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cogte ¢f the servica thay recelve each yesar. 1In the comments
that follow, we explain why we believe consumers would be wsll
sarved by an incraase in the number of medallicns authorized and
baat served by completaly unrestrictad entry of additional cabs
into the Boston taxicab market.

The Federal Trade Commission is chargad by statute with
preventing unfair competition and unfair acts and practicaa.B
The staff of the Commission, upon raguest by faderal, stata, and
local governmental bodies, analyzes regulatory proposals to
identify provisions that may impede competition or increaas coats
without providing countervailing benefits to consumsrs. As part
of this effort, the staff has submitted comments on taxicab
regulation to the city governments of Cambridge, MA; Anchoraga,
AR; Chicago, IL; New York, NY; San Francisco, CA; and the
District of Columbia.

In 1984, the Commission releasad an extensive report by its
Bureau of Economics, based on a review of taxicab regqulation in
cities throughout the country, entitled "An Economic Analysis of
Taxicab Regulation® ("Taxicab Regqulation" or "the Report")(copy
attached). A principal conclusion of this Report is that no
parsuasive aconomic rationale exists fir ragulations that
raestrict the total number of taxicabsa,

We will first address some likely effects of taxzicab entry
restrictions in Boston. Subsequent sactions will discuss the
potential benefits of increasing the number of medallions and the
arguments typically raised against such increases.

2.

Currently, Boston has 1,525 taxicabs medallions, the same
number initially issued in 1934. However, Boston has
experienced dramatic demographic changes since 1934, most
notably significant increases in employment, office space, and
tourist and convention trade. These changes suggest that
consumars would gajin significantly from an increase in the number
of cabs permitted to operate in the city.

A 1987 study conducted by tha Hackney Division of the Boston
Police Department (°*Hackney Study") found that although the

3  see 15 U.S.C. §41 et_geq.
4  The Report supporte, in principle, other kinda of

taxicab regulations dealing with vehicle safety and liability
insurancea.
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resident population in Boston had decresased since 1934, during
the work waak the total population wag more than twice the
resident population. Further, other rslevant indicators --
employees, hotel xrooms, and office space -~ had increased
significantly sincg 1934 and were expescted to continue to grow in

the ysars to come. The following figures from the Hackney Study
reflect thess increasas:

i35 . 1285 3r/l=

Office Space

(sq. ft.) 22,610,000 50,590,558 +123%
Employees 355,346 (1930) 594,000 + 67%
Hotel Rooms 3,049 ‘12,288 +303%
Population 781,188 601,095+ - 23%
Taxi Medallions 1,525 1,525 0%

*This figure doubles during the work week.

The increase in the demand for taxis creatéd by this growth,
couplad with the limit of 1,525 cabs, 2a5 led to increased
waiting times and refusals of service.

S  TFor example, in 1987 Boston had 12,288 hotel rooms. An
additional 3,500 hotel rooms are projected to be built by tha
year 2000. Hackney Study, p.- 6. According to the Massachusetts
Hotel /Motel Association, in 1987 Boston experienced the highest
hotel occupancy rate of any major city in the country.

6 The limit on the number of medallions intaracta with
fare regulation and other taxi rules to produce the level of
service we observe in Boston. With cab numbers held below the
frea-entry level, fare regulation may give taxi drivers added
incentives to refuse service to particular riders (e.g., those
who are expected to be poor tippers or want rides to
neighborhoods with low taxi demand) even if the regulated fares
cover the cost of providing the service. Since taxi drivers will
have a larger number of alternative customers to transport, they
have an incentive to chooge to sarve those customers who provids
the greatest expacted profit. Conversely, if there were no entry
constraint, taxis would have fewer alternatives per cab and a
greatexr incentive to provide sarvice to all customers for whom
the fare exceeded the coat of providing the sarvice.

