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1. Overview

This report examines the economic and entreprengurial consequences of ellminating a cap on licensed
taxi vehicles in the city of Milwaukee. The analysis draws on data provided by the city of Milwaukae,
interviews with taxi drivers licensed by the City of Milwaukee, publicly avallable data from the U S,
Bureau of Labor Statistics, and original research produced for this project. in addition, the anzlysis relies
on the author's twenty-five years of applied research on urban economic development and job creation
and cumulative experlence of more than fifteen years on the taxi industry and market. The authot's
research and analysis has included assessments of taxi regulations and their effect on seonomic
apportunity in more than a dozen cities, including Cleveland, Cincinnati, indianapolis, Dailas, Los
Angeles, Boston, Washingtan, D.C,, and Port Chester (NY), This background led the author to be
contacted by the plaintiff’s attorneys® 10 examine two lssues as they relate to the potential effects of
lifting the current cap on taxi vehicie licenses In the city:

¢ Whather the current cap limits current entrepreneurial opportunities for Milwaukee
residents and current taxi drivers in particular:

*  Whether eptrenrenaurial opportunities for current drivers and transportation services for
the traveling public would be improved if the cap were lifted,

The following sections of this report examine these questions as they relate o general taxi service In the
City of Milwaukee. This analysls does not necessarily extend to service provided by the Mitchall

" The author has served as prircipal investigator or author on severa! studies directly evaluating taxicab regufation
and economlc opportunity, including Texicab Regulation in Ohio’s Largest Cities {The Buckeye institute, 1998],
Giving a Leg Up to Bootstrap Entreprensurship: Expanding Economic Opportunity in America’s Urban Centers
{Reason Foundation, Policy Study 277, 2001), Recommendations for Taxicab Regutatory Reform for Port Chester,
New York (HS Consult, 2009}, and Potentiol Impacts of an Toxi Fleet Expansion in Port Chester, New York (1Zs

Consutt, 2013).
* The suthor received compensation of $7,500 inciusive of travel costs for  site visit for this rgsearch and analysis,
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international Alrport since the lcensing and service levels are regutated by the airport authority and
cutside the scope of the current research project, The research was conducted using standard social
stiertce research methods, including guantitative database analysis, on-site ohservation, interviews with
principal actors, case analysls, cross verification and validation of data, insights from the academic
research, and the author's profeasionat experience.’ The research was conducted primarlly between
March and August 2012 and included a multi-day site vigit, one-on-one interviews, and small group
interviews callecting specific observations end personst data from more than a dozen Milwaukee taxi
drivers and vehicle owners, No attempt was made t6 filter the interviews by association with existing
cab companies or status as an independent taxi driver.

The next section of this report examines the current state of the taxi market in the City of Milwaukee,
providing an overview of the number of cabs, drivers, and companies and comparing its market
structure to other stmilarly sized cities. The third section provides an overviaw of the econamics of the
taxt industry, examining the effects of different regulatory approaches on innovation, entrepraneurship,
and service levels. Section Four examines the specifics of the Milwaukee taxi market from the
perspective of an individual driver and discusses its impllcations for entrepreneurship. Section Five
examines the potential economic implications of Hiting the taxi vehicle cap, and Section Six concludes
the report with observations for public policy.

2. Current State of Milwaukee Taxi Market

As of March 2012, the city of Milwaukee had licensed 319 taxi vehicles and 1,303 drivers, The city has
imposed an effective cap since January 1992 when it prohibited the jssuance of new licenses.® The
vehicle licenses were distributed among 75 different owners at the time. The fargest current licensee,
jae Sanfelippe Cabs, Inc., owns 35.7 percent, and the top three license hoiders control 59.6 percent, of
alt outstanding vehicle licenses.” Thus, despite a large number of drivers, awnership of vehicles is
controtled by a very small number of Hcense holders.®

*The avthor currently teaches an advanced undergraduate course in research methods at Florida State University
as 8 faculty mamber of the Devoe L Moore Center, an Interd)sciplinary unit in the College of social Sclences and
Puhlic Policy.

