
during the sample period, and with reference to the particular tests employed).
An obvious example in the present study is telephone availability. They also
include variables which may be very important influences on the dependent
variable, but which were not explicitly tested, because they are difficult or
even impossible to measure in quantitative terms. Relevant examples in the
present context include the standards of service, e.g. the frequency and speed

25. It may also be mentioned that the fact that equation B1 yields a better within sample fit than
Bg, is no guarantee, even on statistical grounds, that its forecasting performance will be superior.
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of delivery; the state of mail technology;% and the preferences of consumers.
In forecasting the volume of mail, it must therefore- be assumed that the
demand for postal services will not be seriously affected by major changes in
any of these factors. - P

The second source of forecast error arises from: the fact that, even if we
assume that the model as in (1) is perfectly specified, it is necessary to base

forecasts of the dependent variable on values for the- independent variables
_outside the sample period’ (x5) which will usually be themselves forecasts.

Except in the case of nonstochastic independent variables, such as a time trend,

“ this introduces a further element of uncertainty into our forecasts.. -

Finally, even with a perfectly specified model and complete certainty about
the values of the independent variables in. the forecast period, there will still

be a discrepancy between the forecast value of y, given by (2), and the actual

value of y in the forecast period:  *
Jp = xpBtup

"This third source of forecast error arises from the sampling error in estifnatirig
B, and the inability to predict u,, the actual value of the disturbance term in
the forecast period.. = - . . UL - .

- Having listed. the -factors which cause -discrepancies between actual and
predicted -values, it is obviously desirable to.obtain some measure of .the
uncertainty to which they lead in any particular forecast. As far as the first
source of forecast error is concerned, nothing short of re-estimation of the entire
equation can. overcome the problems of specification error. The situation is
more hopeful with regard to the other two problems however. In the case of
the second source -of forecast error—lack of knowledge about future values of

_-the independent variables—the simplest procedure is to make a number of

alternative assumptions about these values. As.already explained, different sets
of conditional forecasts of the dependent variable can then be calculated, each

one based on different assumptions about x5 Finally, in connection with the
third source of forecast error, a standard error of forecast can be calculated to

26, An example of a change under this heading would be the greater dissemination of methods of -
transmitting ‘written copies of documents by telephone (such futuristic devices are available in the
United States, although the cost is as yet prohibitive). Another example would be the advent of
chequeless banking, which would avoid the need to transmit cheques by post, as at present. Both of
these technological developments, which could conceivably decelerate the growth of mail traffic, have
been discussed in a study by Arthur D. Little Inc. of the US Post Office (1968). The study concluded,
however, that they were unlikely to have any major effect on mail volume. -

27. ‘An alternative and more elegant method of accounting for this second source of forecast error,
suggested by Feldstein (1971), is to construct a confidence interval which explicitly takes account of
our uncertainty regarding the forecast period values of the independent variables, as measured by a
forecast period covariance matrix for the latter. This method has not been used in the present study
because in a long-term forecasting exercise based on equations estimated with relatively few degrees
of freedom, it yields extremely wide confidence intervals. .
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measure the uncertainty surrounding a point forecast on account of the
sampling error in estimating f and our ignorance of the true u.. This can
then be used to compute a confidence interval around the forecast. In the
example already given, the standard error of forecast, in log space, is 0:09299;
by applying the usual formula, this yields a 95 per cent confidence interval
(for total mail in 1986) of 12-192 to 18-288 million pieces, around the point
forecast of 14-931 million.28

Before presenting the actual forecasts, it is necessary to discuss how the
forecast-period values of the independent variables were derived. Considering
population first, projections of this variable were readily available. The
methodology of calculating them has been set out by Knaggs and Keane
(1971—72), who also present a range of projections based on alternative
assumptions about emigration and fertility rates. There is no conceptual
difficulty in calculating different forecasts of mail volume corresponding to
each set of population projections; however to reduce the computational
burden involved, only one was considered, namely, the semi-official projections
calculated using Knaggs and Keane’s method and given in Appendix 1 of the
IDA Regional Industrial Plans (1972). Population projections from this source
for the forecast periods (the years 1973, 1976, 1981 and 1986) are given in the
first row of Table 2.10.

No official projections of the other independent variables were available, so
recourse had to be had to simple extrapolative methods. The procedure adopted
was to fit three separate models to the logarithm of each variable for which
projections were required: a simple regression on a time trend, a first order
autoregressive scheme, and a second order autoregressive scheme. The models
were estimated using annual data for the period 1950-%73, and then in each
case the model which yielded the best fit (measured by adjusted R?) was used
to project the values of the relevant variable for the forecast periods. The
results of this exercise are given in Table 2.10. In all cases but one the first
order autoregressive model gave the best fit of the three models tested; the
exception was the price index for second class mail (row 5 of the table) which
was best explained by the regression on a time-trend.

It should be emphasised that the projected values in the last three columns
of the table are given for illustrative purposes only, and are not necessarily
intended as forecasts in themselves. For example, the projections imply an
almost stable relative price of first class mail, but rapid increases in the price
of second class mail, obviously a highly unlikely combination. Nevertheless,
some of these projections are of interest in themselves, and deserve further

28. The confidence interval is symmetric around the original value of yp; i.e. 1°432884--20272;
however, to express the interval in terms of numbers of pieces of mail we must take the antilogs of the

original values, which yields a skewed confidence interval in “real’’ space. The formula for the standard
error of forecast is given in Johnston (1g72), page 153.



TABLE 2.10: Projections of independent variables for forecast periods

- Actual and projected values of independent .

. A . » o . variables - -
Independent variable ' Method of prqjec'tion used . — ‘ — -
A : SR 1973 (dctual) 1976 1981 : 1986
1. Population (tlioﬁkands) - Prq;cctmns taken from Append1x 1 - 30188  3,1072. = 3,301'5 . 3,562-8
e T S - of IDA Regxonal Industrial Plans . - (est’imatcd) _ T «
, (1972) , L L : T
2. Personal Consumers Expendlturc A log T = —160 + 1 -035 log 2", 1 7924 ~918ré?" ' 1,224°9% - 1,732:6*
- (£ million 1958 pnces) , (1 03) (34 8r) . R
I ﬁ’— ‘981 - d=2- 28 s o ’
B. Annual growth rate of 3 per cent 7924 o 865-9 : 1,063-8: ) 1;16?;-7 ’
S s S assumed from.. 1973 ‘onwards. : N o o
3- Price Index for To‘tal"Mail,' - A. Annual growth ratévbf 5. per.cent - 1'76;7 ‘2048 - 2614 T 3336
.deflated by CPI , - o assumed from 1973-onwards- " - T o o
(1953—100) (P‘) , SRS -
‘ ‘ B. logP 089 + 986 log P_ SR L A 1857 . 2006 2157
- (-16) @8gr) o L = R
: . o Ri=ay d=205 ‘ S e
4 Pr1ce Index for First Class Mall log P,=-181 + 965 log Py - 162:8 ¢ 1633 © ibge 1649 :
deflated by CPI - . . . & (-36)' (8-91). .- S T R
(gs3=100)(PY) | . . Re=jy3 d=rBy SRR o
5 Price Index for Second Class o lqu——4 581 + 031 T T - 2276 ‘ 249°9t . ‘292-0f '"34f1"-2’r
Mail, deflated by CPI - : (100°2) (7.46) SRR & o R
(1953—100) (Py)". : ‘ " R3=: 773 a'—1 ‘10 ' 7
6. Price Index for_Telephoh‘e Call - log P;=-927 4 796 log Py - .t 800 - 865 913 f‘_.\ .;‘ 929
Charges, deﬁ_ated by CPI S - (134) (525) P - )
- (1953=100) (P,) P ©  R?=-536 d=2-23 oL .

. *Projection equation for personal consumers’ expenditure was cast in per cajnta form Accordingly, forecast-period values were grossed up by

multlplymg by the IDA population projections given in row I.

An intercept adjustment, yielding a zero prediction error for 1973, was applied to the equation used to project the price index for second class mall

. All equations were estimated for the period 1950—1973. All logarithms are to base e

g¥
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comment. Considering first personal consumers’ expenditure, the equation in
row 2A yielded a growth rate (in per capita terms) of 4-8 per cent per annum
between 1973 and 1986; translated into absolute terms (using the population
projections in row 1), this implies an annual average growth rate for personal
consumers’ expenditure over the period of 6-20 per cent. This may be con-
sidered the best estimate of the future behaviour of consumers’ expenditure in
the light of its movements between 1950 and 1973. However, since such a rate
of growth may be thought rather high (compared, for example, with average
annual growth rates of 2:58 per cent for the period 1950-73 and 3-70 per cent
for 1958-73) a second set of forecast period values were calculated for this
variable. Given in row 2B, they assume simply a g per cent annual average
growth in the real value of consumers’ expenditure from 1973 to 1986.

In the case of the price index for total mail, the equation in row 3B implies
an annual average growth rate for 1973-86 of 1°54 per cent. However, since
budgetary constraints on post office operations (discussed in Part 4 of this
paper) may require a higher rate of increase in postal prices, an alternative
set of projections, assuming a 5 per cent annual growth rate, is given in row
3A. Finally, for the remaining three price indices, no alternative projections
to those given by the estimated equations were calculated, since these series
are of less interest.

When these projections of the independent variables were combined with
the equations from section 2.3 in the manner already outlined, a great many
forecasts of future mail volume were derived, and a representative sample of
these is presented in Table 2.11. In each case, a point forecast is given for the
relevant year, along with the upper and lower bounds of a g5 per cent con-
fidence interval around the forecast.” As is well known, the width of this
interval is greater the lesser the explanatory power of the original equation,3®
and the greater the difference between the forecast period values of the indepen-
dent variables and their mean values in the sample for which the equation
was estimated.

"The salient features of the forecasts in Table 2.11 may be briefly summarised.
It is clear that all the forecasts imply continued growth in mail volume, though
at different rates depending on the assumptions made about the independent
variables. (This may be seen from the last column in the table, which gives
the average annual growth rate of the relevant variable implied by each
forecast for the period 1969-86.) However, the differences between different
forecasts are not large when allowance is made for their respective confidence

29. It will be recalled that, because it is derived from an equation linear in logarithms, this forecast
interval is asymmetric.

30. For example, forecasts 1 and 2 give almost identical point predictions for 1986, but the confidence
interval around the former is narrower than that around the latter, because equation Br yields a
better fit than equation Bg.

D
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TaBLE 2.11: Forecasts of mail volume : 1973, 1976, 1981, 1986 -
o Independint " T Number of piaces of mail posted sentative iweek of Co00’s) i
on . or . r of pieces of mail posted in a representative week of each year ('000’s) .
- Variable equation variablesin independent Forecast - : — growth rate .
- - ' - number forecasting . variables - number - Forecasts* 1 14986,
(Al from  equation - (see Table Actual - - - - implied by -~ -
Table 2.5) ’ 2.’1ofprdetails), . 1gég . 1973° 1976 1981 1986 orecast
Total = Bt T - 1 6940 7831 8404 < 8557 0222 10,044 10,911 - 11,073 13,125 326
_ mail ' ' L S e 7942 o244 0924
B3 - NP, T:4;P:4 2, 7191 8,785 7,854 9,996 0,450 12,892 11,975 17,500 - 326
‘ R » ‘ 5,888 Gayrt - 6927 - 8194 -
B3 L,P, T:4;P:B 3 -, » » 8072 9043 10,175 12,724 13,527 17,237 401
o T ' .. 6553 - - 8135 10617
B3 T,P, T:B;Pid 4 we m ” 7474 0555 7,985 11,080 8552 12,933 124
S (AU : 5845 5755 . 585 .
B3 . I,P, I'B;P:B._ 5 " » . 7681 0496  B508 10845 9,661 12,431 197
- o ‘ G214 6814 - 7507 o -
First class ~ B6 T - - 6. 4360 4704 4986 5057 5378 578 6185 = 6704 7232 < . 270
mail - con o C 4,438 4755 - 5397 - 6,216 -
B8, XP I:4 7 » 4207 4815 4767 5337 5850 6572 . 7496 8529  3.38 -
. s 3835 . 4,258 5,206 - 6,589 - .
B8 r,P, 1:B 8y, - » . 4502 5143 5150 5770 5811 6517 185
. o Do o ; 4,100 4,596 5,180
Second.  Bro. T . — 9 2680 3169 3,798 3570 4,326 4,410 5454 5533 7,003 436
classmail .. S S 2,643 - 2,947 . - 3,566 4,372
Bia TP, I:4 10 » 3044 4365 3,561 5255 - 4852 7557 7,070 11,732 - 588
. o 2,123 T 2,412 - 3,116 ’ 4,264
Bi2 1,P, I:B 1 » s o 3319 4,914 3,823 5990 . 4,389 7,304 294
2,242 2,439 - 2,509

*Each point forecast is accompanied by the upper and lower bounds of a g5 per cent co

nfidence interval.
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intervals. This is because the latter are extremely wide, reflecting partly the
poor fit of the original equations, but most importantly of all the fact that
these equations are based on only fourteen observations. When it is recalled
that these forecasts assume that the projected values of the independent
variables given in Table 2.10 will hold exactly, it should be clear that they can
only hope to give a very approximate indication of the likely future growth
in mail traffic. '

Despite their imprecision, however, the forecasts cast some light on the
effects of different values of the independent variables. Comparing forecasts
2 and 4, or 3 and 5, for example, it is apparent that assuming a high rather
than a low growth rate for consumers’ expenditure leads to a difference of
about 3-5 million pieces per week, or 40 per cent, in the expected value of
total mail in 1986. While these differences are not highly significant in a
statistical sense they do suggest that different rates of increase in consumers’
expenditure may appreciably affect the growth rate of mail volume. The same
is less true of postal prices, however. Again, by comparing forecasts 2 and 3,
or 4 and 5, it may be seen that assuming a high or a low growth rate for the
deflated price index of total mail makes a difference of under 1:6 million pieces
per week, or about 12 per cent of the expected value of total mail in 1986.
This difference is obviously appreciable, but it is small relative to the un-
certainty surrounding the forecasts involved.

