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FEDERAL TRADE COMMISSION

fon

Scattle Regional Office o .-.‘-,'i: . § H Leee o -
2866 Federa! Building LN T A“ dm‘_::
915 Second Avenuc '

Sewtiie, Washington 98174

(206 442-4658

July 23, 1987

Ma. Jane Noland

Saattle City CTouncil

110C Municipal Building

800 4th Avenue

Seattle, Washington 92104 -

Dear Councilmember XNgland:

Wo are plezsed to respond

To your invitation for comments on
a proposed taxicapb ordinance for the City of Seattle. } The i
ordinance would £ix cabk fares, imzose rescricticns on the entry
cf new taxis into the market, tignten taxzicab safety and
agpsarance standards, and raguire drivers tc complete a training
program, Cur comments focug primarily on the price and entry
cecntrol features of the propozed ordinances Wa believe that
these featurez would xesult in nhigher zrices and a decrsased
supply of taxi services and would tharefore harm consumers. For
this reason, woe recemmend against their adcepticn.

The FTC'=s Seattle Regiongl Of
taxicah regulation since 1978, when we submitt
support of deregulating Seattle taxicaks. The Commigssion’s staff
has alzo submiited comments concerning taxi rsgulation to the
city governments of Ancheorags, Chicago, Mew York, San Francisco,
and Washington, D.C., as well 23 to the Alaska and Colorado
legislatures. Furthey, the Commissicon issued administrative

1 oThis letter roprssents the views of the rederal Trads 3
Commission’s Szatfile Regienal Qffice ané the Bureaus of 1
Competition, Consumer Protection, and Economices, and not ;
necessarily those of the Commission itself, The Commisgion huax,

however, voted te authorize submission 2f these comments, with

Commissioner Bailey dissenting.
Currently, Seattle and Ring County, in which Seattls is

2
located, have taxl ardinances that ara diffgrent from each other.
ing County mandates & reguired toxi fare system, while Seattle
imposes only maximum faxe lavels. The vropesed Seattle ordinarce
i gimilar to cue recantly 2doptzd by the King County Council.
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complaints in 14984 zgainst Minrs HEpC
challenging enityy ragirigtions and
thoese cities.

Naw Orlesns,
rextrainte ifimposed by

In 1984, the Commizsion's 2[ureau of Feoonomics released a
raport entitled An_Egopomic Analyais of Taxicab Regulation.
Baged cn a carsful study of :equ.atv:y syYsteny i Ccrtiesn
throughcocut the counitry, the authaors fol among other things,
that there ig ne persuagslive acenomic x nale for restricting
T“he total numbsy cf taxican : : qunc that such restric-

-

tions waste resourcesn, narm co : . el lnrpose & dispropor-
tionate burden. on Low-income poscpla, laciuding the eldorly and
handicapped. On the otvher hand, the report noted that other
kinds ¢f tvakicad regulations, zuch as those relating o vehicle
safety or liabilitg ingsuranc=, may De juatiflilable 4n order to

protect consumexrg., v
A The Bepefitn of Devegulatich

Seattls resaidents and vizitorz haove bsean endoying the
banefits of taxi darquhaL‘or since 1374, e estimate that
batwesn 1979 and 1981, over 240C new z0bhz far taxi drivers wsre
crsated. Waiting wimea have droeppred bacause of the greaterx
aumber of taxia on the ave risen more slowly

]
t
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3 The complaints stated that the chw

believe that each cilty, acting in gonce
companies, had violszted the antitrust 1 IV
into taxicab markets and by adopting unifae
complaints weare withdrawn fox‘*wlnv Louisi
law expressly parmititing its cities sulate taxicabks in an
anticompetitive ranner exempt from the antitrust laws, and
Minneapolis’ amendment of its Clity Code ta parmit more
competition among taxicabs.

4 See Bureau of Tconomics, Fe
Economic Analysic of Taxical Re

had reason to
1ocal cab
restricting entry
"L fares. The
ana’ s anactment of a
X

ederal Trade Commis=zion, An
gulainic 3

5 Another 1G&4 3;udy commissicued kv the U. 8. Department of
Transportation, confirms the principsl oonciuvzions of our Bureau
cf Econecmics report. The RCOCT study eoncluded that regulations
restricting entry of new taxlicabz and prevauting discounting of
fares cost conzumers nearly SB80C milliian @nnually in higher
fares, and resulted in 38,000 fawear iobs aationwide in the taxi
industry. UMTA, i 8. Dept. af Tran »pnm:at:ﬁn. Ragulatory
Impediments «o: Priveote Beotox Uzban Tuansivc 2% (1984),.