Of course, taxis may never freely choosae to serve those
customers for whom the regulated fare is below the cost of
providing the sexrvice. In such situations, allowing surchargses

3
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The deterioration of Boston's taxi service was documented in
the Hackney Study, which surveyed a numbar of groups most
directly affectad by the shortage of taxi servicae, including the
elderly, retail and tourist associations, the convention trade,
hospitals, and colleges and universities. Seventy percent of
elderly respondents in the Hackney Study reported "extreme
distress" at the length of the wait ;ar a taxi sent by radio
dispatch, which averaged 30 minutes. Twenty-seven percent of
the elderly had heen refused service by a dispatcher or cab
driver, and forty-four percent reported that after waiting 30
minutes or more, the cab they had requested failed to show up.8

Other groups experience problems as well. The Maasachusetts
Hotel /Motel Association reported that for most of the time
hotals do not have cabs waiting and that hotel patrons
experience delays in obtaining cabs. The two major trade
show/convention centers (Bayside and World Trade Center)
reported frequent and excessive delays, "no show" cabs, and
inability to even get through to a cab company to request a cab.
Retail groups, tourist attractions, colleges and universities,
and hospitals also reported delgya, "no shows," and general
unavailability of taxi service. Inadequate taxi service
paersists because additional cabs are not permitted to serve
Boston.

The current market value of a Boston taxicab medallion, ai
high as $5%5,000, is evidence of an inadaquate supply of taxis. o

may be the only means of improving the quantity of service. For
a discussion of this issue, see Taxicab Regulation, pp. 83-97,
asp. 94.

7 The elderly often depend on taxi transportation to get
to and from medical appointments and treatments.

8  Hackney Study, P. 5 (copy attached). In part, service
refusals teo senior citizens may have bsen caused by the mandatory
discounts required by the City. While the discounts stem from
an admirable sentiment, they reduca the profitability of
providing taxi sexvice to this group of consumers. As a result,
senior citizens may be expariencing diminished levels of service,

albeit at "discount" fares, Direct subsidies from the City
would be an alteznative meanz of rednaing senior ritizena' cost

of taxicab transportation and might reault in less diminishment
of service to this group. San Diego, for example, has
succaessfully implemented such a program.

9  Hackney Study, pp. 8-11.
10 ohe medallions were originally issued for a $50 fee.
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Such a high price for medallions indicates that consumers pay
mora than the cost of the service that the taxi operators

supply. To estimate the magnitude of payments over cost for
current service, we calculate the annual stream of profits to
taxi operators necessary to make the purchase of a $9§ 000
medallion worthwhile. At a 10 percent interest rate, 1"an annual
profit stream of $9,500 would just repay the price of the
medallion. That is, a madallion holder must charge consumers
$9,500 a year above the costs of services to amortize the cost of
the medallion. The estimated annual payment over cost igr Boston
consumers is $14.5 million ($9,500 x 1,525 madallions).

This regulation-induced payment over cost does not result
in better servicae. The payment reflects a transfer of money from
congumers to medallion holders as a result of the governmental
restrictions on the number of taxicab medallions. The DPV could
reduce this disparity by increasing the number of maedallions
available to taxicab drivers. Alternatively, the DPU could
entirely eliminate these extra costs by eliminating restrictions

205t BRaRUREEyBEAo8R 1 24502 a B R LE , tHE G 15ESDBREOWBR LR AL

allow new cabs to enter the market, and thereby reduce the
revenue earned by each cab and the consumers' waiting time.l3

11 the interest rate reflects either the rate at which the
taxicab operator could borrow the money or the rate that he
could earn on an investment of a comparable sum of money. An
interest rate is a valid basis for comparison because the taxi
¢ab owner could resell the medallion for cash and invest the
cash. A 10 percent rate is not inconsistent with current long-
term bond rates. The annual profit needed would risze if interest
rates were higher or fall if they were lowerx.