Finally, it may be noted that the forecasts given for first and second class
mail imply a continuation of the tendency for the latter to grow at a faster
rate than the former, although first class mail continues to be the dominant
category in 1986. It is also worth pointing out that these disaggregated forecasts
are perfectly consistent with the forecasts for total mail. For example, the sum
of forecasts 7 and 10 for 1986, 14-566 million pieces, is well within the confidence
interval for forecast 3, a fact which enhances the plausibility of the orders of
magnitude involved.

2.7  Summary

The principal findings of the econometric work in Part 2 may be summarised
as follows. Per capita demand for mail services was found to be significantly
related to income, regardless of the specification adopted. All estimates of the
income elasticity were within the range o'5 to 0-95, and most were significantly
less than unity. However, this relative stability conceals significant differences
between the behaviour of first and second class mail. The former was moderately
inelastic on time series data, and almost completely unresponsive to variations
in income in the cross section samples studied. Second class mail, on the other
hand, grew at a much faster rate over the period (2:87 per cent per annum as
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agamst 1:30 per cent) and was moderately 1ncome elastlc in both t1me series
and cross section samples.. g :

As for responsiveness to price changes ﬁrst class mail appeared to have an -
' own-pnce elastlclty of about —o-3. The evidence on second class mail however,

is difficult to interpret, and is consistent with a priori arguments for expecting
its price elastlclty to be extremely low. Unfortunately, it was not possible to
~obtain separate estimates of short run, as opposed to long run, elasticities.
Other variables which gave satisfactory results included pOpulation density,
presumably acting as a proxy for intensity of commercial or ““postal-intensive”
activity, as a determinant of second class mail; and the proportlon ‘of county
work force engaged in tourism, which was closely associated with the' number
of postcards posted" per head. No satisfactory explanation was found for the
cross section variation in the number of letters’ posted However, intercounty
variations in the volume of second class mail posted were significantly related
" to personal income’ and populatxon density ‘in’ all the. years tested, and ‘the:
relatlonshlp mvolved appears to have remamed constant between 1960 and
1969. : -

As for ‘the effects of telephone services on the demand for mail, telephone
charges ‘were found to exert a positive influence on postal demand over time,
with a stronger effect on second class than on first class mail. However, two
separate attempts to test the’ hypothe51s that greater telephone availability
should reduce the demand for postal services gave negative results: the number
of telephone lines did not have a significant influence on mail: volume over
time or across counties; and counties where STD- (Subscriber Trunk Dlallmg)
was available in 1965 did not have.a lower ‘demand for postal services than
counties without access to this facility. It appears likely that further progress
in this area will only come about through more careful spec1ﬁcat10n of 1nter-~
related demand functions for both postal and telephone services.

Finally, the results of the time series regressions were applied to forecast
future levels of postal demand up to 1986. Both unconditional forecasts, based
on a time trend equatlon, and conditional forecasts, assummg different patterns .
~of growth in consumers’ expend1ture and postal prices, were calculated.

. Depending on the assumptlons 'made “about these. varlables, the’ forecasts
implied growth rateés in total: mall of between 1-2 per cent and 4 per cent per
annum, with a continuation of the tendency for second class mail'to grow at a
faster rate than first class. This is-more or less what would be expected from the
regression results on which the forecasts were based, as is the finding that the
forecasts 'are moderately sensitive to alternative assumpuons about incomé
growth, but rather less sensmve to dlfferent assumptlon.s about changes in

postal charges




Part 3

Postal Costs and Productivity

3.1 The Structure of Aggregate Postal Costs

HE pattern of post office costs can be studied either for the organisation as

a whole, or at the level of individual post offices. Taking the former view
first it is of interest to begin by looking at the different components of total
costs. Table 3.1 gives the cost structures of the British, American and Irish
post offices for the financial year 1960-61. For the British and American data
an attempt has been made to distinguish between costs which are fixed, and
those which vary in the short-run with the volume of traffic. Unfortunately,
the published statistics do not permit us to make a similar distinction for
Ireland—separate figures are not given for payments to full-time and part-time
employees nor for expenditure on owned and hired transport. However, in the
light of the similarities between the cost structures of the three postal services
discussed below, it is likely that in Ireland the proportion of fixed costs is as
high as that in the other two countries.

Apart from minor differences between the three countries, they have one
major feature in common: the overwhelming preponderance of staff costs in
total expenditure, or, in economic terms, the marked labour intensity of the
supply of postal services. Payments to staff in all forms, whether as salaries and
wages, or by way of contributions to pension funds, account for 771-8 per cent,
785 per cent and 72-8 per cent of total postal costs in the British, American
and Irish post offices respectively. In the case of Ireland, at least, this propor-
tion has grown to 8o-1 per cent in the 1971-%2 financial year. The same point
is shown by the correspondingly small proportion accounted for by capital
charges, i.e. interest and depreciation. As Horsefield (1964) comments, despite
moderate progress in the development of automatic sorting machines, neither
Britain nor the United States “‘has yet been able to economise substantially
in its postal services by capital expenditure’; and the same is equally true of
Ireland. Obviously, the implications of this fact depend on the level of earnings
of postal workers in each country; for example, the much higher cost of personal
services in the United States almost certainly accounts for the higher proportion
of staff costs in the American post office. However, in all three countries labour
prices have been rising faster than the prices of other factors of production in
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TABLE 3.1, Analysis of costs in Biiti.;"h; 'Unitet‘l’ States and Iri&h’jmtﬁl services, Financial Ye 2ar 196061 (in percentages)

* 100

. 100°0

‘ * United Kingdom - United States » “Ireland
Fixed Costs . ..~ .. A szedCosts e B/ LR Y
" Salaries and wages . - " 526 - Compensation of regulars 539 ‘Salaries and wages - 689
Pension liability - 2. 83 . “Pension liability - v 35 Pension liability = 39
Transport services, I'5 *_Transportation services = 2-7 * Conveyance of mails 1973
‘Accommodation -~ -~ 20 Accommodation = - - 39 ‘Materials and transport 50
- Interest and depreciation 24 Depreciation of buildings - - '1-0 “Accommodation - - - T
‘ : : —_— . _ L _Depreciation . o2
66-8 - 650 “Interest - .. ob
L Y - Miscellaneous - . 10
. Varzable Costs : Variable Costs : ' ' :
Sub-postmasters’ remuneration 26 - _Substitutes and temporaries 175
Overtime and night pay- 83 Overtime and night pay 36
Hire of transport = - 194 Hire of transportation 108
Supplies and maintenance . .29 Supplies and maintenance * -3-1
0 100°0

Squrce;v: UK and US data-from Horsefield (1964), Table 1; Irish data from post office Commercial Accounts. -
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TABLE 3.2: Revenue, costs, and surplus or deficit by category of mail (millions of pounds)

United Kingdom, 196061 United States, 1960-61 Ireland, 196465
Surplus (+) Surplus () Surplus (+)
Revenue Costs or Revenue Costs or Revenue Costs or
deficit (—) deficit (—) deficit (—)
Letters and
packages' 819 6209 190 574 561 +13 4'323 3546 777
Postcards 25 2:4 +o1 26 36 —1I0 116 ‘135 —+0I9
Printed papers 35°'1 371 —2-0 1922 3072 —1152 1-416 2-0b5 —+649
Newspapers 2:0 34 —1°4 328 1588 —126° 127 ‘110 ~+-017
Overseas letters 203 205 —0-2 36 42 —6 -g24% -284% ~+-040*
Parcels® 31X 38-2 —47-1 2328 2688 —368 1-228 1-075 +-1587
Miscellaneous? 6-2 93 —3°I 67° 94° —27° ‘125 370 —245
Total?® 179'1 173-8 +53 1,159 1,466 —307 7659 7585  +-074

Sources: UK and US data from Horsefield (1964), Table 5; Irish data from Departmental Costing Study, 1964-65.

Notes:

1.
2
3
4.
5
6
7

(=]

Including domestic airmail letters (UK and US).

. Third class mail plus books and “controlled circulation”.
. Second class mail.

Includes only additional surcharges on airmail post, i.e. basic charges on airmail post, as well as all charges on overseas surface mail are
included in the letters and packages category.

. Includes airmail parcels and overseas parcels.
. Fourth class mail excluding books.

. This overall surplus on parcels conceals Iarge differences in profitability between the various services. Ordinary and airmail parcels yield

large surpluses but customs examination and other additional costs of customs parcels amount to considerably more than the amount of
customs fees collected.

. Registration and other postal services. Note that for Ireland, and probably for the other two countries also, only additional registration

charges, (i.e. over and above the basic postal charge) are included in this category.

. Including also Penalty, franked, and free for blind.
. Excluding remittance and agency services.

NV
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the post-war period: the average salaries of postal employees in Ireland have
been increasing by over 10 per cent a year on average since 1964. This means
that, unless the productivity of labour employed can be substantially increased,
the cost of postal services is likely to increase more quickly than average prices,
as measured by the consumer price index, and also more quickly than the cost
of telephone services, which are considerably more capital intensive.3!

Given this apportionment of total costs by final recipient, what can be said
about the costs attributable to different mail categories? Tables 3.2, 3.3 and
3.4 summarise the available evidence on this point.3 Considering first Table 3.2,
it is particularly noticeable that of the two principal mail categories, letters
are profitable but printed papers unprofitable in all three countries. Another
common feature is that all three make proportionately very large losses on
registration business (the principal item in the Miscellaneous category). Of the
other categories Ireland is exceptional in being marginally profitable in news-
papers, overseas letters and parcels, while its small loss on postcards corresponds
to a much larger loss in the United States and a tiny profit in the United
Kingdom. : o :

The implications of these statistics for post office profitability are seen more
clearly when they are expressed in terms of average costs and revenues, as in
Table 3.3. It is apparent from this table that, apart from parcels and overseas
letters (as well as newspapers in Britain), there is considerably more variation
in average revenues for different categories than in average costs. This means
that the structure of postal charges in all three countries effectively subsidises
second class mail (mainly printed papers) at the expense of first class (mainly
letters). The reasons for this rate structure seem to be largely historical;*
whether it is a desirable one is another matter. In connection with this, two
relevant points may be mentioned. In the first place, a policy which, according
to Table 3.2, led to a net transfer of over ,£0+6 million from the personal to the
business sector in 1964-65 certainly should have some economic justification
if it is to be retained. (For the sake of argument, first and second class mail
have been identified with personal and business users respectively.) On the

31. In 1969-70, 44 per cent of expenditure on telephone services was attributable to staff costs, and

41 per cent to interest and depreciation. . . ' -
" g2, The data in these tables for Britain and America are taken from Horsefield (op. cit.), whose
data for America are based in turn on figures given in Baratz (1962). Those for Ireland have been
calculated by the present author, using data from a Costing Study carried out by the Department in
1964-65, and estimated traffic statistics for the year 1964. It should be emphasised that these data are
subject to the well known accounting problem of deciding how to allocate fixed costs among different
mail categories. On top of this conceptual problem, the large number of footnotes to all three tables
should be adequate warning that the data given are not strictly comparable between the three countries.
Despite these qualifications, however, some common tendencies are sufficiently apparent to merit
comment. " S . -

33. An obvious example is that of newspapers in the United States, where, to quote Horsefield,
“the publishers’ lobby is strong, and is supported by the tradition, which dies hard in the United
Stata,”that newspapers and magazines render a public service by bringing information to the back-
woods”, .



TABLE 3.3: Percentage of each category in total prepaid mail, and estimated revenues and costs per piece of mail

United Kingdom, 1960-61 United States, 1960-61 Ireland 196465 (at 196061 prices)

Percentage  Revenue Costs Percentage  Revenue Costs Percentage  Revenue Costs
of per piece  per piece of per piece  per piece of per plece  per piece
total of mail of mail total of mail of mail total of mail of mail
% d d % d d % d d

Letters and

packages 539 3-36 2:58 52-8 4°15 4-05 600 422 346
Postcards 2-2 250 2:37 40 2'58 346 2:5 275 321
Printed Papers 36-0 2-16 2-28 283 2-58 413 331 2-50 365
Newspapers I'g 3'50 592 12:6 093 476 2-2 345 2-98
Opverseas Letters 44 10-96 11-06 o9 15°02 17-64 —2 —2 —=2
Parcels 2-2 2943 36-44 14 61-81 71-36 2:2 32-78 28-69

Notes: As for Table g.2. All unit revenue and costs are in old pence. Because of the relative unreliability of the mail traffic statistics, not very much
trust should be placed on the absolute magnitudes of the figures for average revenues and costs. This is brought home, for example, by the fact
that the undeflated average revenue figures for Irish letters and printed papers are both marginally lower than the minimum tariffs for these
categories which were introduced on the 1st June 1964 (5d and 3d respectively).

1. The average revenue and cost figures for Ireland have been deflated by the increase in the consumer price index between 1960-61 and
1964-65 to make them comparable with the data on the United Kingdom and the United States.

2. Separate traffic statistics for overseas letters are not available for Ireland. Revenues and costs attributable to overseas letters apart from
additional airmail surcharges are included under letters and packages.
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TaBLE 3.4_: Analysi& by functioﬁ of costs of postal ope‘rations '( per cent)

S ' I Other
. Collection - .. Mail .  (including
and delivery handling Transport  overheads)

United ngdom, 1960—61 . L o L
Letters 49'4 36-2

4 A 69 75
Postcards . 509 873 . 1-3 10°5
Printed Papers -~ . - 527 | 841 64 '6-8
Newspapers : 410 T 4 834 185, B}
United States, 196061 B :
First Class - , : g1°4 44'% 43 . 200
Third Classt - - -~ - . 46-2 287 . 60 19°1
Second Class? ‘ 458 226 - 140 ©o176
Ireland; 196465 : : ST
First Class® 50'3 25'5 - 12:3 119
Second Classt : 530 240 7-8 152"

Parcels” " 181 303 425 91

Sources: UK and US data from Hoxscﬁcld ( 1964), Table 7; Insh ‘data based on Departmental
Costing Study, 1964~65. Note that the methods of cost apportionment are almost certainly different
in the three countries, especially glven the very different proportlons of costs classnﬁed as “other”.