- -

€ ahig is bazed on the auab ¢ naxis that entered the
mzrket. Sae Zerbe, Scastle. ﬁ.i,. RRreoul

Regulation, Nov. -Umc. 1863, &t Cex g{ attncnod)
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than transit prices generally. Taxl fares for radio-dispatched
cars in Seattle in 1981 were abeout 13% lowver then we estimate
they wouwld have baen had regulation continued.

Evidenca from 1967-1979, & period when taxis were regulated
n S#atile; suggests that price regulation incrsases cab fares by

n oil%. Highar farxes harm 2ll consumerxs, but édisproportion-
¥y irnjure thoze whe are most dependent on taxi transportsation:
peoxr, the handicapped, and the eldexly. Thase consumers
spend a larger wortion of thelir incomes on transportation than
cther zegmants of tha population.g To some extuent, the special -
murden of these groups ray be lessened by the c¢rdinance provi-
sion, Saction 1{c}, under which schedules for ciscount fares foo
sanioer cltizens, the handicapped and youth may be [ilsd. This~
provision, hewever, will not help cother low-income customers.

0

"

Tharae are Lwe taxi markets in Seattle. The first,‘
representing akout two-thirds of the total taxi market, O is for
radic-dispatched cabs and is dominated by taxi fleets. In this

market, customers can easily call different taxi companies and
thus shop for cabs through price comparxiesons. Fares and encry
are effectively controlled through competitive market forces.
PDeregulation reduced the fares for radio-dispatched cabs by about

19%, #s compared with what fares would have been had thsy
remained xogulated.ll

The second market is for taxiszs at cab gtande and for
cruising eabs, auch as at the airport, the bus depot, or the
ferry terminal. Here ths "firgt-in-first-out® taxi line syslenms
make shopping for price more difficult. Ag & resault, this market
ia leoss competitive. A significant percentage of the independent
taxicabs sarving Beattle cperata in thies market and, it left
unregulated, will tend to charge highex farssz than those
prevailing 4&n the wadio-dizpatched market, If problems exist in

-
¥

I&. at 45.
¢ 1a.

? A 1980 U.S. Department of Transpertation study of the
Seattle taxi market concluded that financially disadvantaged
congumers make up 25% of total taxicab ridership in Seattle.

UMTA, U.S. Dept. of Transportation, Taxi Regulatory Revision in
Saattla 102 (1980).

1 1g.

11 gzerbe, A_New Trin for Seattle Taxis, FPublic Policy Notes,
Institute for Public Peolicy, University of Washington (1982).
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the Seattle taxicab industry, they appeax to llie in this second,
smaller market. Ncnetheless, the proposed ordinance is aimed at
hoth markets and would harm all xi consumers.

B. Prxohleams the Prencsed Urdinancg 2egks 1o AJ4ress

The praoposed ordinance now befcorse Lhe Seattle City Council
n oscme resvects similarx o the cordinance racently adopted in
unty. That crdinance was develgpsd from the recommenda-
3 e Hing Ccocunty Taxi Task Ferce. In 1686 hearings
‘cre the Tasx Force, fcur gerceived prcocblems associat=d’with a
dercgulated market wore mentioned: I

~
s

z {1} an excessive numberx of
taxicabsg; {2} unrnduly large fare discrepancies among caks; -
(3) insufficient income fox driverxs and owrers; and (4} the poor
appearance and safety conditions of taxis. % We will briefly
examine each <¢f thegse concerns and consider whether they would be
cffectivaly eddresused by the proposed fare ond sntry rastric-
tions.