‘ The city has reported 321 permits, but the author had date on 319 provided the city. The terms "icense” and
“permit” are used itterchangeably throughout this reporc. No difference in legal interpretation or meaning is
implied. The term “license” Is used solely ta refer to the legal permission to operate within a specific municipatity
ard does not imply stipulations, regulations, or limits beyond this funstion,

* The data used In this report is insufficient to comprehensively exarine cab vehicle and company management
relaticnships, These data only refer to indiviguals and business entlties with a lega! ficense to eperate a taxi in
Milwaukes,

® Ne attempt was made to determine or ldentify additional business refstionshios among license helders and
owners beyond the Information reported and (dentified by the clty’s roster of licerss owners, Alsg, the terms
“license owner” and "license holder” are used interchangeably in this report since the licensee has operaticnal and
business control over the use af the vehicle permit.
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Tadevelop a better sense of how Milwaukee compares to
similar sized cities, the author identified four rdditional cities
based on city populzation, metropolitan-area population,
geography, regional economic status, and availabllity of data
on taxicabs and drivers, Milwaukee is an economically

independent, mid-size metropolitan area and clty, despite its loe Sanfelippo Cabs, ing 114
relatively clese proximity to Chicago. The “peer” cities Yellow Cab 54
identified for this comparison were: Cincinnati, Columbus Gee 23

[QH), Indianapolis and Minneapolis.” While the cities vary _;;y WS 11
substantially in terms of city population, their respective Frenchy Cab 10 .
metrapc?htan aFeas (the best unit of cempaﬁsorj for overall Tsounis Corp 3
economic activity) are abaout the same size, Each of these peer Harjinder, Virk s

cltles aperates as the dominant central urban area in thelr
respective metropalitan areas except for Minneapolis. Minneapolis is & smaller city than Milwaukee, but
operates within the larger Minneapolis-St. Pau) metropolitan area and s included because of les
geographlc proximity as well as recent experience with taxicab dereguiation {which will be discussed in
lster sections}. Cincinnati, Columbus, and Indianapolis are about the same size as Milwaukee. Of the
peer cities, however, only Columbus has a current limit on the number of taxl vehicle licenses issued.
Notably, all peer cities have a significantly larger numbaer of licensed taxicabs caompared to Milwaukee,
Minneapolis and Indlanapolis have more than one thousand licensed drivers but more than twice the
number of licensed taxi vehicies compared 10 Milwaukes.

CHY :

Milweaukes 594,833 1,555,908 1,303 319 | Cap on vehicles licensed
Cincinnati 296,943 | 2.130,151 500 438 | No cap ‘

Columbus {OH) 787,033 1,836,536 897 500 { Moratorium on new licenses
Indianapolis 829,450 | 1,756,241 1,174 820 | No cap o
Minngapoiis 382,578 3,279,833 1,300 | 821 | No cap as of Jan 2011
Source: Population data are from U.5. Bureau of the Census (April 1 estimates). Taxi data were
collected from individual citles by the author.

T Other cltles were also considered based on city population size, Inciuding Nashville-Davidson, Washington, DT,
Oklashema Clity, and Denver. These citles were rejected as “peer” citles for separate reasons, Washington, DC, as
the nationa) caphal and part of a metropoelitan area many times larger than Milwaukee, has a texs market dynamic
that is significantly different catering to the politicel market as well as international tourism. Okiahoma City does
not license taxicabs or taxi drivers, thus this data is net available. Denver's tuxi market is highly regulated by the
state department of public utliities. Thus, the regulatory envirantnent was significantly diffarent from the other
peer cities. We were unabile to obtain sufficlant infermation fram Nashville-Davidson County to make mesningful
comparisons 16 meet the deadiine for this report,
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2.1 Market Concentration in the Milwoukee Taxi Market

Mitwaukee's taxi market appears to be highly concentrated compared to the peer ¢ites {Figure 1}. The
largest single license holder in Milwaukee, Joe Sanfefippo Cabs, tnc., diractly controls 35.7 percent of the
total vehicles licensed.® in Columbus, Ohio, another city with an effective cap on taxi vehicle licenses,
Yellow/Green cab owns 25.6 percent of the licenses, and the top three directly control 34 percent of all
" vehicle licenses. In contrast, the single