Notes: 1. Printed Papers,
.~ 2. Newspapers, .
3. Letters and postcards.
4. Printed papers and newspapers.

other hand, the reservations expressed in an earlier footnote concerning the
accuracy of the data in these tables suggest that any conclusions based on
them should be treated with great caution. For this reason, and because a full
discussion of this question would bring us into the field of pricing policy, which
is beyond the scope of this paper, the matter will be pursued no further for
the present. :
Before leaving the top1c of aggregate costs it is of interest to find out which
‘stages of mail- handhng account for larger proportions of costs. 'The available
data on this point are summarised in Table 3.4, again ‘with comparatlve data
for the UK and US. It can be seen that in all three countries second class mail
costs relatively more to collect and deliver than first class, but relatively less
to handle, though this tendency is less marked in Ireland and Britain than in. -
the United States. Part of the reason for this may be that a greater proportion
of second class mail is meter franked 'thusi’avoiding the need for machine or
hand-stamping and cuttmg down on handling costs. Also, the. greater bulk of
second class items would explam the larger proportlon of their costs which is
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attributable to collection and delivery. This is in no way incompatible with the
much smaller proportion of the cost of parcels due to collection and delivery.
For, in absolute terms, these figures still imply a higher average cost of collecting
and delivering a parcel.3 The largest proportion of parcel costs—amounting
to 14.43d per item—is, as we would expect, incurred in transporting them.

This concludes our descriptive survey of aggregate post office costs. One
major conclusion to be drawn is that the cost structure of the Irish postal
services is markedly similar to that of the British and American post offices,
despite the very different conditions under which the latter operate. However,
a further conclusion which is apparent from Table 3.3 is that the absolute levels
of the average costs in all three countries are relatively similar. This is rather
surprising, since wage levels for postal workers in the United States are over
three times as high as those in the United Kingdom or Ireland. Taken at face
value, these facts imply that the United States postal services are considerably
more efficient than either the British or Irish services. It is obviously of some
interest to inquire whether this conclusion is justified.®

There are a number of reasons why the similarity in average costs despite
different wage levels need not reflect different levels of efficiency. In the first
place, the volume of mail per head of population is substantially greater in
the United States than in either Britain or Ireland. In 1958 the United States
post office carried 323 pieces per person, compared with 189 pieces per person
in the United Kingdom and approximately 230 pieces per person in Ireland.?®
While the existence of economies of scale in Irish post offices is not confirmed
by the evidence in section 3.5 below, they may still exist for such wide differ-
ences in mail per head between countries. Other things being equal, this would
tend to reduce the disparity between American and Irish average costs per
piece caused by higher labour costs in the United States.

Another factor which would tend to further reduce this disparity is the low
population density of Ireland. It is true that, as a whole, the population density
of the United States is actually lower than that of Ireland: 7-2 persons per
square mile compared with 157 in Ireland and 82-0 in the United Kingdom.*”
However, it is likely that in much of the area served by the United States post
office the density of population is considerably greater than in Ireland. If this
is the case, it would tend to reduce the average costs of handling a piece of

34. From Table 3.3, the average costs of second class mail (printed papers plus newspapers) and
parcels are 4284 and 33-gd. Taking the proportions attributable to collection and delivery given by
Table 3.4 implies average collection and delivery costs of 1-8od (42°1 per cent of 4°28d) and 2-75d
(81 per cent of 33:9d) respectively.

35. Some of the points in the following discussion are made by Horsefield (1964) section g, in
comparing the efficiency of the US and UK postal services, The discussion has also benefited from the
suggestions of B. M. Walsh.

36. Sources: US and UK figures from Horsefield (op. cit.); Irish figure calculated by author.

37. All figures are for 1958, calculated from the 1965 UN Demographic Yearbook.
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mail in the United States ‘compared . with Ireland ‘The evidence presented in
section 8.5 below suggcsts that the more densely.populated is an Irish post
office’s catchment area the smaller the volume of i inputs it requires to handle a
given volume of mail. There is every reason to suppose that the same relation-
ship will hold between different countries. —

‘A third and final factor which' may explain why average ‘costs in the
American and Irish post offices are so similar is the fact that the quality of
service provided by the Irish post office is considerably higher than that provided
by its American counterpart In Ireland, for example,. mail is normally
delivered the day after posting, deliveries are twice daily in all cities and large
towns, and they are made to the door of each house, rather than deposited in
collection boxes at the ends of driveways, as in-the United States. When it is
recalled that dehvery, especially in rural areas, constitutes a major proportion
of total costs, it is apparent that these differences must. permit considerable
savings in the United States relative to Ireland. As for collection and handling
costs, United States mail users are required to pre-sort and hand in at the post
office all second class mail and three-quarters of third class mail, amounting in
total to over a third of all mail handled. According to Horsefield (op cit.) this
requirement alone saves the United States post office about 5 per. ‘cent of the
total cost of carrying all mail. : A

It may be concluded therefore, that the 51m11ar1ty between average mail
costs in the Umted States and Ireland i is the result of two opposing sets of
influences. On the one hand, labour costs in the United States are much higher

‘than in Ireland, and both services are hlghly labour intensive. This is offset on
~ the other hand, however, by the greater size and concentration of the population
served by the United States post office, and most 1mportantly, by the lower
quality of the postal services it provides. While the _precise impact on average
costs of these mﬂuences cannot be quantified, they suggest that, contrary to the
implications of Table 3.3, the Irish postal services are not nccessanly inefficient
by mternatlonal standards - :

3 2 4 ngresszon on Margmal Costs

The four tables given in the last section throw some hght on the. breakdown
of total post office costs, eon31dered from different points of view. However,
the information they contain refers purely to total or average costs; they tell
us nothmg directly about the marginal costs of dlﬁ'erent mail categories. “The
importance ‘attached to this cost concept derives from a theoretical economic
argument which states- essentlally ‘that. the prices. charged by public utilities
should be set equal to the correspondmg marginal costs. If this is done, the
theory shows that under certain assumptlons the quantities consumed of the
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goods or services produced by the public utility will lead to a pattern of resource
allocation which will be optimally efficient from the point of view of society as
a whole. The details and qualifications attached to this argument need not
detain us here. Nor are we concerned with the practical problems of imple-
menting such a policy, among which must be included the fact that it would
conflict with the post office’s statutory obligation to cover total costs. All that
will be mentioned are the difficulties involved in defining and quantifying
marginal costs. ‘

No direct estimates of the marginal costs of Irish postal services were available
for the present study.® In the absence of objective information, it was necessary
therefore to fall back on casual observation in order to ascertain the likely
magnitude of marginal costs. It has already been remarked, in the context of
Table 3.1, that a large proportion of total costs are fixed in nature, which
would suggest that marginal costs are low. On the other hand, the fact that
additional part-time staff are taken on at Christmas suggests that marginal
costs are substantial in magnitude. However, these two apparently contra-
dictory viewpoints may be reconciled, by observing that, while marginal costs
are certainly not negligible for all levels of mail volume, it is probably true to
say that the marginal cost function is a step-function rather than a continuous
curve. In other words, most post offices outside of the largest urban areas are
operating for most of the time at less than full capacity, where the additional
work-load imposed by an extra piece of mail is negligible. Only if mail volume
increases by some minimum threshold amount does it become necessary to
increase the amount of overtime worked, use existing transport equipment
more intensively, and ultimately hire extra staff. In this sense, therefore, it is
quite reasonable to state that, for “normal” fluctuations in work-load, short-
run marginal costs are, in fact, zero.

A further consideration is suggested by a comment of Horsefield’s, who
points out that “collection and delivery costs are proportional rather to the
number of points visited than to the number of letters handled’’.3® With some
modifications (for example, the distance travelled rather than the number of
points visited might be a more appropriate criterion), this seems an eminently
plausible proposition; and some tentative support for it is given in the econo-
metric results which follow this section. It is also in accordance with post office
experience: for example the movement of population from the centre of towns
to new housing estates in the suburbs necessitates the provision of additional

38. Estimates of marginal costs are usually obtained by specifying and estimating a model of post
office behaviour. See, for example, Merewitz (1971). However, while production functions for Irish
post offices are estimated in section 3.5 below, it was not possible to derive estimates of marginal costs
from them, because of the lack of data on factor payments in different offices.

39. Though, he adds, “there is a limit, set by the maximum permissible bagweight, to the extent
to which intensive correspondence in a limited area enables manpower to be economised”.
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postal services, without permitting any compensatory running down of services
in the town centre. The net result - may be a major addition to-the network of
postal facilities, but no significant increase in mail traffic. .

These arguments encourage the conclusion that the margmal cost of an
additional piece of mail (whatever about that of an additional delivery stop)
is a concept which is neither easy to deﬁne nor easy to measure. As already
mentioned, it is apparent from Table 3.1 that the greater proportion of total
costs are fixed costs, not responsive to the volume of traffic. This suggests that
marginal costs are almost certainly lower than- average costs; but beyond this
it is impossible to be more precise about their level. For this and other.reasons,
_ no attempt has been made in this paper to derive an optlmal pricing policy

for postal services. o

3.3 Specifying an Econometric Model for the Production of Postal Services

-Having looked at- the structure of total post office costs, we now wish. to
consider variations in costs between different post offices. In order to do so in
a rigorous manner, it is necessary to have some theoretical basis for explaining -
how these costs are incurred; in other words, to have some model of individual
office behaviour. This section therefore discusses the speaﬁcatlon of such.a
model; and in subsequent sections various empmcal relationships derived from
it are estimated. S :

The study of costs and product1v1ty ina sample of plants or enterprises is an
area to which econometric. analy31s has been extensively applied. The usual
approach is to begin by assuming that the technical relations applying to the
individual plant or firm may be summarised. by a production functlon, relating
the volume of output to the quantities of different inputs required to produce
that output. This production function may then be estimated directly from the
data available. Alternatively, it may be combined with some assumption about
the behaviour of each individual firm, such as proﬁt maximisation or cost
minimisation, to derive various reduced form equations, such as factor demand
functions or cost functions, which are then estimated in the usual way. Both of
these approaches have been extensively applied to a wide variety of industries;
a particularly relevant application in the present context is a cross section study
of 156 US post offices carried out by Merewitz ((1969) and (1971))

From a number of points of view, the first approach listed above, direct
estimation of the production function, is the more desirable. Not only does it
provide estimates of all the parameters of the production function, such as the
elasticity of substltutlon and the degree of returns to scale, but it also permits
the calculation of an index of productivity for eéach office (this is discussed
further in section 3.6 below). Unfortunately, however, the direct estimation of
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production functions is open to a number of serious objections, which are well
summarised by the following quotation from Griliches (1962):4°

The basic problem in interpreting the results of non-experimental firm
production-function fitting is in the specification of the economic model
that generated these data. If all firms (farms) in an area are faced with the
same factor prices, have the same production function, and maximize
their profits, they would all use the same combination of resources and we
could not estimate a production function. Obviously, they do not all use
the same resource combination, but why? Maybe they do not maximize
profits, but then they don’t have to be on their production function.
Maybe they all have different production functions—but what is the
sense then of estimating one production function for all of them? They
could be faced actually with different prices—but then we should use this
price information and estimate the structural production function from
the reduced form equations (factor demand functions) with prices as
exogenous variables. Alternatively, different farmers may form their
expectations differently and thus wind up at different points on the
production function even though the objective information is the same for
all of them. But without specifying explicitly what produces the observed
data, it is impossible to draw any “structural’” conclusions from non-
experimental data.

‘Taken at face value, this quotation raises grave doubts about the appro-
priateness of estimating production functions directly from cross section data.
However, in the present study no detailed information on factor prices or
costs in different offices was available. It was not possible therefore to estimate
factor demand or cost functions, which, as pointed out by Griliches, would have
overcome the problem of simultaneity associated with direct estimation of
production functions. Accordingly, in order to ascertain anything about the
production process in Irish post offices it was necessary to resort to direct
estimation of the production function despite the many objections to this
procedure. Griliches’ remarks should therefore be kept in mind in interpreting
the resulting direct estimates which are presented in section 3.5 below.4t

In addition to obtaining direct estimates of the production function, two

40. Though Griliches’ remarks were originally made in a review of a text on agricultural production
functions, they apply equally well to the present study, provided ‘“post offices” are substituted for
“firms” and “minimise their costs” for “maximise their profits”.

41. That Griliches’ remarks are in the nature of a counsel of perfection is suggested by the fact that
the same paragraph has been quoted against the work of Griliches himself! (See Judge, 1963). Since
the principal error involved in direct estimation of a production function is that of estimating by ordin-
ary least squares a single structural equation in a simultaneous system, it is also relevant to note that
the available Monte-Carlo evidence suggests that the small sample behaviour of ordinary least squares
n such situations is by no means hopeless.
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further considerations suggested that an alternative approach, that of studying
the determinants of the - ‘productivity of labour alone, might also y1eld useful
results. In the. first place, the extreme labour 1ntens1ty of the postal services
already referred to suggested that the error involved in ignoring the contribu-
tion of other factors might not be very great. Secondly, data on labour employed
were available for dlﬁ"erent years, whereas data on the other factor considered
(transport vehicles) were only available for a s1ngle year. This meant that the
determinants of 1ntcrtempora1 changes in labour product1v1ty could be studied
rather than merely the determlnants of its  cross- scctmnal var1at10n, in'a
single year. = : :

~This approach was therefore pursued and the results are glven in section g.4.
By comparison with the estimation of production functions, they suffer from
the disadvantages that they make no allowance for the contribution of other
factors, and that they do not involve the explicit spcmﬁcatlon of an econometric
* model of the production process On the other hand, in the light of the diffi-
culties associated with estimation of the product10n function, they provide a
useful heuristic method of studymg the conditions of productlon, and the
factors which determine changes in labour productivity over time. .