12 15 addition to this transfer from consumers to taxicab
medallion owners, the entry restraints produce an additional
"deadweight welfare loss" that is not captured in the medallion
value. This "deadweight loss" represents the value of taxicab
sexvice that would be provided by operators who cannot now
enter., Additionally, waiting time costs imposed on consumers by
the restriction on cabs may not be fully reflected in the
medallion value. Thus, the medallion valus is a minimum
eatimate of the loss to consumers from taxi regqulation. See

Taxicab Regulation, pp. 105-111,

13 Currently, fares are regulated in Boaton. To realize
consumer gains fully, open entry may have to be coupled with fare
reform. See Taxicab Regulation, pp. 45-52. Por example, fares
that are set at inappropriate levels can causa regulatory
problems of their own, but as these problems emerge, they can be
addressed through changes in the fares. Pares that fail to cover
the cost of service will result in service refusals, even if such

S
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The main beneficiaries of Boston's medi}lion restrictions
are the taxicab owners who sold or can sei% their medallions at
a higher real prica than originally paid. Many of thos2 who
gold their medalliona for a profit may no longer operate in the
market. Current operators who paid the gull £95,000 earn only a
competitive return on their investment.l

As noted above, all significant indicators except resident
population have increased dramatically in Boston since the
current medallion limit was set in 1934, and during the work
waek the total population is more than double the resident
population due to the influx of commuters from outlying arsas,
Most of these indicators are projected to grow cver the next few
years, exacerbating any problems now caused by the shortage of
taxicab services in Boston. The DPU could increass the welfare
of Boston's taxi customers by lifting entry restrictions in their
entirety. If open entry is not desirable or possible, the DPU
could ameliorate some of the consumer costs by issuing a
gignificant number of newv medallions in order to incrsase taxicab
service to the city.

refusals are illegal. By contrast, fares that are set too high
generate so much entry that the cabs suffer reduced
productivity. 1In such circumstancas, each cab services fewsr
riders per day without generating a reduction in waiting-time
large enough to offset the increase in the cost per ride. This
may become more apparent not only with open entry, but even in
situations where the number of medallions is increased. 1If the
number of cabs is found to be excessive, the City may then wish
to conaider a reduction in ita faras.

14 Market transfers of medallions help to ensure that the
medallions go to the lowast-cost providers. Prohibiting these
transfers would not eliminate the requlation-induced payments and
is likely to increase waste, serving to reduce service to consumers.

15 fThe real price is the price after taking inflation into
account.

16 1f Boston changed to a system of open entry or
increased the number of medallions, the current operators who
invested in medallions would lose their investment as the market
price of medallions fell. If the City goes to a system of open
or increased entry, it might wish to consider some form of
compensation to existing medallion holders for losses from
unanticipated changes in regulation. We would expect the value
of the additional taxi services to consumers, which may be
coupled with possible fare reductions and discounts, to exceed
the lossaes suffered by current medallion holders.

6
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The Bureau of Economics Report found that restrictions on
the total number of taxicabs waste resources, harm Sonsumers,
and, when coupled with inappropriately high fiﬁes,l impose a
disproportionate burden on low income people. Such
restrictions have the most significant negative affect on those
consumers who depend most on cabs for transportatien and the
procurement of necessities: the handicapped, the pocr, and the
elderly. These groups spend a larger proportion of their
incomes on taxi transportation than do other segments of the
general population. A study in Seattle indicates that
financially disadvantaged consumers make up twenty-five percent
of total taxi ridership. ,

The conclusions of the Bureau of Economics Report are not
unique. Another study, commissioned by the U.S. Department of
Trangportation, concluded that the combination of restraints on
antry of new cabs and requlations preventing fare discounting
cost consumers nearly $800 millio? annually and the loss of
38,000 jobs in the taxi industry.l? an increase in the number of
pedallions issued for the City of Boston, or complete removal of
rastrictions on the number of taxicabs, is likely to both
benefit consumers and increase employment opportunities in
Boston.