Figure 1 argest owners of licenses in the non-
Ownership of Vehicie Licenses by capped cities of Cincinnati and
Three Largest Taxi Companies Indianapolis have significantly less

deminance by the fargest vehicle

. 70.0% 59.65% :

60.0% . 50.6% license holder: 18.7 percent and 21.8
+ 0
50.0% percent respectively,
40.0% 33.8% 34.0%
30.0% The pattern of concentration
20.0% becomes more apparent when the
10.0% distribution of fleet size by vehicle
0.0% o i o license owper is compared. Taxi

Milwaukee  Cincinnati  Columbys  Indianapolls companies vary significantly in size,

“ T T " depending in part on the regulatory
envirenment. For example, Columbus (and Cleveland) requires companies to have a minimum size of 25
cabs before they are classified as a company. While individuals can still own permits, they zre not
considered companies (and in Cleveland are required to become part of an Association). Highly
regulated taxi markets are itkely to have large concentrations of Individual permit holders and a smal|
number of firms with large numbers of permits. To more fuily capture the concentration of permit
ownership in cities, the pattern of permit ownership and concentration among Individual owners was

examined for Milwaukee, Cincinnati, Caiumbus, and Indianapolis,

[RS— [ PR— -

in Milwaukee, 70.7 percent of individuals who own licenses have just one vehicle {Figure 2).° Ninety
percent of vehicle license holders own fewer than five permits, Meanwhile, just two license owners

" These data refer to ownership as listed on officlal records provided by the city, They do not necessarlly reflect
effective controf through family relationships or individual influence. For example, Michael Sanfelippo cparates
American United Taxi In Milwadkee even though many of the ownership of licenses are sted as Joe Sanfelippo
Cabs, [nc. By one public account, Michael Santeilppo contrels 162 permits, an amount greater than the number
used in this report, See Sruce Vieimettl, “Cab Drivers to Sue Milwaukee Qver Limit on Caps,” Milwoukes Journalk

Sentinel, September 25, 2011, hitp://www.isonline. com/news/milwaukee/130809278 htm), last accessed August

3, 4012,
? Note that these data refer to individuals or corporations who own licenses, not cab companies or individuals who
may own rmuitiple companies with licenses, Companies may consist of multiple vehides owned by several
indlviduals. Similarly, one hudividual may have an ownership steke in more than one company that owns vehicle
licenses, So, two companies, say ABC Taxi, ing. and XYZ Taxi, Inc. might independently awn 10 licenses, and they
would be counted as two companies In this analysis even if they were owned or controlied by the same Individual
or group of individuals.
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controf 50 permits or more. (As noted in Table 1, one business is iisted as a license holder for 114

vehicles.)
Figure 2
Distribution of Taxi Vehicle License Ownership: Milwaukee
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In contrast, Indianapelis is less concentrated and has a larger array of permit owners along the size
categories (Figure 3}. Fourteen percent of firms contrel ficenses or permits for a flaet of 50 taxis or
mare, and 35.4 percent of the compunies own more than 25 permits. Thus, more large firms compete in
indianapaolis than in Milwaukee even though 57.5 percent of the ficenses are owned by individuais with
five or fewer vehicle perimits. Similarly, Cincinnatt appears to be less concentrated than Milwaukee
although the distributlon of permits shifts to mid-size companias {Figure 4). More than a quarter of
vehicle licenses are held by owners or cab companies with between 6 and 15 permits, and another 4.7
parcent are held by ownars with 16 to 25 permits. No individual in Cincinnatl owns mare than 100
permits. Just 40 percent are single-taxi license holders {(compared to 30,3 percent for Indianapolis).

Columbus, in contrast, has the largest share of single-vehicle license holders at 93.8 percent of all
licenses with 97.6 percent of all licenses held by companies with fewer than two permits. Thus,
Columbus appears to have very little opportunity for growing businesses beyond micro-enterprises
(firms with one or two employees), in fact, ane very large company, Yellow/Green cab, dominates the
Columbus taxi market owing 128 permits. The second largest company, Acme Taxi, follows a distant
second with 35 permits. The third large license holder In Columbus owns just sever pemmits,
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: Figure 3
Distribution of Taxi Vehicle License Ownership: indianapolis
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2.2 Implications for Muarket Ovhamics

I surm, Mitwaukees tax! market appears to be unusuzlly concentrated with fewer opportunities for
growth beyond micro-enterprise status—firms with one or two employees—compared to sirmilarly sized
cities without caps. The cap likely limits economic and entrepreneurial opportunities by reinforcing
trends toward increased consoiidation and industry concentration for at least three reasons.