A final consideration which applies to both methods of studying postal
production is that because of the nature of postal services we would expect the
spatial characteristics and the pattern of population distribution in each office’s
catchment area to affect the productivity of the factors it employs. It seems
intuitively plausible that a given volume of mail should require less manpower
and transport equipment’ to handle, the more densely populated and the more
urbanised is the catchment area of the office in question. This is consistent ‘with
the statement of Horsefield’s quoted in. section’ 3.2, that  “collection and
delivery costs ‘are proportional rather to the number of points visited than to
the number of letters handled”. Accordingly, it seemed desirable to test this -
hypothesis by including ‘measures of population dispersal as independent
variables in the various. productmn relations which were estimated. The
variables chosén for testmg were the crude populatlon density 'and the pro-
portlon of populatmn living in urban areas w1th1n each post ofﬁce s catchment
area. ‘

Of course, while the general pomt that the d1str1but10n of an area s popula-
- tion will affect the productivity of the factors employed there in the production

of postal services seems quite plausible, there is no reason to ‘expect that this’
effect should be of equal magnitude for all factors.®2 At the same time, it is
-reasonablc to postulate that all - factors w111 be 1nﬂuenced to some degree

42. By analogy with dlSCUSSlOlls of techmcal progress, the pomt at issue is whether we may reasonably’
expect the dispersion of an area’s populatxon to aﬁ'ect the relevant ofﬁce s productton functlon m a
‘ ‘neutral” manner.
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Economies caused by a less dispersed or more urbanised catchment area can
obviously be expected in the case of delivery staff and of transport vehicles.
But they are also likely to apply to indoor postal staff and to total office floor
space if there are economies of scale in the operation of sub-post offices. In
other words, of two head post office districts handling exactly the same amounts
of mail, the one whose population is so distributed that it needs fewer and
larger sub-post offices than the other can be expected to require fewer indoor
staff and less office floor space.

3.4 Growth of Post Office Labour Productivity, 1951-65

Data on the average annual growth rates of output, employment, and labour
productivity in fifty Irish post offices from 1951 to 1965 are summarised in
Table 3.5.2 It may be seen from the table that output (the sum of postings and
deliveries) in the Irish postal services as a whole increased by 2-28 per cent
per annum on average between 1951 and 1965. The labour force, on the other
hand, grew by only o-12 pér cent per annum, leading to an increase in labour
productivity of 2:1%7 per cent per annum over the period.

As was done in Part 2 of this paper, it is important to distinguish between
conditions in Dublin and in the remainder of the country. In 1965 the Dublin
postal area handled 49-4 per cent of the total output of the Irish postal services,
but employed only 235 per cent of their total staff. The level of labour produc-
tivity in Dublin was therefore considerably higher than in the rest of the
country, even though it grew more slowly between 1951 and 1965 (1-03 per
cent per annum compared with 2:00 per cent per annum in the rest of the
country as a whole, and 1-93 per cent per annum on average in the other
forty-nine head post offices).* Moreover, the lower productivity increases in
Dublin over the period were the consequence of higher rates of increase of both
output and employment. In the rest of the country, on the other hand, employ-
ment actually fell by 0-43 per cent per annum on average, with the result that
the increase in productivity was greater than the increase in output.

43. In fact, data were available on a total of fifty-two post offices. However, because of the difficulties
of defining separate catchment areas for the Dun Laoghaire and Coobh offices, they were combined with
Dublin and Cork respectively, as was done in Part 2.

44. It may be noted that the average annual growth rate of productivity in the whole country (217
per cent) was higher than the growth rates in both Dublin and the rest of the country. This apparently
paradoxical result is due to the fact that between 1951 and 1965 the proportion of the post office labour
force employed in the high-productivity area (Dublin) increased, matched by a fall in the proportion
employed in the area with lower productivity (the rest of the country). The increase in productivity
in the whole country over the period may be decomposed into an inter-regional and an intra-regional
component. The latter gives the increase in productivity in the whole country which would have
occurred if productivity in both regions had grown at the rate at which it actually did grow, but the
proportions of the total labour force employed in the two regions had remained the same. In the present
case this calculation yields an intra-regional productivity growth of 1-50 per cent per annum, which
lies between the growth rates in Dublin (1-03 per cent) and the rest of the country (2-00 per cent),
as of course it must. See Kennedy (1971), pp. 24~26, for details on the calculation of inter- and
intra-regional components.

E




TABLE 3.5: Average annual growth rates of output, labour force and labour productivity in Irish post offices, 195165

Grbwth rate: Mean growth rate (%,)  Standardised difference

Variable Growth rate: Growth rate:  all country  and standard deviation between Dublin and
(all expressed as average annual all country Dublin excluding (of 49 non-Dublin non-Dublin growth
7 - growth rates) - (%) (%) Dublin (%) head post offices) rales
Post Office Output 228 - go2 163 149 (69) -o222
Labour force : o
Total Staﬁ‘ ‘12 1.98 ’ _...36 —43 . (.61) . 3°95
Delivery Staff *00 2:59 —59 —68 (-76) 430
Indoor Staff 27 1136  —o06 —09 (65) 2:23 .
Labour productivity : : :
Total Staff 2-17 1-03 2:00 - 193 (75) —120
Delivery Staff 2-29 42 2:24 2-19 (-88) —2-01
Indoor Staff 2-01 1-64 1-69 1-59 (-81) : -06
Population in office catchment area —-18~ 92’ —55 —68  (-55) ' 291

Notes: (1) Output data are available for 1951 and 1965, whereas labour force and population data are available for 1951 and 1966. The average
annual growth rates given for labour force and population are therefore based on 1 5 years, while those for output are based on 14 years.
Data on productivity in 1965 were calculated by dividing 1965 output data by est imates of the labour force in 1965, obtained by inter-
polating between 1951 and 1966. The growth rates for productivity are therefore also based on 14 years.
(2) All growth rates were calculated by applying the usual compound interest formula to the data for 1951 and 1965 (or 1966).
(3) Standardised Difference = (Growth Rate in Dublin — Mean growth rate in other 49 offices) divided by standard deviation.

Variables : -
Post Office Output = Sum of total mail posted and delivered.
Labour Force = Numbers employed in each category.
Labour Productivity = Output divided by Labour force
For details on the measurement of these variables, see Appendix B.
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The contrast between Dublin and the rest of the country is further brought
home by the last column of Table 3.5, which gives a measure of the difference
between the growth rate of each variable in Dublin and the average growth
rate in other post offices. In particular, it may be seen that both output and
catchment area population grew reasonably rapidly in Dublin, whereas output
grew more slowly elsewhere and population actually fell. These differences
emphasise the fact that the postal services in Dublin operate under completely
different conditions from those prevailing in the rest of the country. In the case
of productivity, however, the difference is completely attributable to delivery
staff, whose numbers grew more rapidly than those of indoor staff in Dublin,
but declined more rapidly elsewhere. The rate of productivity growth of
indoor staff, on the other hand, was very similar in both areas.

It is of interest to note that the pattern of productivity growth in the non-
Dublin post offices is totally different from the behaviour observed in most
manufacturing industries, as surveyed by Kennedy (1971).4* More surprisingly,
it is also very different from the behaviour of selected United States service
industries between 1948 and 1968 as shown in Fuchs (1966). In most of the
industries and services considered by these studies both output and employment
showed fairly rapid rates of increase, but with the former increasing more
rapidly, resulting in moderate increases in productivity. The situation in Irish
postal services however resembles more that in agriculture in many countries,
where increases in productivity are attributable as much to declines in employ-
ment as to increases in output. Even the exceptional industries or services
whose behaviour somewhat resembles that of the Irish postal services provide
revealing comparisons. For example, of the eighteen services and retail trades
considered by Fuchs, the productivity performance of the Irish postal services
most resembles that of dry cleaning, and is actually superior to that of hotels,
laundries, and cinemas.*® Similarly, the productivity performance of indoor
postal staff shown in Table 3.5 bears a striking resemblance to the behaviour
of Irish industry in the comparable period 1950-59 (see Kennedy, Table 2.6,
P- 47): the average annual growth rate of output in the latter was rather higher,
at 2:14 per cent, than that in the postal services, but employment fell by o-41
per cent per annum, yielding a ratio of productivity to output growth rates of
1-20. Needless to say, this similarity may be only coincidental; however, it does
suggest that, in so far as the productivity behaviour of the postal services is

45. Inso far as the data in Table 3.5 can be compared with similar figures for manufacturing industry
the relevant point of comparison is the productivity performance of indoor postal staff. This is because
employment data for manufacturing industry cover only those employed by the producer, and so
relate mainly to indoor staff, rather than to those who, like outdoor postal staff, are involved in transport
and distribution. I am grateful to K. A. Kennedy for this point.

46. Fuchs (op. cit.), Table 6.
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‘TABLE 3 6 Cross section regresszons determinants of labour producthty changes n 49 head
: post offices, 195 1~65 ,

:Dependent - ~: 'Equa:tion, Ce Equatzon

- Variable . No. . .- (t-values n parentheses) o ‘Rz»j o t :
Averéige annual - * . Fr’ Y, = r925 + 6%6Q - E 382 —3'Ig¥*
growth rate of -~ - . B (4 62) (5 54) o '

" productivity of, - e T S
Total Staff . - .~ Faz 789 + 716Q— 113P . ."874  —2:80**
1951-1965, .. ,_,.(_2 73)  (5'23) (66) L]
Average.annual - - - F3 - ¥y =T1203+664Q i co -258 —3-48%*
growth rate of S (464) (4.-21) e
productivity of ~~ . ‘ AR ,
Delivery Staff i Feel T2 ='11114 6910 —- 076P LU 244 7 g2 kR
1951-65 - ST (96) (389) (34) T f
Average annual - F5 ¥ = 512 + v22Q C g2 . —156
growthrateof = T (2 34) (5°43)" o o ' ‘
productivity of ... . F6 = ¥3= -369 + -764Q — -118P 364" —1-3r
"Indoor Staff SO - () (5rxx) . (63) :
1951—65 L : , ' : ,

Note: All cquauons are bascd on 49 head post ofﬁces (ie. Dublin is excluded).

Key: Ri= Coefficient of multxple dctermmatxon, adjusted for degrees of freedom.
. t = t-statistic, testing the hypothesm that the value of the relevant dcpendent variable
-  corresponding to Dublin is generated by the same relauonshxp as the value for the other
49 head post offices:
‘ " indicates that the hypothesis can be rejectcd with g9 per.cent confidence,
* indicates that the hypothesis can be rejected w1th 95 per cent but not with g9 per
cent confidence.
Tndependent Variables: ' : )
Q = Averagc annual growth rate of total pxecm of maxl posted and delxvered in head office
< district, 1951-65.-
. P = Average annual growth rate of population density in head office’s catchment area. 1951—
65. (Thls is cqual to the con'cspondmg average annual growth rate m populatlon itself.)

comparable w1th that of 1ndustry, then the closest: parellel is w1th the relam ely ,
depressed years of the Ig5os. :

In order to ascertain whether oﬂices whose levels of output 1ncreased over
the ‘period also expenenced increases in product1v1ty, a number of regressmn
equations were estlmated and the results ‘are presented in Table 3.6. The
dependent variable in all ¢ cases is the average annual growth rate of productivity
of the relevant staff category, and each of these is regressed on the average

~ annual growth rates of output and of catchment area population density.

Consldenng first ‘those equations (FI F3 and Fs) where . the growth rate of
‘output is the sole mdependent vanable, it is apparent that a reasonably high

' degree of assoc1atxon is obtamed Moreover, the estlmated coeﬂiment does not
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differ greatly between the two categoties of labour, varying within the range
0°66 to o-77. The intercepts are significantly positive, implying that even if
there had been zero growth in output over the period, productivity would still
have risen.

These results are moderately satisfactory in statistical terms. However, like
the data in Table 8.5 they are somewhat different from the findings of similar
studies of manufacturing industry, surveyed by Kennedy (1971). In particular,
the degree of association between the two growth rates is rather less than in the
studies reported by Kennedy, and the estimated elasticities are quite different.
These elasticities are equal to the coefficients of Q in the regressions in Table
3.6, and as already noted, they vary between 0-66 and o0-77, whereas those
reported by Kennedy are mostly in the range 0-25 to 0'50 (0p. ¢it., p. 237).

Of course, theése differences between the results of the present section and
those for manufacturing industry are not really surprising.4” Rather, they reflect
the totally different conditions of production in the two sectors. In particular,
it may be recalled that Kennedy’s explanation for the closé association between
the Jonger term growth rates of output and productivity in manufacturing
industries emphasises the role of output growth in facilitating and encouraging
the discovery and application of new technological knowledge (op. ¢it., especially
Chapter 6). The situation in postal services, however, is that, partly due to the
nature of the service provided, and partly to the scale of operations prevailing
in most Irish offices, the level of technology catinot be significantly improved
irrespective of the volume of output handled. Given that, in addition, the
growth of output has been relatively sluggish, because of the low income
elasticities of demand found in Part 2, it is obvious that, despite the high
elasticities found in Table 8.6, the nature of the service does not permit the
achievement of productivity gains coupled with increases in employment,
which tend to characterise manufacturing industries in a growing economy.
Indeed, the relationship between output growth and employment growth in
the present sample of post offices over the period covered was extremely weak:
the correlation coefficient is a mere o222, This implies that many offices were
operating at less than full capacity, which further reduces the potential for
realising dynamic economies of scale as a result of the application of new
technology, the factor which Kennedy singled out as the principal source of
productivity growth in manufacturing industry.

47. One reason which might be thought to give rise to the differences between the findings reported
here and those given by Kennedy, are that the latter deal with a cross section of different industries;
whereas in studying the postal services we are corisidering a cross section of différent “plants” (i.e., post
offices) within the same *firm” (albeit in a monopoly position, so that the firm and the industry are
identical). However, while this fact means that the two sets of results are not directly comparable, it is
unlikely to be quantitatively important, since, as may be seen from a comparison of the third and
fourth columns of Table 3.5, the behaviour of the postal “industry” as a whole is very similar to the
average behaviour of the individual “plants” within it.