The benefitas of easing taxi restrictions are not theoretical
~- they are real and immediate. For example, Seattle eliminated

17 pven though fares are regulated in Boston, these fares
may be high relative to those that would exist in a competitive
taxicab market. More taxicabs may not only reduce waiting-time
but may also provide incentives for greater price competition. -
Bven if it is not desirable to reduce the level of the set fares,
the current prohibition againat fare discounting harms Boston's
consumers. Coupling an increased supply of taxicabs with the
liberty to engage in fare discounting would benefit all of
Boston's consumers. We are aware that the Department of Public
UDtilities is not considering taxicab fare structures in this
hearing. Coordination of fare and entry reform would, however,
ensure the best possible cutcome for consumsers from requlatory
zeofoxm.

18 The costs of waiting time to passengers and of lost
opportunity to potential drivers are not easily quantified, but
we believe that they, too, are significant.

13 yMTA, U.S. Department of Transportation,
JImpediments to Private Ssctor Urban Transit 85 (1984).
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limits on the number of taxis in 19./3.20 One author estimatas
that between 1979 and 1983 gver 200 naw jobs for taxi drivers
ware created in that city.2 While data to measure the effacts
on waiting time are often not available, in San Diego the averagas
wajiting time in the radio-dispatched market declined 20 percent
after open entry, and the average waiting times at major cab
stands became negligible. In Seattle, waiting times likewise
decreased significantly, and no municiggliﬁy with open entry has
reported an increase in waiting times.

Virtually all cities that have changed to open entry have
axperienced an increase in the number of firms in the taxi
industry and a decrease in the market shares of the largest
companies. In some cities, new fleats have entered the radio-
dispatched segment of the market. For exampla, in Oakland, two
new fleets entered with 76 and 14 cabs, respectively, and in
Sacramento, Portland, and Charlotte, new fleets entered with 27,
15, and 14 cabs, respectively. In Phcenix, new firms accountsad
for 20 percent of radio-~dispatched trips. 1In most citiea, the
number of indeggndent owvnar-operators also increased
significantly.

20 Recently, Seattle has abandoned its open entry policy by
imposing a moratorium on the issuance of new licenaas. However,
this change did not reflact a dissatisfaction with open entzxy
but rather a desire to facilitate discussions about the formation
of & common regional taxicab system with the surrounding area of
King County. The Regional Taxicab Commission has informed us
that open entry is an option that is being considered for this
common regulatory aystem. '

21 ZQrbe, <1215 = ._’_;_ . are
Regulation 43, 44, Nov/Dec. 1983.

22 7Taxicab Raqulation at 117.

23 mpaxicab Requlation at 115, In January 1987, Oakland
abandoned open entry in favor of a closad system. According to
city officials, the impetus for this change came from the taxicab
industry. As the FTC staff report notes (p. 140), the industry
was opposed to open entry from its inception. Oakland responded
to the industry in the hope of improving the appearance of the
cabs. Since Qakland's taxi market is largely radio-dispatched
and consumers can therefore exercise grsater selectivity, it is
likely that competition will lead to the level of appearance for
cabs desired by customers. However, as noted in Taxicab
Ragulation, p. 69, regulators have used taxi regulations to
create a taxi system that would appeal to businegamen and
tourists rather than to local users of taxi services. 1In the
event that regulations to improve quality were truly needad, they
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The Bursau of Economics report also indicates that quality
did not detericorate following the lifting of entry restrictions
in other citiea. Open entry does not require the suspension of
safety regulations. Requirements for operator knowladge,
vehicle safety, and liability insurance may be justifiable as
means of protecting consumers. We note that taxicabs in Boston
are already subject to such requirements.