! Yumzser gf Taviaopks

A surplue ¢f taxis may kLe created when existing fares rise
nigh enough tgo attract many new taxis. The number of cabs can
then e reduced in thyee wavs (1} by imposing entry restr-ic-
ticns, &s in the proposed crdinance; (2) hy raising license
ccets; or (3) hy leowering taxi fares. The proposed Seattle
¢rdinance imposes gntxy reshrictions besed on populaticn. Under
Section ¢4, the licenses isgsgsued may nct normally exceed one for
every 750 pecp.e in the ciivy

We beliave that the bettar seluticon lies in allowing
unregulated fares {(up te a8 maximum fare) and opsn entry. This
approach is likely to isad to & desline in taxi fares, which is
likely to lead in Turn te some Cexis lesving the market. 13 This
is the only remedy that would benefit consumers; it would lead to
the lower fares mentioned above. It is 2lso the most self-
enforcing of the romedies. B freely compatitive market will
determine the appropriate number of taxis desired by consumers
through continual adjustments of fares. When there are more
taxis &t the existing fare than coneumers can effectively use,

12

number of taxis wag lsrge
o be less of 5 congenzus rey
»

grgement that the existing
eded, =zlthough there appeared
the ssricusness, or even the

agite B R
[ts]

exiatence, of the cthe lems,

{3 The King County Task Forcaz heard tegtimony to the effect
rhat if fares are not increased, the number of cabs operating
will declina. This 45 2z netural gecurrencs and does not call for
re-regulatien. :

29
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cempeatition will) drive down faren and some texi owners will find
thair capital {9 hatter investad slsewvhera. Conversely, when the
number of taxis ia ingsufficienv, fares will ke bid to higher

lavelag, thus atvtracting new cakbs.

~

2. Page Distcropancies

F

Total deragulstion of taxicabs in Seattle and King County
did lead to fare discrepancios, and Lo some very hiah fares.
mainly at the airport =2nd ameng independent taxis operating at
cab stands. A first-in-first-out taxi line and lack of consumer
iu; rmation made thiag segment ¢f the market lass competitive.
cse high faras, but especially the fare discrepancies, led tg
many ccnsumer complaints. Seattle sclved thiz proklem by -

sgraklishing a ceiling on fareg, set 8¢ as fc eliminate the
extreme faras, while stuil J permitting lower fares brought about
by competition. Fa§a discrepancies are, apparently, no longer a
prablem in Seattla, ' 4

3. eliare of Drxivers and Ovnsrs

Nothing i the proposed ordinance will improve the welfare
of taxi drivers who do not own thelr cabs. Their wages, whether
tn the form of en hourly wage orx the more usual distributicn of
revenue remaining after payment ©f expenses, are governed by the
gupply and demand for taxi driversy. Entry vestrictions on the
number of cabg will, over time, reduce the demand fcor drivers,
put will not increase thelr wages, Since the supply o0f drivers
is quite large at the existing wage level (i.&.. 1s elastic), a
decrease in demand for drivers «will probably leave their wages
unchanged, although fewer drivers will bhe employed. Each
regulated cab will be busier snd earn more. However, owners may

raige the rental fee of the cab so that the driver’'s compensaticn
remains at the competitive lavel.

There is no doubt that existing gwpers will benefit from the
proposed ordinance, 1% Current taxicab licenses have no market-

able value bacause there is open entry intc the Seattle market.
Wwith entry restrictions imposed, the taxicab owner’' s license wWill

14 geraff of the Seattle Regional Cffice of the Federal Trade
Commiseion contacted agencies that register consumer taxi
complaints in 1880, 1982, 198& and 1987 to determine the type and
number of complaints recelivad. -

15 ILicense ownars might not bepefit L€f the city initially sold
the rights-to-sexrvs to ths nauhawt nidderr, + 1 £ the maximum fare
ware get o Low thot sven with a reduwcead ﬂumber of cabs, profits
would not exist, Naithex of thoge sceparios g envisioned by the
proposed ordinanca. :
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recome a valuablae sssat. 10 Incrazsing the waelfare of taxi owners
in this mannayr, however, Can :nl. ocour at the expense of
consumers 3iﬁre the valuas ¢f that iicense will lead to higher
fares Tc consumers. Mcsc*ver, consumers will 3ufrexr incregased
waiting time as fewer cabz peccme available. Furtheyr, adminis-
tration of the ordinance will 1tzelf bLe <costly, and the welfare
cf taxl owners will therefcre insrease by an amocunt gsmaller than
the harm done to consumers. b Fronaiiy, the ordinance will harm
sotential future entranis :nio une Ltaxi whe area e"claaad
oy the entyy restricuians. Thaese potenti&l entrants, keing
unknowan, are without & veoice L these procmedings, bhut thae harzn

Lo them L8 ncnetneless real.