F




70 . - THE ECONOMIC AND SOCIAL: RESEARCH. INSTITUTE -
A final consideration felating to the results in Table 3.6 concerns the inclusion
~as an independent variable: of the average annual growth rate of population
-density in-each office catchment ‘area. On the basis.of the argument in_section
~ 3.3 concerning the effects of greater agglomeration of population on postal
productlvxty, we would expect the coefficient of this variable to have a positive
sign.’ (In fact; the populatlon density of ofﬁce catchment areas fell on average
_over ‘the period: as shown in Table 3.5, the mean value of Pis —o0-68 per
cent; however; the argument is. Symmetric: we. would expect thls fall to have
_a.negative influence on postal productivity.).- e e
Surpnsmgly, howcver, ‘the - coefficient of the population den51ty var1able is
negative in Table 3.6 and it is also. completely insignificant. The hypothesis
that faster rates of growth in population density should be associated with faster

- rates of growth in postal productivity must therefore be rejected, at least for

_changes in post offices over time. However, it is still ‘possible that a better
measure of changes in the d1spers1on of an office catchment area’s population
might be positively related: to the change in productivity.- Indeed, one possible

-rationalisation for -the negative coefficients found here is that the declines in

‘ populatlon density represented falls in the numbers living in outlying districts,
permitting " greater concentration .of resources on.more densely populated
districts which, from the post office’s point-of view, are cheaper to service.
Some very'tentative evidence for this explanation’is provided by the fact that

‘the avcrage annual growth rate of population density in each officé catchment
area is positively related. to its population in both-1951 and 1966 (r.= 0-290
(1951) and 0:382 (1966)). In other words, the more populated areas. tended to
‘have faster rates of growth of populatlon density: over the .period: the national
population, though falling in absolute terms, was therefore becoming more
spatially concentrated, thus exertmg a positive mﬂuencc on the product1v1ty

_of postal employces. Ce L : -

‘8.5 Productzon Functzons for Post Oﬁce Opemtzom 1965
Having cxamined the behaviour of labour productlwty in Insh post offices
between 1951 -and 1965, we: now- wish to specify and estimate production
functions for post office opcratmns ina smgle year, 1965. The first issue which
" must be resolved is the measuremient of output. As in the last section, output is
measured in physical units, by the sum of pieces posted and delivered in each
-office catchment area. This raises the problem, however, that the dependent
'variable is a measure of actual ‘output, whereas a production function is usually
takenasa relatlonshlp between the quantities of factors of productlon employed
and the maximum output which they can produce. In other words, a produc-
tion functmn is usually cons1dered to determme the level of capacity output,
whlch is not necessarlly equal to actual output;.in the present study this is
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especially relevant in the light of the suggestion in the last section that many
Irish post offices may be working at less than full capacity. Unfortunately,
while noting the potential gravity of the problem, there is little that can be
done about it, since no information on the degree of capacity utilisation in
Irish post offices is available. In order to interpret the results given in this
section, it is therefore necessary to assume that the degree of under-utilisation
of capacity is the same in all offices.

Turning next to the measurement of factor inputs, it would be highly
desirable to have information on the quantity of all the factors of production
employed in each office. Unfortunately, however, the only factors for which
data were available were labour, broken down into indoor staff and outdoor
(delivery) staff, and transport vehicles.®® Furthermore, data on both these
factors were only available for a single year, 1966. No data whatsoever were
available on other factors; in particular on the volume of office floor space,
and the value of capital equipment in each office. The omission of the latter
is perhaps not too serious, given the relative lack of mechanisation of the postal
services; however the former variable, office floor space, is likely to be of
considerable importance in the provision of postal services, and is almost
certainly substitutable to some extent for the other included factors. Accord-
ingly, the omission of this variable may be expected to bias the estimated
coeflicients of labour and transport vehicles, though little can be said about
the direction and magnitude of the bias.

Having selected the factors of production for inclusion in the equation, the
next problem is the choice of functional form of the production function.
Because of the severe data limitations on this study and the resulting specifica~
tion errors, it was thought that little would be gained by experimenting with
very complicated production functions. Accordingly, attention was confined
to the familiar Cobb-Douglas function. This has the limitation that it implies
a value for the elasticity of substitution between factors of unity, a reasonable
but restrictive assumption. The degree of returns to scale, on. the other hand,
was not constrained to unity, but was estimated directly from the data.

The final specification problem concerned the inclusion of population
variables, to test the hypothesis advanced in section 3.3 that the degree of
dispersion of an area’s population should affect the productivity of the factors
employed in that area’s post office. This hypothesis was tested in the simplest
possible way: the relevant variables were assumed to shift the production
function in a multiplicative fashion, leading to the estimation of equations
linear in the logarithms of all variables. Of course, more elaborate specifications
could have been attempted, such as allowing the measures of population

48. For details on the measurement of these variables, see Appendix B,
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dispersal to shift the production function in a non-neutral manner or to affect
the value of the elasticity of substitution between factors. Howcvcr these v
formulations were not mvestxgated in the present study:. - S :

The .equations estxmated took - the form (w1th all vanables expressed as
natural loganthms) : :

log Q = ao+ailog F1+' .. +a; log F,‘—I—'ﬂ1 Iog P,+.. 7' +ﬁ, log P,+u.
Q is a scalar measure of outpuit, equal to the sum of pieces posted and-delivered
by the relevant office in x965, the F; represent £ factors of production; and-
the P, are r indices of population dispersal. In practice, two measures of the
latter were tested: the populatlon density in each office catchmcnt area, and
the proportion of the area’s population living in urban areas.

The equations’ actually ‘estimated are presented in Table 3.7, the only
feature of note being the inclusion of Ya, the sum of estimated factor co-
efficients, along with its estimated standard error, calculated in the ‘usual
manner.#® This permxts the hypothes1s of constant returns to scale to be tested.

- It may be seen that in all cases Ya, is within one standard error of unity,
implying that the data do not perrmt us to reJect the null hypothesm of constant
returns to scale. g

It is apparent from Table 3.7 that the contnbutlon of labour to the produc-
tion of postal services, as measured by its estimated coefficient, is conSIderably
greater than that of transport vehicles. This is as we would expect, in the light
of the high ‘degree of labour intensity of the service. The coefficients of both
variables are significant at the 10 per cent level or more in all equations, and
are little affected by the inclusion of additional variables. Both measures of .
populatlon dispersal also perform well; however the variable U, measuring the -
- proportion of population living in urban areas, yields- larger ‘and more s1gn1-
ficant coefficients than D, the population density of each catchment area. In
addition, ‘when both are included in the same: equation (e.g. equation G4)
there is some evidence of multicollinearity, implying that the data do not
permit-us to diStinguish between the separate influences of the two variables.s?
The one disappointing feature of the table is the poor performance of the
dlsaggrcgatcd Jabour" variables: - desplte the nominal significance of both
variables in equations G5 to G8; their excessive interdependence (r = 0-954)
leads to a high degree of multzcolhnearlty in these equatlons and so renders
their coefficient estimates highly suspect.

" In the light of Table 3.7; which of the estimated productlon functions can
be choscn as most satlsfactory"’ It is evxdent that thc attempt to d1stmgulsh the

49. For example, when two factors are mcluded in the equauon, the standard error of Zg; is the
square root of: var a; + var ag + 2 cov a,a,.
50. The simple oon'elauon ooeﬁicxent bctwccn their logarxthms is -685.




TaBLE 8.7: Cobb-Douglas production functions for 49 head post offices, 1965

Regression Coefficients Zo; (standard _
Equation No. (-values in parentheses) error in R3 Chi Square
parentheses)
Intercept log L log L, log L, log V log D log U
G1 -081 874 167 1°042 -8oo 30-58
(20) (8-32) (1-79) (-075)

Gz —1°565 -828 147 “440 975 -8g1 28-86
(3-94) (10°59) (212)  (624) (-057)

G3g —1-8o1 -820 146 612 -gb5 ‘937 2903
(6-15) (13-85) (277) (10°07) (-043)

Gy —1-998 -814 *143 ‘142 "503 *957 '941 12:93*
(668) (14°22) (281)  (2r04) (633) (-042)

Gs 644 —264 1224 106 1-065 842 1-94%*
(216) (1-25) (525) (124) (-067)

G6 —767 -086 791 *120 376 *995 -897 1-54**
(2-07) (-46) (382) (rr74)  (5702) (-056)

Gy —I-I1X 253 592 131 *570 -976 -g38 1-48%*
(3'98) (174) (361) (2:46) (8-43) (-043)

G8 —1-316 +291 ‘544 ‘132 128 -481 -gb7 ‘941 c75¥*
(4:46) (2-02) (335) (253)  (180)  (5'83) (-043)

Notes: Xa; = Thesum of factor coefficients for each equation. The standard error permits a test of the hypothesis of constant returns to scale ( Zz; = 1).
All logarithms are natural logarithms.

Variables :
log Q@ = Independent variable: log of average of postings and deliveries for each post office in a representative week of 1965.
L = Total postal staff employed in each office catchment area, 1966.
L, = Delivery staff employed, 1966.
L, = Indoor postal staff (sorters, administrators, etc.) employed 1966.
¥V = Number of vehicles in use, 1966.
D = Population density in office catchment area, 1966.
U = Proportion of population in catchment area living in urban areas, 1966.
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separate conmbutlons of the two labour var1ables must be judged a failure.
The same applies to a lesser extent to the two measures of population d1spersa1
population density and urban population as a proportion of total population;
although a case could be made for retaining both variables as distinct influences
tending to raise the productivity of factors employed in-post offices, it seems
preferable to look on their effects as. being. mutually reinforcing, and so to
retain only one in ‘the final equation.’! On the basis of all these considerations,
therefore, the most satisfactory productlon function is equation G3, containing
as mdcpendent variables the total numbers of staff employed and of transport
vehicles'in use in each office, as well as the proportion of the population of its
catchment area living in urban areas. It may be mentioned that the residuals
from this equation show no evidence of misspecification; in part1cu1ar the
simple correlation coefficient between the absolute values of the residuals and
the values of the dependent variable predlcted by the equation, is —o-217,
indicating that there is no evidence of heteroscedasticity in' the disturbances.

In conclusion, the results of this section are open to a number of criticisms,
many of which centre on the data used: not only was it impossible to obtain
data on some inputs, but the measures of those variables which were included
are somewhat inadequate. Nevertheless, despite these limitations, this explora-
tory study has shown that it is possible to estimate production functions for
Irish post offices which are statistically satisfactory and from which economically
meaningful conclusions may be drawn. Among the latter should be included:
the confirmation of the overwhelming. importarice of labour in the production
process, the evidence in favour of constant returns to scale, and the corrobora- .
tion of the hypothesis that an office’s product1v1ty is influenced by the spatial -
distribution of the population in the catchment area which it serves. Finally,
the production’ functions which have been estimated may also be used to
construct an index of product1v1ty for each individual post office, . and this
apphcatxon is dlscussed further in the next scctlon.

3. 6 Evaluatmg the Peqformance of Indwzdual Post Offices

The last section has shown how estimated production functions may be used
to throw light on the conditions of production in Irish post offices. A further
apphcatxon of these results which may be made is to use them in evaluating
the performance of individual post - oﬂices This is a potentially valuable
application, since it'is particularly important that objective measures of
performance be devised for individual plants in public sector enterprises. For,
to quote Feldstem (1967), p- g, there is a danger that “sheltered from the

51. The fact that thae two sets of vanablm are thc prmcxpal source of multxcollmeanty in equation
G8 was confirmed by a dctallcd apphcatlon of the tem suggested by Farrar and Glauber (1967) to
this equation. ) ; ‘
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competitive forces that impel cost reduction and lacking the incentive to
efficiency provided by the profit motive, the managers of public establishments
may fail to achieve a standard of operation comparable to that of private
industry”’.

As a preliminary to deriving performance indicators, it is necessary first to
digress in order to discuss various criteria which might be used in assessing
post office performance.5? From the point of view of post office management,
an obvious criterion of performance for an individual office is the costs incurred
by it. It is not sufficient to look simply at the total costs incurred however, for
obviously an office which handles more than the average volume of mail will
have above average costs. What is required is a measure which relates the
actual costs incurred in each office to the costs which would have been
“expected’ on the basis of the volume of business handled by it. Such a measure,
known as a costliness index, could be derived by taking the ratio of actual
costs in each office to the costs predicted by an estimated cost function. Offices
with values greater than unity on this index would then be judged to be above
average in costliness.

Unfortunately, as explained in the last section, the data available for this
study did not permit the estimation of cost functions. Nevertheless, some
progress along these lines is possible because differences in costliness between
offices can be attributed in turn to three separate influences:

(1) Differences in Factor Prices
(2) Differences in Productivity

(3) Differences in Input Efficiency.

The first of these influences requires no explanation: obviously higher factor
prices will lead to higher costs, other things being equal. However, it is unlikely
that very substantial differences in relative factor prices will occur within a
comparatively small and homogeneous country such as Ireland. In any case
no data on factor prices were available for this study, so this influence has
perforce been ignored.

The second influence, productivity, refers to the volume of output which can
be produced with various quantities of factors. Thus, of two offices, the one
with higher productivity will require less of some or all inputs to produce a
given output: in terms of the isoquant diagram, the isoquants of the more
productive office will be closer to the origin than those of the less pro-
ductive. Productivity, in this context, is, therefore, a matter of avoiding wastage

52. The following discussion draws extensively from Feldstein (1967), section 2.4, and Merewitz
(1969), chap. 6. .
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or under-uuhsatlon of any resources, for whlch reason it is sometxmes referrcd
to as “technical efficiency.”’® .

Input efficiency, on the other hand, rcfers to the choice of the least costly
technique of producmg a good from among all the alternative techniques
which can be classed as technically efficient. This choice will -therefore hinge
on the prices of the different factors of production, i.e. if the price of a particular
factor is high, it will not pay to adopt a process which uses a great deal of that
factor, even though this process may be efficient in a technical or engineering
sense. In terms of the i isoquant diagram, all the points on a given isoquant are
equal from the. point of view of productmty, but given a particular ratio of
factor prices; as summarised by the slope of the isocost curve, only one of those
points will maximise input efficiency, and thus minimise total cost. -

One implication of the distinction between productivity and mput eﬁicmncy
is that looking at output per head alone is not a very reliable guide to the
performance of an individual office. This may be seen by considering -the
following question: if the levels of total mail per person employed in two post
offices which face 1dent1ca1 operating conditions (as measured by, inter alia,
volume of mail handled and population density) differ, what does this tell us
about the relative efficiency of the two offices? The answer is that it tells
nothmg unambiguously. One office may be ‘using ‘more labour to handle a
given volume of mail than another because its employees are lazier, i.c. less
productive or technically less efficient, than those in the second office. Alterna-
tively, both offices may be equally productive, and the difference between
them may be due to the fact that the second office has more motorised transport
than the first and so needs less labour (in other words, the two offices have
different factor. propomons) But using so much transport equipment may not
be the cheapest- means of delivering a given volume of mail, especially if the
price of transport is partlcularly high. In such a situation the office which
employs more labour per unit of total mail may, in fact, be superior from the-
point of view of i mput eﬁicxency ‘This hypothetical examplc is perhaps a fairly
fanciful one. However, it does. ¢mphasise the fact that, in’evaluating the-
performancc of a post office, it is not enough to look at the observed produc-
tivity of labour alone. Rather, both the total productivity of all the factors
employed, as well as the efficiency with which they are combined, in the light
of prevailing factor prices, must be considered, especially whcrc thcre is con-’
siderable potential for substitution between factors. : -

Unfortunatcly, because no cost data were ava.llable, it was not possible’ to’
estimate an index of input efﬁcxency for each post office. However, from the
, estlmatcd productxon functmns, it is possible to construct-an 1ndex of produc--

58, Some authors use the tcrxm technical cﬂiqxcncy and economic eﬂicmncy rather than producuvxty
and input cfficiency. See Merewitz (1971) p. 508 fot references. : .
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tivity for each office. Taking the antilog of the predicted value of the dependent
variable for each observation gives the volume of output which that office
could be “expected’ to handle on the basis of the quantities of factors it employs
and the spatial characteristics of the area it serves. Therefore the ratio of the
actual output of each office to this “expected” or ‘“‘average’ output gives an
index of that office’s productivity. The expected value of this index is unity,
values above unity indicate an office of above average productivity, and con-
versely for values below unity.

