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PART I

Econometric Forecasting for Mail Demand


In our previous remarks, we have underlined that Frontier's comments about Royal Mail's predictions have been based too much on a mechanistic use of the RM model. In summary, our remarks were decomposed into two types of arguments. First, even if the model is assumed to be correctly specified and stable through time, the computation of confidence intervals for the prediction give undersized intervals because they did not take into account some sources of uncertainty. Second, an econometric model should not be used blindly and forecasting needs to incorporate all kinds of information.

These remarks have been accepted by Frontier but they should not be used as arguments in favour of Frontier's criticisms of RM's predictions. We maintain that RM's use of the econometric model corrected by a break in the trend component in order to introduce information about phenomena too recent to be treated statistically satisfies all the requirements for the construction of the best possible predictions.

PART II

Economic Analysis of Entry in the Postal Sector

In its response, Frontier does not bring forward any new elements that would lead us to amend our assessment of the CPMM, as presented in Annex 19 of RM's response to FE's June 2005 report. They effectively concede that their model is not founded on economic theory. Further, they do not address our claim that their “economically founded” assumption of “undifferentiated Bertrand duopoly with a quality and brand dimension added” is based on a very peculiar configuration of preferences, with all consumers valuing quality in exactly the same way. We also stand by our opinion that the level at which consumers are assumed to choose between products is too high in the CPMM: Frontier does not offer any evidence in support of its approach, beyond the comment that “there is no evidence to support” another assumption. Throughout, they appear to use the approach that their model ought to be considered as “correct until proven wrong”. This approach is scientifically not acceptable, nor is it useful for the regulatory debate. To sum up, we maintain all our previous comment


































2