A major benefit of open entry is the ease with which a
competitive market can make the continual adjustments needed to
accommodate changes. The problem with both Boston's current
restrictions and the proposals to increase the number of
medallions by some set limit is the difficulty of determining
administratively how many cabs are needed, Even if the number of
taxicab licenses available under a proposed upward revision were
to simulate a competitive market initially, an administrative
apparatus is unlikely to respond to subseqguent feeds for change
as quickly and easily as can free competit.ion.2 Under these
circumstances, we belisve that permitting market forces to

detarmine the numggr of taxicabe is more likely to maximize
consumer welfare.

could have been imposed directly rathar than addressed
inappropriately through entry regulation.

As the FTC report noted, regulatory reform was quite limited
in Portland, and no change=s have been implemented since 1980.
Phoenix, Sacramento and Charlotte still allow open entry,
although Charlotte does limit the number of taxicabs allowed to
serxvice the airport.

24  Administrators could simply choose to adjust entry
levels such that medallions would have a low or zero value. This
would (given appropriate fares) mimic the consumer welfare
maximizing market outcome. Such a system seems unnacessary
however, since free entry would yield the same result without the
expense of the administrative process.

25 1t is possible that open entry under the presant
regulated fare structure may produce an excessive number of cabs
if fares are set at too high a level. 1In such a situation,
additional cabs provide, at best, a relatively trivial reduction
in waiting-time, while causing increases in the average cost of
providing service, as the number of rides per cab declines.
However, this problem can be readily corrected by reducing the
requlated fare. The fare reductions would induce unneeded cabs
to exit the market, and so increase the productivity of the
remaining cabs as they provide more rides on a given day. See
Taxica at.ion, pp. 45-52, 156.
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Proponants of rastricted entry typically argue that without
raatrictions there will be "toc many” taxis. They argua that the
quality of caba, drivers, and service will decrease by allowing
open entry. The available evidence, however, provides little
support for thasa assextions.

The concept of open entry does not prevent regulations
requiring reaaonable lavels of safaty and geality of taxis and
reasonable skill and knowledge of drivers. Nor doas open
entry mean that service will decline. Over the ysars, many
cities have reported that service has improved under open entry.
In Jacksonville, Oakland, and San Diego, open entry led to an
increase in fleet maintenance and a raduction in vehicle age as
new fleets enterad the market. In Milwaukee, San Diego, Santa

Barbarxa, and Seattle taxi competition reduced the waiting time
for a cab.

Waiting time is an important factor in determining the
productivity of the taxicab industry. Therefore, a decline in
the number of rides per cab does not necessarily indicate a
decline in cab productivity. A ride with reduced waiting time
has higher quality and is more valuable to the extent that taxi
consumers value their time. Thus, even if the number of rides
pexr cab declines, productivity would still be enhanced, as the
rides become more valuable to consumers because they experience a
reduced waiting period for the service to arrive. Moreover, as
wa have notad above, if an excessive number of cabs does davalop,
this supply can be reduced to the benefit of consumers through
fare reductions, With an appropriate fare structure, open entry
will not result in an excessive number of cabs.

5. Congluaion

In sum, based on the economic evidence and experience
throughout the country, the Department of Public Utilities may
wish to consider the isauance of more taxicab medallions in
Boston. Additional taxicabs, consistent with maintenance of
safe and competent service, will henefit Boston residents and
vigsitors by improving taxi service.

The Department of Public Utilities is considering
authorizing the issuvance of a specific number ¢f new madallions,
although that number has not yet been datermined. We believe

26 If the minimum levels of quality and safety were set
excesaively high, they could act as de fagto restrictions on
entry. In considering any such regulations, we would suggest
that Boston weigh the costs and bensfita of such requlation, and
issue only those regulations that provide net benafits.
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¥ ramovel of a. i res:  tions on the number of taxizcabs would
- T ROt $O enhance tiwe walfarse of Boston's taxis
gw. - asrs. In the alternative, issuance of & sigi’ 1h npumbes
of 3w medallions would be very bensficial to consu. .

We sppraciate the opportunity to comment on the lizuas
ralzed by Mr., Lynch's appaal.

P

T YHULs,

w D, Mage.

Phoabs 3. Horss
Reglona. Digsctor
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