Since the most satisfactory production function in the last section was
equation Gg in Table 3.7, this function has been used to calculate productivity
indices for each office, and the distribution of index values is set out in Table
3.8. It is apparent that the majority of offices have indices which lie within
the range 0-85 to 1-15. However, there are a number of offices outside this
range: seven are substantially above average in productivity, and five are
substantially below average.® In the case of those offices with low productivity,
the present analysis would suggest that further investigation on the part of the
postal authorities into the causes of their apparently poor performance might
be fruitful. The reasons might be purely statistical: for example the data
available for those offices might be subject to error. However more substantive
forces might be at work: the offices involved may have been operating con-
siderably below capacity in 1966; or they may have been endowed with
inadequate quantities of equipment or outdated premises; or, finally, their
managements may have been below average in efficiency. It is obviously
important for the postal authorities to find out which, if any, of these causes
were operating; and the answers to such questions may be of considerable use
in deciding on future budgetary allocations.

Of course, decisions based on the values of the productivity index will only
be as reliable as the underlying production function from which they are
derived. Accordingly, all the reservations put forward in section 8.5 should be
kept in mind in interpreting the results of this section. As a final check on these
results, the productivity indices from a number of the production functions in
Table 3.7 were calculated and compared. The resulting correlation coefficients
are presented in Table 3.9, along with the correlations between these indices
and the residuals from equation F1 in Table 3.6. The latter residuals are a
crude measure of the extent to which the growth in labour productivity in
each office between 1951 and 1965 was above or below what might have been
expected on the basis of the growth in mail volume handled over the same
period. Since it has already been pointed out that labour productivity is not

54. The projected value of the productivity index for Dublin is 2.25. However, this is probably
better interpreted as an indication of the very different conditions of production prevailing in Dublin

(see the discussion at the beginning of section 3.4), than as evidence of extraordinarily high productivity
of those factors employed in Dublin.



TABLE 3.8: Di;triéution of values of produ_ctivity index derived Sfrom production f_uncti;m,Gg '

Rangeof Values:>+7 7—75 75—8 -8—85 85—9 ‘9—95 . -95—1-0 r'o-1-05 ‘1';05—1},'1 1-1'4-1-15 1~15—}'§‘ 1-2-1°25 r-;f,—rg 1'3< To)al

Frequency 1 2 - % x5 9. 5 .. 3.0 - 8 g - g g — 1490

Nok

Each frequcncy gives . thc numbcr of oﬂiccs for whxch the values of the productlvxty index. for 1966 denved from cquatnon G3, Tablc 3. 7, fall

. ‘within the relevant range. Sec text for further details. Calculation of the standard’ errors of forecast for ¢ach office showed that all index values -

: below 0-8 are significantly less than unity and all but one of those above 1-2 are significantly greater than unity, at the go per cent lcvel at lcast
) Detalls of these results are glven in a conﬁdentlal appendlx to tlus section, avallab]c on request from the author. e .

" TABLE 39 Corrélatiqn coefficients between alternative productivity indices . s

Lo ) fCor’relationCoe;ﬁcié;zts w T
- No. Equatzon from whwh Productzmty — — — — =
i . i Indexu‘dmvcd ‘ R S vz 3 4 o5
1 Table 3.7, equatlon G1 o o : o k S ‘ ' v
2 ». » equation G3 523 o 10 R
3. _' o o»o» equationGg oo 492'_' e o o
4 " . s equationG8 . .. . 475" - 937 983 .- 1O -
5 Table3.6, cqua'tiox’iFr C o —096 . -037~ . 087 - 0By - 10

MNotes:

Producthty indices derived from equatlons in Table 3. 7 are the actual volume of output in each oﬂice in 1966, d1v1ded by the volume predxctcd
by the production function in question.

+ " Productivity index derived from equation F1 in Table 3.6 is the difference between the actual average annual growth rate of labour productmty

in each office from 1951 to 1966 and the growth rate predlctcd by the equatlon
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an adequate measure of total productivity, it is not surprising to find that there
is no relation between these residuals and the various productivity indices.

However, there is considerably more consistency between the different
productivity indices. The index from equation Gr1 is somewhat exceptional:
the correlation between it and the index from equation Gg is only 0-528. This
implies that making allowances for the spatial characteristics of a post office’s
catchment area, as measured by the proportion of its population living in
urban areas, makes a substantial difference to the offices which should be
regarded as above or below average in productivity. However, the three indices
from equations G3, G4 and G8 are very highly correlated, so it may be con-
cluded that the precise specification of a catchment area’s spatial characteristics
or an office’s labour input makes little difference to one’s assessment of that
office’s productivity.

3.7 Summary

Part g began with a descriptive survey of the structure of aggregate post
office costs, which was found to be relatively similar to the cost structure of the
American and British postal services. The main features in common appeared
to be: the high degree of labour intensity; the relative equality of average costs
for different mail classes; a structure of postal rates which is unrealistic from
the point of view of a policy of average cost pricing in that it does not reflect
this similarity in average costs for different mail categories; and only fairly
minor differences in the functional breakdown of costs for different mail
categories, with first class mail costing proportionately less to collect and deliver
and more to handle.

Not only the cost structure but the actual level of average costs in the postal
services of the three countries was found to be relatively similar. Given that
labour costs in the United States are much higher than those in Ireland, this
would seem to imply that the Irish postal services are less efficient than the
American services. However, it was argued that this is not necessarily the case,
since the United States post office serves a larger and more concentrated
population, and, most importantly, since the quality of the services it provides
is appreciably lower than that provided by the Irish postal services.

Turning from aggregate postal costs to production in individual post offices,
labour productivity in the postal services as a whole was found to have increased
by 2:17 per cent per annum over the period 1951-65. It was noted that pro-
ductivity in Dublin was considerably higher than in the rest of the country,
though its rate of increase between 1951 and 1965 was slower than elsewhere.
The growth rates of labour productivity in different offices were closely
associated with the corresponding growth rates in output. However, the
estimated elasticity involved was quite high, ranging from 0:66 to o-77, and
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the growth rates in output were almost totally unrelatcd to the growth rates
of employmcnt in. correspondmg offices. . This. behaviour, though not too
dissimilar to the experience of Irish industry in the period 1950-59, is extremely
different from that found by most previous studies of manufacturing and
service industries, in Ireland and elsewhere. It was argued that this difference
~ reflected. the conditions of productlon in Irish post offices: because of the
nature of the services prov1dcd the relatlvcly small scale of operations, and the
sluggish growth in demand, increases in postal productivity have arisen more
from declines in staff employed than from the exploitation of dynamic econo-
“mies of scale, such as tend to characterise manufacturmg industry in a growmg
economy, - : :

Production functlons for Irlsh post offices in'a smgle year were then estlmated
The results suggested that economies due to increased scale of operations are
not important in head post offices; however economies due to increased
agglomeratlon of populatlon do appear to be significant, though the precise
channels by which such economies arise. could not bc ascertained with the
data available. ’ £

Finally, the estimated productlon functlons were applied to derive 1ndlces
of productivity for each post office. These. indices are potentially useful- as
performance criteria at office level: low values of the index imply below-

average  productivity, which may be caused by serious under-utilisation of

capacity, inadequate or obsolete equipment-and premises; or a host of other
reasons. Whichever of these factors is operating, the indices should be a useful
toolin dcc1dmg on future budgetary allocations. and modernisation programmes.




Part 4

Implications for Postal Profitability and Finances

HE findings of Parts 2 and 3 have been summarised in sections 2.7 and

3.7 respectively, and so it is unnecessary to repeat them here. The paper
therefore concludes with a discussion, in the light of these findings, of the likely
future trends in post office profits, and of the implications of these trends for
the financing of the postal services.

Looking first at postal revenue, the econometric results in Part 2 were used
to generate a range of forecasts of mail volume, which are presented and
discussed in section 2.6. In general these forecasts predict growth rates in mail
volume of between 1-2 per cent and 4 per cent per annum, depending on the
assumptions made about the independent variables, with the actual rate of
growth moderately sensitive to different growth rates of income, and relatively
insensitive to different rates of increase in postal charges.

The last finding should not be interpreted to mean however that charges
could be increased indefinitely without having any adverse effects on demand.
In the first place, the degree of responsiveness which is being discussed is a long
run effect; nothing in what has been said negates the possibility that the short-
run impact on mail volume of even fairly moderate increases in charges might
be substantial. Secondly, it should be emphasised that the relationships which
have been estimated can only be presumed to hold when the relevant variables
are close to the range over which they have varied within the sample period.
Thus, these relationships could not be relied upon to accurately predict the
effects of a large departure of postal charges from their historic levels.5

For these reasons, the fact that mail volume does not appear to be very
sensitive to price should not be taken as justifying very large increases in charges.
(Of course, this discussion is concerned exclusively with real prices; increases
in postal charges which merely keep pace with average inflation involve no
increase in real charges).

Another aspect of the demand forecasts which may be mentioned, is that
they predicted a continuation of the tendency for second class mail to grow
at a faster rate than first class. This latter fact is of some interest for two reasons.
First, since second class mail appeared to be even less responsive to price than

55. In technical terms, the point at issue is that the standard ertor of forecast (measuring the
unreliability of the forecast) increases with the distance of the values of the exogenous variables from
their within-sample means.
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first class, it implies that the price: clastlc1ty of total mail is likely to fall gradually
over time. Secondly, it may be recalled that the average costs of the two mail
classes appeared from Table 3.3 to be margmally different. If the average cost
“of second class mail has remained higher than that of first class, and if their
marginal costs bear the same relationship to one another, then the i increasing
relative importance of second class mail is hkely to accelerate the rate of"
increase of aggregate post office costs.- ' :

So much for the implications for postal revenue “of the forecasts of mail
volume given in section 2.6. As for future trends in costs; it seems hkely that
they will continue to grow at a faster rate than average consumer prices if
present tendencies continue. This is so because of the exceptionally high degree
of labour intensity of the ‘services, and also- because of the limited scope for
increasing productivity. Both of these ~aspects have been’ remarked upon
~ throughout Part 3, and they make it. 1nev1table that pressure for iricreases in
real wages will tend to raise’ postal costs 1 more qmckly than the rate of‘ increase
in consumer prices. A

- The effect of these likely trends i in demand and. costs on post office proﬁts
w1ll obv10usly depend on the objectives being pursued by the department and
on the pricing policies these objectives force them to adopt. In the past the
post office’s accepted. ObJCCtIVC has been to cover its costs on a long term basis.
This has involved a policy of average cost pricing onits services as.a whole
(though, as noted in section 3.1, the policy was not applied to the pricing of
individual services). As'a result, recurrent increases in postal chargcs have been
necessary in order to erase the deficits brought about by wage increases while
at the same time avoxdmg any deterioration in theé standards of services.
Moreover, this trend is likely to continue, with the rate of growth of postal
charges tending towards equahty with the difference between the rate of
.growth of labour earnings, and- the rate-of growth of labour’ product1v1ty 56

In the light of this discussion it is evident that the major problem facing the
Department is how to increase productivity and moderate the rate of increase
in costs. Apart from some fairly minor cost savings which might be achieved by
reorgamsmg certain services, there appear to be two posmble ways in which
savings could be made: grcater mechamsatlon of the: semce, or reduct1ons in
the standard of postal services. : :

The first policy, which has been advocated as a. solution to the problems of
rlsmg costs faced by thc postal adm]mstratlons of other countncs, is to mcrease

56. It may be mcntxoncd in passmg that this conclusxon——cquahty of the rate of growth of prices
- and the difference between the rates of growth of earnings and labour producthty—-ns often assumed
/to be self-evident at'both. macro and micro:levels. That such is not-the case is shown by the stringent
assumptions which are necessary for the conclusion to hold: a high degree of labour intensity; little
. potential for factor substitution (or for the shedding of surplus labour); and a policy of average cost
pricing (whether pcrmxtted by a low price elasticity of demand; or enforced by budgetary guldelmes)
In the case of postal services, howcvcr, thac assumptions appcar to be approxlmatcly valid.
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the degree of mechanisation and automation of postal work. The extreme
labour intensity of the postal services has already been commented on—though
it is arguable that mechanisation could be accelerated even with the existing
level of technology. Moreover, while postal technology has hitherto developed
relatively slowly, because of the individual treatment required for each item,
there are indications that a break-through in mail processing techniques may
be imminent. In economic terms this is a perfectly logical development, i.e.
as the price of labour rises relative to that of other factors of production, it
pays to substitute automated machinery for labour (at least from the organisa-
tion’s point of view, though the same would not necessarily be true if correct
allowance was made for social costs and benefits). However, the feasibility of
such a policy is a problem for the postal engineer rather than the economist.
Unfortunately, their findings suggest that the scale of postal operations in
Ireland, with the exception of the Central Sorting Office in Dublin, is not
sufficient to permit savings from automation. Further, the impact of techno-
logical developments is most likely to be felt at the mail handling stage;
whereas, as can be seen from Table 3.4, the position in this country is that the
major cost element is delivery—an area in which mechanisation can have
considerably less impact.