First, existing larger companies have an inherent advantage in the market over very small companies,
Thelr size already allows them to tap into economies of scale and scope by distributing costs such as
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fuel, maintenance, and financing new vehicles aver a larger fleet. A one-vehicle firm, for example, would
not be able to hite & mechanic or demand specialized attention for its specific needs and requiremants,
A multivehicle company, on the other hand, can either internalize these costs by hirlng & mechanic,
maintaining a garage, or bidding in the market for specialized attention and services, Indeed, in
interviews, taxi drivers complained of having to buy gasoline from 2 designated gas station as a
requirement of their contract with & locai cab company, Larger companies can in principle operate more
efficiently. Combined with reguiations that limit the entry of other companies to compete, existing large
comparies can explolt thelr market power, particularly in their lease agreements with drivers, to
generate excess profits at the expense of current drivers and smalier competitors (e.g., Increase lease
rates for affiliated drivers in a limited market).

Second, larger firms, particularly in markets with substantial secondary markets for medaliions and
vehicle licenses, have a significant advantage over smaller firms and start-up cab companies in terms of
their ability to finance expansions. Private finance companies, for example, underwrite the cost of
buying taxi medallions in New York City because their value |s stabie over time (as a result of a poiicy,
not market, Induced scarclty). In New York, medailions have sold in private sales for aver 51 million. In
Milwaukee, private parties have bid as much as $200,000 for a permit. (This will be discussed further
below.) If taxi permits were valued at $100,000 for illustrative purposes, this becomes an asset on which
the company could borrow in the same way homeowners obtain home-equity loans or sacond
mortgages an the remaining equity in their house, Thus, a company with two permits would have an
asset valued at $200,000. If half of the value of these permits is eq uity (unencumbered by loans), the
company coutd finance the purchase of a third license using the remaining equity In the first two
permits. Clearly, in this economic environment, existing vehicle permit owners haye slgnificant
advantages over their competitors, and the individuals {or businesses) with more permits have larger
advantages., Meanwhilg, those without a permit have a significant financiat barrier {created through
public policy); this effect will be discussed in the next section of this report.

Third, micro-enterprises find growth difficult, if not impossible to achieve in the constrained economic
environment typical of the tax industry. The data on the distribution of vehicle license ownership is
particularly telling in this respect. While individual vehicle licenses are common, relatively few
individuals own multiple permits, particularly in Milwaukee and Columbus (both of which prohibit
expansion beyond the current number of licenses). Thus, larger companies are protected from
competition by limiting the abllity of individuals to incrementally grow thelr company to a competitive

fevel.

In the Milwaukee context, single-vehicle owners rely principaliv on the revenue from their taxi activity
which is, for most, insufficient to fund the purchase of a taxi license selling in the tens of thousands of
dollars, {This will be discussed further in Section Four.) Many of the current license owners purchased
thelr vehicle license before the steep rise in prices for permits in the 20008, More problematically,
expansion is economically infeasible for taxi drivers when the cost of financing one license is equivalent
to financing a mortgage on & house, Uniike New York Clty, # commerclally viable financing mechanism
(e.g., & bark or iending agency) does not exist to fund the purchase of new licenses in Milwaukee,

in Milwaukee o Page 7
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requiring taxi drivers to fund the purchase of licenses through personal savings or loans from family and
friends.