4 A Safety AF Manioates )
Wa are awar ca frem the Hing County Taxi Task

Force proccedings anhowing tnat f{ars znd 2ReTy
restriusticns w1l Impre caz agpearance oI safety.‘o Safety
can cte controllied much mcre eiffectiively and =ffilciently thrxcugh
édirect reculaticn uncer atrer ssculicns ©f the propesed ¢rdinance.
Similarly, Tc thne extent that the city concludes that acpearance
of taxis is a ccucern, it shaould diresctly address <hat croclam
rather than enact price ana entry contrals.

v

C. Ixapsfer of Licensss

Section 5 ¢of the rprogesed crdinance prohibits the sals or
transfer of taxi licenses. Tne section also states that there

shall ke no *medallion value® tvo a taxicabh licenses. Noretheless,
medallions will acguire value 1if entry is cconstrained and fazes
are set abecve the competitive rate. When farss are above the
competitive lavel and entry 1s restricted, the value represented

by the excess profiitsy becomes capitalized in the value cf the

16 1n New York City, for examplas, the selling price of a taxi

medallion is in the range of $10C, 0GO. Ngw_York Times, June 4,
1986, at B2.

17 The gain to the owners will be less than the increasge in
revenues because they will kbear scome of the administrative costs.
Consumer injury will arise £from the higher prices charged plus

the lces of taxi sexvices to potential riders who are priced out
ef the market.

18 In the ansenca of price competition, owners might compete
on the basis cf appsarance.or safety. However, thaere is little
reagon to believe that any significant improvement would ocgur.
See Frankena and Pautler, Taxicab Regulation: Ap Ecgonomic .
Apalvsia in ¢ Rerearch in Law and Economics 146, 147 {R. Zerba
ed. 1986},
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) I
medalilion, Licensze holders would then have a2 siant ficant !
incentive to prevant the loss of a licenza. gince the value of
the medallion carn onlv be realized by operating the cab and not
by selling the medallion, owners who would otherwise sell their
licenses (perhaps tco undertake cther, better business ventures)
will instead kesp them to avoid lowing the medallion value, and
thereby prevaent now, mors efficlent ownexs from acquiring
licensas.

As harmful as & resitricted entxy policy ig, such a volicy is -
legs objectionalle when medallicnz are f£rsely transferable than
whan such trarnsfers are preohibited. Disailowing transfers will -
regult in eithes inefficlent ownaership or iLin lecal subterfuges _ 1
secking to transfer medallions. :
5. Adminjatrative Costs of The Oxdinapca - ]

Sectian 7 aof the proposed oxdinance wculd allow the Directoer 3
of Licenses and Consumer Affailrs Yo reguire the

installation of
naw taxi metsxys capabls of stering informatiocn. The Director may 1
alao reqguire licsnsees to file a considerabla amount of largely
unspecifiad finsacial information, and an annual report with a

certificata of review by a certified puktlic

acccocuntant. These

requirements might be justified under cerxtain conditions. h
Howaver, in aszeseing their value, it should be realized that the
requirements could impese beth substantial costs on taxi aowners E

{which they may pasg on to congumers) and on the city as well.
The proposed ordinance also lezves open a number of difficult
zpecific questions that will arige if farez zxe set on the basis

of cests. These questions include what rate is to be used in
calculating the wage coests of owner-drivers and how this imputed
wage rate is %2 be changed when necessary. Providing answers to

these questiong may he costly.
E. The Procedure for.faxe Sefsing )

The considerations for fare metting under Section 1 of the
proposed ordinance ars quite general. Thaere are no guidslines
snsuring that the level of fares will be competitive. Thare i3 :
instead a return £o the same type of "public convenience and
necessity” schema of £are setting that existed before deregula-
tion and that provaed unsatisfactory then.

F. Canolusdan

In gummary, we helieve the proposed Ssaittle erdinance
addresgses largeliy nonexistent problemsd, vyet woeuld impose
gubstantial cocotw. mestrlicting the number ¢f taxicabs or setting
minimum fares ocan hn axpected t¢ hurt rsther than help consumers
and competition. It will especlally hawxm the disadvantaged

groupeg that must rely most heavily on taxicab transportation, but
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