Given that productivity increases which can be achieved by greater mech-
anisation are questionable and possibly not of great magnitude, the only
remaining potential source of cost savings lies in reducing the standards of
postal services or, alternatively, forcing customers to bear some of the costs of
handling the mail.5” Here the Department is at present considering a number
of changes; separate studies are being carried out to test their acceptability to
the public, and also to try and quantify the economic costs and benefits they
may bring. In the context of the present paper, not very much can be said
about their likely effects; for example their impact on demand, if any, cannot
be predicted, though it is conceivable that a major deterioration in standards
of service would lead to a switch away from the mails by regular users. Nor
can their impact on labour productivity be forecast; this would require a more
careful study, at the level of individual workers, of the operation of the mail
services.

Whatever about their likely effects, it appears that major changes in the
standard of services are the only certain way of avoiding or at best mitigating
either steady increases in postal charges or a major change in the method of
financing the postal services. As far as the latter is concerned, the most obvious
expedient is an explicit subsidy of the mails out of general taxation. However,

57.. Examples of the former are, reductions in the frequency of collections and delivery, delivery to
roadside boxes rather than to individual doors as at present, and so on. Examples of the latter include

giving reductions in price and/or in delivery time, to presorted mail, to mail sent in standard-size
envelopes or with coded addresses, etc.
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it is not the only one. A second possible move would be to bring charges on
individual mail classes into line with their: average costs, thus. ending the
effective subsidisation of second class mail noted in section 3.1. Finally, a third
option is suggested by the tentative econometric evidence in section 2. 3 that
postal traffic is positively related to telephone call charges; in other words, that
postal and telephone services are competitive in. demand. If this is true, it
suggests that postal and telephone charges should be set so as to take account
of such interactions; which opens up the possibility of permitting cross-
subsidisation between the two services. (It will be recalled that telephone
services .are relatively more profitable than postal services.) This cannot
necessarily be rejected on efﬁmency grounds, since it is by no means certain
that a global financial constraint is a satisfactory method of ensuring efficiency
in operation. Moreover, in the light of the difficulties faced by the telephone
services in-satisfying the demand for telephone lines, there may be something
to be said for a rate structure which would discriminate against telephone
services and in favour of postal services (which do not face - any supply
constraints).

The merits or otherwxse of these dlﬂ'erent methods of ﬁnancmg are beyond
. the. scope of the present paper. Moreover, the econometric results on which
these suggestions are based are fairly tentative. In any case, it need hardly be
said that their 1mphcat10ns should be studied from a number of pomts of view
~ before their adoption is seriously considered. For the present, they rémain the
only apparent alternatives to the dilemma faced by-the Department of either
regular increases in postal charges at a faster rate than increases in general
prices, or a gradual running down of the standards of services.




APPENDIX A

Evidence on Personal Demand for Postal Services
from Household Budget Inquiries

s a prelude to attempting to estimate econometric relationships using
Aaggregate data, it was of some interest to look at the information concerning
household demand for postal services. given by the two Household Budget
Inquiries carried out by the Central Statistics Office in 195152 and 1965-66.
From the point of view of studying and forecasting total demand for postal
services, these data are not very useful, since the inquiries relate only to urban
households, and so they give no information on the behaviour of rural house~
holds, nor of business and government users. Nevertheless, since urban house-
holds do account for a substantial proportion of total mail volume, the trends
apparent from these data are of interest in themselves, and may suggest some
hypotheses about the behaviour of total mail.

Table A.1 gives expenditure on postage and on telephone and telegrams
(henceforth referred to simply as “‘telephones”) from both inquiries, both in
absolute form and as proportions of total expenditure, classified according to
town size and income.’® Looking first at the effect of the latter, it is evident
that expenditure on both postage and telephones increases steadily with
income. However, when expressed as a proportion of total expenditure, outlay
on postage increases with income in the earlier sample but decreases with it in
the latter. This suggests that the cross-section income-elasticity has fallen
markedly over the period, and was less than unity in 1965-66.5° By contrast
the proportion of expenditure devoted to telephones rises markedly with income
in both samples. One possible explanation for these phenomena is the avail-
ability of telephones: it is reasonable to hypothesise that the higher the income
group the greater the number of people in it who possess telephones, and also
that between the two samples the number of telephone owners in all groups

58. Expenditure classified by income unfortunately cannot be directly compared between the two
surveys, since the income classifications used differ: in the 1g51-52 inquiry it is weekly income per
person, and in the 1965-66 inquiry, weekly income per household. However the very last row in the
table has been included to show that, for the 1965-66 inquiry, average income per person rises broadly
in line with total household income. Coonsequently, for practical purposes, the differences between the
two income classifications are not of major importance. ‘

59. In principle, these elasticities could have been estimated directly from the data. However, the
relative unreliability of the data at this level of disaggregation, and the fact that expenditure on
postage alone could not be cross-classified by income and household size, suggested that precise estimates
of the income elasticity would not be very reliable.
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TABLE Aa: Expmdtture by urban hou:elwldr on postage, teleplwne and telegram: in 1951—52 aml 1965—66 c!asstﬁed by town size

ngquiry

1951-52

’ Expudwun calegrry

Postage :
Telephones and telegrams

" Total expenditure . i
- Proportion: (%) of total

1965-66

apmdihn‘eon

'Postage -
. Telephone and telegmms

Postage’

Telephone and telegruns
Total expmditum
Proportion (%) of total

. ‘expenditureon: -
-Postage . *

Telephone and telegmms‘

Average gross weekly
income per person ,

Average weckly expenditure per household (shillings) .

Average wxily ncome per derson

National . Dublinand
Du»-Luoghqin

079
057
24811

825

284

108

2:82
‘45452

283

620

11043

Town size.-
Othﬂalus,lovmand
valagesofpopuhtm
Over .. 1_,600- .
10,000 10,000
072 101
0°49. - 008
20414 18°00
858 582
128 148
141 111
427-33 80755
- +300 - -372
880 279
9887 8938

o m];;aso/- . 80/- and over
ron 160
038 - 118
243-67 - . .. 83781
414 LA
E <156 - 350
Gross wukly kousehold income

£20 . :£25 £80 " £40 £60
and -and - - and and and

“under under under under under under  under over

{25 £80 . £40 £50

Y116 0 128 181 215 - 287 390
127 228 2700 378 467 768
39150 40074 55808 60215 788.69 1,022:07

206 261 235 . 311 800  -225
824 465 484 _ 546 592 74D

95-11 101-73 131-24- 167-53 25346

Nolgs. Expenditure data are in shillings. All data are taken from the Housekiold Budget Inqmries, 1951-62 and 1965-686, pub ished by the CSO. Figures for total expendxtute in the
1951-52 inquiry have been adjusted to exclude social secunty contributions (which in the 1965-66 mquxty were treated as a iorm of direct taxation and so not included in
tota: expmdlture) : -
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has increased. This would suggest that variables representing telephone avail-
ability should be incorporated in estimating demand equations for total mail
volume, and so this is done in sections 2.3 and 2.4.

As for the effect of town size, it is noticeable that in both samples expenditure
on postage falls, and expenditure on telephones rises both absolutely and
proportionally with increases in town size. It is possible that town size is itself
a determinant of demand; one might plausibly argue that since greater urban
agglomeration is more conducive to face-to-face communication, it develops a
preference for verbal rather than written contact. It is more likely however
that this variability with town size reflects the fact that the underlying deter-
minants of demand themselves vary with town size.® Again, the hypothesis
that telephones are more widespread among upper than lower-income groups,
and among users in large than in small towns, would explain the behaviour
of the data.

Finally, it is clear that proportionally, expenditure on postage fell between
the two samples, while expenditure on telephones rose. This could be a result
of the rise in national income over the period, or of a change in the relative
prices of the two services, or once more of the greater availability of telephones
at the time of the second sample.

Because the sample data are less reliable at greater levels of disaggregation,
data on expenditure on the two categories are not available classified by both
town size and income. However, the published results of the inquiries do cross-
classify expenditure on the two categories combined in this way. While this
information is not very useful for present purposes, it is nevertheless of interest
to look at the income-expenditure (Engel) curves which both Leser (1964) and
Pratschke (1969) have estimated from these data, cross-classified, not by income
and town size, but by income and household size. Their results are shown in
Table A.2.

Obviously, the two equations cannot be directly compared, since they differ
both in functional form and in the definitions of the variables used. However,
the expenditure elasticities implied by both equations are given in the last
column, and these can to some extent be compared. It is evident that this
elasticity has risen over the period (though on a statistical basis this inference

60. It might be argued that these figures merely reflect the fact already mentioned that expenditure
on postage and telephones depends on income, since it can be seen from the table that total housechold
expenditure increases with town size. Presumably, therefore, average income per household (and per
person) also increase with town size—as the last row of the table shows, this is certainly true for 1965-66
(detailed data on income are not available for 1951-52). Since the income elasticities for postage and
telephones in 1965-66 are respectively less than and greater than one, this would explain the behaviour
of expenditure proportions as town size varies, at least for the 1965-66 sample. However, it does not
explain their behaviour in the 1951-52 sample, since despite a greater than unitary income elasticity
of expenditure on postage, and a positive relationship between income and town size, the “town-size’’
elasticity of expenditure on postage is actually negative. Consequently income is not the missing
‘“underlying determinant of demand” referred to in the text.
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_TABLE A 2: Relatzomths between average weekly household expenditure on postage, telepkone
and telegrams ana’ income and household szze

95 per cent conﬁdence
L ) ) . -, region 1 for elasticity
: B R ’ . . : .- of expenditure on.
. Inquiry Researcher o - Estimated Fquation - R? postage, efc., with
b o \ : cl : S respect to total -
.- expenditure
1952-53 Leser (1964) ~  w = -oorG4.+-oo320 log y+-+00013 log N o g . 1:654-+24
k (571) . (=25) ‘ ,
1965-66 Pratschke (1969) log v = —8 964+1 825 log T— -859 log .N . +968 183421
. (!901) (97 ) L

I{'ey w = proport;x;n of total household expendxture devoted to postage, telephone and telegrams
v,
-y = total expenditure per head (=2/N)
N = number of persons in houschold (i.¢., household srze) oo
v = average household expenditure on postage, telephone and telegrarns ce
1" total household expendxture )

Flgures in parenthm below estxmated coeﬂicxents are .t values ‘

is not a very definite one, since the 95 per cent confidence regions for the two
elasticity estimates overlap cons1derably) 61 As for the elasticity of expenditure
with respect ‘to household size, from bemg msrgmﬁcantly différent from zero
in 1951-52 it falls to-a s1gmﬁcant1y negative value in 196566 this change is
difficult to 1nterpret however, and may simply be due to the'use of d1ﬁ'erent
variables for total expendlture in the equations.

In conclusion it is as well to re-emphasise that Household Budget Inquiry
data can only glve ‘broad indications as to the determinants of total demand,
since they take no account of the behavmur of rural households nor of business
customers. Nevertheless, this brief look at the data has suggested some hypo-
theses whlch can be tested for therr apphcablhty to aggregate demand ‘

6! Thc same pomt—-—that dxﬂ'erences between two ﬁgures are not necessarxly statxstlcally srgmﬁcan t—
applies to all the data in Table A.1. Unfortunate]y the GSO does not give standard errors for cross-,
- classified Household Budget Inquiry data, 50 1t is not possxble to make precise statements on this point.




APPENDIX B
Data Sources

B.1 Data Referring to the Postal and Telephone Services

1. Detailed Mail Returns

HESE returns are the principal and most detailed source of mail statistics:
Teach return gives a full account of pieces posted and delivered in a given
week, disaggregated into six main categories of mail and fifty-two head post
office districts.

This is an encouragingly large store of basic data; however it is by no means
ideal for econometric analysis. In the first place, returns were not taken every
year: only fourteen counts were taken since 1949, of which only six refer to the
post-1960 period. A second and more serious drawback concerns the way in
which the data were manipulated. Since they were intended to indicate the
level of traffic in an “average” week, they were adjusted to allow for special
circumstances in the week of the actual count; yet no information is available
on the magnitude of the adjustments made, which were presumably subjective
and may have varied widely from one office to another. These average figures
were then aggregated over all fifty-two head post offices, and multiplied by a
common factor to give an estimate of the annual traffic. (The three weeks
preceding Christmas were assumed to have double the normal volume of
traffic, and so the factor chosen was fifty-five.) Thus, any errors in the original
data were magnified; and a further error was introduced, since the arbitrary
factor of fifty-five could hardly apply to all classes of mail. On the contrary,
post office experience suggests that it underestimated the total annual traffic
in printed papers and postcards, and may have overestimated that in letters
and newspapers.

A final difficulty with the returns is that they were not always taken at the
same time of the year. Of the fourteen returns available, twelve were taken in
the second half of October of the relevant year, one in mid-February and one
in late March. That the number of items of mail posted or delivered should be
subject to seasonal influences is only to be expected (the rush of mail at
Christmas already referred to is only one example). Consequently, it is' not
clear to what extent the figures from different returns are comparable even
when considered as referring only to a particular week, and not necessarily to
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. the ‘“‘average” week in a year. Fortunately, some extraneous information is
available on this‘point in the form of monthly data on sales of postage stamps
since 1951 which are published by the CSO usmg data provided by the

- Departmcnt of Posts and Telegraphs. This series is discussed further below,
as is the approx1mate method which the author used to deflate it, .in order to
yield a series of sales of postage stamps at constant prices.®? Both series were
then seasonally corrected using the:X —rr method of the US Bureau of the
Census (Shiskin et al. ( 1967)), and the final scasonal factors derived by this
method are given in Table B.1. : : :

TABLE Bia: X—11 Seasohal’co'rre'ction Sactors for months of mail counts’

X —11 Seasonal correction factors for
, ; _corresponding month.
Data on number of pieces of mail : (Average Jor-each year—= 100)
posted refer to week ending '

Sales of postage stamps Sales qf postage stamps

o (value) . “(volume)
27 October 1951 =~ o L g6g. L 964
18 October 1952 . ‘ 968 ~ 963 -
17 October 1953 .- SRR v . 968 o 964
16 October 1954 S 96'5 B 96-2
15 October 1955 .. 966 - 97°5
19 October 1957 R ( 974 = S 975
18 October 1958 : ) 97 978
15 October 1960 .~ 977 - - : 977
20 October 1962 " , . 962 959
22 February 1964 e , 89'3 - ~ 893
16 October 1965 - =~~~ =~ 92'0 : 932
1g October 1968. - L _ 930, - 971

18 October 1969 = . 943 . . 989

It is evident from the table that the seasonal factor for October is extremely
stable; in other words, ignoring irregular or random fluctuations October tends
to account for a fairly constant -proportion of real expendlture on postage
stamps in a given year (which with relatively little error we can equate to the
total Volume of mail posted). As we would expect, this stability is more marked
in the case of the volume series, which i is not distorted by large and 1rregular
increases -in postal charges. However, the correction factor for F ebruary is
markedly dlﬁ'erent from the others This suggcsts that the volumc of mail

62. The author explams bclow his r&servatlons about the accuracy of thls deﬂated serxes However in
his opinion they do not prevent its being used i in the present context.
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posted in February is farther below the annual average than that in October.%
Consequently, treating the results of all the mail returns as if they referred to
the same magnitude is likely to lead to biased conclusions, unless it can be
assumed that the “averaging’ process already referred to has in fact corrected
for this factor. However, since twelve of the fourteen observations available
refer to the same month, it seems likely that the bias involved is small.