This second and third issues warrant further discussion and are the subject of the next section of this
report,

3. Entrepreneurship and Taxi Vehicle Caps

The city of Milwaukae’s taxi market has been operating with its cap on taxi vehicles for 20 years. This
section examines the potential effects of this cap in light of the data on market concentration discussed
i Section Two and additionai analysis based on the private market created for vehicle permit sales.
Milwaukee has a highly concentrated market for vehicle permits characterized by one individual
business holding at least ane third of the licenses available in the city, few mid-size cab companies, Httle
opportunity for mobility beyend micro-enterprise status, and higher market concentration than similarly
sized cities without caps. This concentration of ownership and the lack of economic mobility it creates
has important implications for entrepreneurship and incentives to innovate.

The most common effect of a cap is to fix supply In the market. in Figure 5, this effect is represented by
the vertical line, which would represent the
Figure 5 cap on Heensed cabs (319) in the Milwaukee
Economics of a Cap on Taxis market. The supply will be fixed regardless of
o are the fare as long as demand exists for taxis. % in
i o a world that does not change, the effects of
Taia [Cap) this cap would be minimal or trivial: Demand
would remain stable, fares would not change,
and the supply would remain fixed. in the
practical world of the taxicab industry, the cap
significantly changes the economics, profits
and entrepreneurial opportunities faced by
drivers, car owners, and vehicle llcanse
holders. if demand increases {the downward
sloping line shifts out and to the right in
Figure 5), price (fare) increases to refiect this
change.™ Only an increase in the supply of

o Price yhet
‘ Incenaze
Dobdarrend 1, ..

Starting
P
wifcip

Numbef of taxls

" In fact some drivers report that several dozen licensed taxi vehicles are Kept off the market in Milwsukee by
some owners. Thus the actual number of vehicles on the road at any given time might be fewer than 319, This
withdrawal of taxis from active service, howaver, 1s more likely a result of current owners using thelr influence in
the existing market to artificially constrain supply than a direct intention of public policy.

Y The source of this shift In demand could be veried. In soma cases, population and economic growth would drive
up demand. In other cases, higher incomes would Increase demand as peopte on lower ends of the socloeconormie
spectrurn can now afford to use taxis rather than sfower buses or walking, Yet another factor could be technology.
The use of cell phones, for example, may make conventional dispatching setvices less valuable while aiso allowing
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taxis {a rightward shift in the vertical line) would keep prices in check. But, in Milwaukee, as in most US
cities, prices are also regulated and cannot adjust to changing market conditions, ™ The box represented
by dotted lines represents the revenues that could be sarned beyond those generated in a competitive
market, or “monopaly rents,” if prices rose with demand while Supply remains unchanged,

Milwaukee has allowed fares to increase but at much slower pace than demand. As a result, taxis have
became more scarce refative to demand. As tong as company and vehicle owners belleve the cap will
stay in place (and supply will not increase], they will cantinue to buy vehicle licenses, usually through
private saies, until all the monapoly rents are exhausted through bidding (tha ares of the box with the
dashed lines). As we wili see below, these Incentives remain in place as long as the potential revenues
earnad from owning and operating an independent cab are greater than the cost of leasing & cab from
an existing vehicle owner or company.

One consequence of a cap on supply is that current drivers often have incentives to avald or risk
developing new markets. if the demand curve shifts out {for any of the reasons identifled in footnote
eleven), a portion of the market is not met when the supply of legal taxis Is fixed, This unmet demand Is
representad by the double-dash box to the right of the vertical supply curve. The legal taxis focus on
meeting the higher valued demand under the demand curve to the left of the fixed supply. The demang
to the right of the supply curve will be met by llegal, or gypsy, cabs based an the willinghess to pay by
customers

While this discussion may seem theoretical, these effects are in piay in Milwaukee. Interviews with
drivers and vehicle owners revealed that as recently as April 2012, taxi vehicle permits were receiving
hard bids In the private market for $165,000 (August 2011) and $175,000 (March 2012). Some permit
holders were refusing to sell, hoping that they would get as much as 5200,000. In fact, ane driver with
knowledge of the bidders reported that a permit for sale in March 2012 had recelved three hids for
$200,000 {although it's unclear whether the sale was closed at this price). White these vaiuas may be
inflated, prompting some skeptics to gquestion whether private sales of licenses achigve prices of

taxi drivers to develop niche o spacialized markets that could not be tapped previousty. Still other imhovations
might be product oriented, where an entrepreneurial taxi driver develops 8 business refationship with restaurants
or bars te provide on-demand service to cllents, in one city, & taxi sompany retied primarily on contracts with the
local publie translt agency to provide paratransit or emergency pick-up and delivery in the event of an eguipment
(e.g, bus} breakdown.