Despite these three drawbacks, the mail returns are the basis of all official
mail statistics at least prior to 1968. In this time they were found to be less than
satisfactory in revealing trends in the annual totals: a particularly unsatisfactory
feature being the crude and arbitrary method of grossing up the weekly figures
to give an annual total.®* With this exception, however, the Departmental
officials feel that the method of deriving the data was free of systematic error.
They may be accepted therefore as giving a reasonable picture of the break-
down of total mail between different categories and different post offices in a
“typical” week of each year (excluding exceptional periods such as the
Christmas rush, which affect different categories of mail to different degrees).
Accordingly, they form the basic data from which the demand functions in
Part 2 of this paper are estimated.

In addition to their use in the demand sections of the paper, the mail data
were also used to construct a measure of the output of each post office in 1951
and 1965, equal to the sum of total pieces of mail posted and delivered. It
should be noted that this measure of output takes no account of the non-postal
work carried out in post offices (i.e., the provision of counter services such as
the sale of licences, dispensing of pensions, etc.) It also gives equal weight to
all classes of mail, thus implicitly assuming that the labour requirements of
different mail classes are the same. However, given the very high intercorrela-
tion between the various classes, as well as the relative equality of their average
costs shown in section 8.1 of this paper, the error introduced by this approxima-
tion is unlikely to be great.

2.  Time Series of Monthly Sales of Postage Stamps
The other major source of mail data, to which reference has already been
made, is the monthly series of average daily sales of postage stamps, one of

63. A cursory examination of the X—I1I seasonal correction factors for March and April suggests
that the same problem may arise in the case of the count in the week ending 2 April 1949, the only
one for which contemporary data on the sales of postage stamps are not available. In this case, however,
the volume of mail is probably greater than in October, not less; viz., for 1951, the seasonal correction
factors for March and April are 104'9 and g7°5 (value series) and 1069 and g9'5 (volume series).

64. In recent years the Department has introduced a system of sample surveys of mail traffic,
instead of attempting a complete enumeration of all items posted and delivered in a given week as the
detailed returns did. The results of these sample surveys have proved to be a more sensitive indicator
of fluctuations in the volume of mail than the earlier data, and they at present form the basis for most
Departmental estimates. However, because they are available for such a short period of time they are
not suitable for econometric analysis.
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s1xty-sxx economic scncs pubhshed regularly by the Central Stanstlcs Oﬂice.
The series is contmuously available in its present form since 1951. Before that,-
since 1943 in fact, a similar series is published; the latter however is not strictly
comparable with the present one, since it excludes postage collected in.cash.s

This series is therefore avallable for v1rtually the same length of time as the
data from the mail returns, and on a much more regular basis. Why then not:
use it as a dependent variable in the demand study? One reason is that it is
not available on a disaggregated ba51s, broken down either by class of mail or
by area. A more serious drawback however is that the series as published
relates to expenditure in current price terms on postage, and so must be
deflated to <yield a series for the volume of expenditure on postage. However,
to calculate a reliable deflator requires not just a knowledge of the number of
items in each mail category (which is given by the detailed mail returns). In

" addition, it would be necessary to know. the number of items in each weight
step within every category, because different weight classes are subject to very
different charges. Therefore, since such information was not available when this
part of the study was being carried out, it was decided to use only the detailed
mail returns to represent total mail volume in the econometric results descmbed
in this paper.s :

Some time after these results were obtalned the author s attention was
drawn to another source of data, which does in fact provide information on the
number of items in each mail category which fall into different weight steps.
The source in- question is a series of detailed “distribution’- ‘returns, which are

- normally taken some time after each change in charges. Unfortunately these-
were not available in time to be of use in the results given in this paper:
However, since they permit the construction: of .considerably more accurate:
priceindices than the ones.used to date, and so re-open the question of whether
to use the time series of stamp sales in preference to:the detailed ma11 returns, -
it is hoped to use them in further work on this subJect :

3. Price Indices for Dgﬁrent Mazl Classes ‘
Statistics of postal charges were supplied to the author by the Department )
" and are in any case easily available. However, as already mentioned, the data
available on postings were not adequate for the construction of really accurate
-price indices. Instead, -therefore, the minimum charge (that on the lowest
welght step) was taken as representatlve of each category, and the requlred

65.  Such 1tcms, i.e., thosc whxch are franked by machme and S0 do not requu‘e sta.mps, have been
growing in lmportance in recent years, mostly for commercial customers, Even in 1951 to 1953 (three .
years for which both series are available), they accounted:for nearly 20 per cent of postal revenue.

66. The figures shown in: Table B.1 for sales of postage stamps were derived using an approximate
deflator constructed: by making the most plausible assumptions about the volume of ma11 in. each :
weight step. . . f
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price indices were then constructed in the usual way (i.e. as Laspeyres indices,
using 1953 and 1968 postings as weights). This would not be appropriate to
the problem of the last section, namely the construction of a deflator for an
expenditure series. However, when the object is to construct a variable to
represent postal prices in a regression equation, this procedure is almost
certainly adequate, since the charges for different weight steps tend to vary
together.

4. Price Index of Telephone Charges

Charges for local calls and for trunk calls over various distances are easily
available.®” However, quantity weights were available for only the broad
categories of local calls and total trunk calls. All trunk calls were therefore
assumed to have taken place over distances of between 35 and 50 miles in
length, and a price index was constructed by combining the charge for this
length of call with the local call charge, using the number of calls in 1953
and 1968 as weights.

5. Measures of Telephone Availability

Data on the number of telephones over time, and in different counties in
1966, were supplied to the author by the Department. In discussing the
number of telephones, the distinction between exchange lines and telephone
“stations’’ should be mentioned. The former is a connection with the public
exchange, either of a single phone or of a private exchange; the latter is “any
telephone, such as an extension on a Private Branch Exchange, from which a
call can be made to any other telephone on the system” (Litton (1961-62),
p. 92). The two series have tended to move very closely together, and either
seems a plausible variable to use as a proxy for the “availability” of telephone
services; the number of exchange lines was the one chosen for use in Part 2
of this paper.

A second measure of telephone availability which was used in the cross
section demand regressions was a dummy variable measuring the availability
of STD (Subscriber Trunk Dialling) in each geographical unit. This variable
was given a value between zero and unity depending on the proportion of the
major towns in each county where STD was available in October 1965 (the
date to which the dependent variable refers). While the scaling of this variable
is obviously arbitrary, no information was available on the number of non-
coinbox telephones in each town. (At the period in question, only non-coinbox
telephones had access to STD facilities.)

v 67. Litton (1961-62), Table 8, gives telephone charges in detail up to 1959.
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6. Statistics qf Emplo_yees and Tramport Velzwles in Dmﬁzmzt Post. Oﬁces )
-+ In studying differences in productivity and efficiency between different post
offices, it would have been preferable to have had full data on the: quantities
and prices of all the factors of production available to each office. These would.
have included the quantities of labour and- capital equipment of different kinds:
and the area of office floor-space.®* However, the only data at the author’s.
disposal referred to the number of staff and of transport vehicles. -
The data on staff numbers were available for both 1951 and 1966, and were
fairly comprehensive, being broken down into three categories. Under the
first category, indoor staff, separate figures were glven for head-postmasters,'
postal supervisors, clerks, postal sorters, telephone supervisors and telephomsts
Under the second category, outdoor staff, were included outdoor postal ‘super-
visors, postmen, and cleaners. Fmally, the third category covered sub-postmasters.’
Because of the difficulties of handhng a large number of labour variables, 1t
was decided to con31der only two groupmgs of all these staff grades The first,,
delivery staff, was taken as equal to total outdoor staff less cleaners. The second,
non-dehvery postal staff, was taken as equal to the remaining staff less telephone.
supervxsors and telephonists. There is an element of arbitrariness here, since
it is hkely that some clerks, and, for part of. the time, many sub-postmasters,’
are more closely concerned with telephone and: agency services than with
postal services. A further source of error is that no allowance could be made
for differences in labour productivity between staff’ grades; for example, -all
grades of postmen in the same office were assumed to be equally productive;’
and' were included in the general category delivery staff. A refinement which
could have been introduced to overcome. this problem would have been to
construct a weighted measure of labour input; using as weights the wage rates
(or average earmngs) of different staff. grades. However, to do this would have
required data on wage rates and on average man days worked for each grade,
and such data were not available; in any case; as with the measure of output,
the numbers in these grades were very highly intercorrelated, implying that
different sets of weights would not have yielded very different measures -of
labour. mput As for transport vehicles, statistics of both owned and -hired
vehicles were available, and  were aggregated by convertlng hired vehicles to.
owned-vehlcle equ1va1ents” usmg data on average hours of usage.

B 2 Macroeconomlc Data External to: the Postal Serv1ces

1. Income
, The important issue of the choice of an approprlate income variable is fully
- examined in section 2.3 of the paper. The only additional problem encountered

68. For astudy.which makm use of such comprehensive data “to estimate productxon, factor demand,
and cost functions f‘or a cross section of US post oﬁicw, see Merewitz (1969). . . .
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was that in the cross section regressions the units of analysis were not co-
terminous with county boundaries, whereas the available data on personal
income were only available on a county basis. (See Ross (1972)). At first, an
attempt was made to overcome this problem by allocating the personal income
for each county to the different catchment areas within that county in pro-
portion to population. However, this effectively assumed that variations in
personal income per head within each county are negligible, which is very far
from being true, especially in the case of counties containing one town of
considerably greater importance than any others. Thus, regressing mail
volume per head for two or more sub-divisions of the county (one of them
containing the major town) on the average county income per head led to
serious overestimates of mail volume for the rural area and corresponding under-
estimates for the urban area. As an example, within Cork county, the volume
of mail for Cork city was underestimated by the equation and that for Mallow,
Skibbereen, Bandon and Bantry overestimated.

Consequently, the attempt to estimate cross section demand functions using
observations on all fifty-two post offices was abandoned because of the im-
possibility of getting accurate income per head data for each office catchment
area. Instead, offices were grouped by county and the income per head variable
was recalculated, with allowances being made for the spill-over of office catch-
ment areas into adjacent counties. As expected, this variable was only
marginally different from the data as published by M. Ross (i.e. referring to
integral counties).

2. Population

Accurate data on national population are available only for the five census
years since 1949. However, official estimates of the total population for inter-
censal years are available in the Report on Vital Statistics published annually
by the Central Statistics Office. These data were therefore used with no adjust-
ments in the time-series regressions.

As mentioned at the end of section 2.3, an attempt was made to estimate
separate time-series demand functions for Dublin and the rest of the country.
This required the construction of a time-series for the population of Dublin,
for which the population in inter-censal years was estimated by simple linear
interpolation between the data for preceding and succeeding census years. This
extremely crude procedure seems justified by the smoothness of the data, which
ensures that any alternative interpolation procedure gives very similar results.®

Next, for the cross section demand and productivity regressions, it was
required to calculate the population of each post office catchment area in 1951,
1960, 1965 and 196g. Since these catchment areas do not follow county

69. I am grateful to B. M. Walsh for advice on this point,
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boundaries, it was necessary to ‘use more- d1saggregated census ‘data. Each
catchment area was therefore taken to be equal ‘to some number of rural
districts, and their population was calculated accordingly. Even this does not
yield perfect results; since the boundaries of catchment areas, according to a
map supplied by the Departmcnt of Posts' and Telegraphs, are rarely exactly

co-terminous ‘with the boundaries of rural districts. However, rather than
disaggregate further, which would have rcqmred using populatlon data by
- district electoral districts, it was decided to make do-with the imore approximate
data (especially since using data on rural districts ensures that all major towns
are: correctly allocated - to -the approprlate office catchment area). Finally,
since 1960, :1965 and 1969 were not census years, it was necessary to calculate
-the requisite population data for each of four adjoining census years (1956,
1961, 1966 and 1971), and then. 1nterpolate between: them.?o

3. Measures of Populatzon prersal

The population density of each office catchment area was mcasured by the
ratio of i its population (as calculated in the last section) to its area in square
miles. To calculate a measure of urbamsatlon, urban population was taken to
mean population living in towns with over 1,500 inhabitants, and the data on
the proportion of populatlon llvmg in urban areas were thcrefore calculated on
this basis.

4. Measures qf the Level of Buszness Activity in “Postage—Intemwe” Sectors :

.Inan attempt to construct measures of the level :of activity in ‘“‘postage-
intensive” sectors by county in 1966, a number of variables measuring. the
proportion of the total at work in each county employed in such sectors were
constructed, The data used are derived from the 1966 Census, and are con-
veniently summarised' in Baker and Ross (1975), Appendlx 2.7t “Postage-
intensive” was taken to exclude those: employed in -agriculture; 'domestic
service, and Baker and Ross’s “social autonomous” sector. Some experimenta-
* tion was also made with variables which excluded, in turn, those employed in
pnvate building and construction, and ‘in retail trade.

In addition, the numbers employed in tourism as a proportion of the county'

ork-force were used as’ a proxy measure of the level of tourists’ expendlture

v0. The méthod of mterpo]atxon used was the same as that in Ross (1972). I am grateful- to M Ross
- for discussions on this matter.
71.' T am gratcful to T. J. Baker and M. Ross for perrmssxon to use this, unpubhshed data,
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