* Notably, not all cities regulate taxi fares. Stokhoim, Sweden, for example, tdoes not regulate fares. Taxis are
required 1o post their fares and custamers are permitted to negatlate with drlvers. In a study of tax| regulation in
gight Chio cities, two did not regulate fares at ail, four set maximum rates, and two set the rate by municipal
ordinance. For the Ohle data, see Taxi Regqulction in Chia's Lorgest Cities, The Buckeye Institute, 1596,

hitpy/ fwwnw. buckeveinstitute. org/docs/taxistudyl pdf, last accessed August 2, 2012, For Stokholm (and Sweden
more generally), see ht‘ip:f/www,visitstockhufm.cmm/en/Trave%/ln—StcckhuIm/TEgsg.m[n-stacghoim/“{gﬁi_:é last
aceessed August 3, 2012,

e term “monopoly rent” and “econamic rent” is a technical term used in the academic and professlonal
Jterature on economic regulation. For the appiication of this cancept to regulation, see Robert Tollison, “Rent
Seeking: A Survay,” Kyklos, vol. 35, no, 4 {1982), pp. 575-602.

“in interviews, drivers reported gypsy cab activity in Milwaukee in outer neighborhoods such as the northwest
regions of the city.
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$130,000 or more, even current owners adgmit paying $80,600 per licenses recently.” The taxi vehicle
permit fee for the City of Milwaukee is $175, implying that the bids in the private market are direct and
measurable evidence of a mismatch betwesn the supply and demand for taxicabs in the Milwaukee
market, The taxi vehicle cap creates an economic environment where potential cab owners will bid up
the price of a permit until the monopcoly rents are completely exhaustad, This orice wili be higher than
the permit price because the shortage created through the cap creates a perception that competition
will not reduce revendes, These higher rents are not a resuilt of consumers willingly bidding up prices for
a better quality preduct. In fact, service quality may well have fallen. On the contra ry, these higher
revenues generated for current licanse holders are a near pure artifact of public policy that benefits
existing vehicle permit holders at the expense of taxi users and potentia! entrepreneyrs.

Ona more practical level, imiting the supply of taxis in Milwaukee means simply purchasing a legal
entitlement to operate one taxicab In Milwaukee requires financing a purchase eguivalent to the value
of a middle-incame home. For example, the average residential property in Milwaukee was valued at
$106,379 in 2012, down from $122,794 in 2011 and the peak of $133,000 in 2008 (before the
recession).*® This poirt Is worth exploring in more detail,

3.1 Effect of Taxi Permit Prices on Entreprengurisl Cpportunity in Mitwoukee

Permit prices in the tens of thousands of dollars effectively put vehicle cwnarship outside the reach of
the typical taxl driver in Milwaukee. According to the U.S. Bureau of Labor Statistics {BLS}, the average
wage of a taxi and/or limousine driver in the Milwaukee metropolitan area is $21,850. This estimate,
however, may be low. The BLS derlves its annual figure based on an estimated hourly wage rate and
then adjusts this compensation to reflact a typical ful-time 40 hour work week and year (2,080 hours).
Many drivers work on 12 hour shifts, six and sometimes seven days per week, Indicating that work
weeks involve hours significantly greater than 40 hours. Data from salary.com (accessed August 2, 2012)
suggests & higher annual wage, reporting median taxi driver earnings in Milwaukee of $30,299, Half of
the drivers make between $25,167 and $36,980, according to the salary.com data whiie 10 percent

make more than $43,062.Y

Low earnings make purchases of taxi permits in Milwaukee particulariy problematic, in some very large
cities, such as New York, private financing companies have emerged to serve in the same fole Bs a
cammerclsl bank to provide loans o private parties interasted in buylng and selling taxi licenses, indeed,

* buring the winter of 2012 the Wiscansia legislature consldered but falled to approve a medallion system which
many thougit would ensure the taxi market would not expand, thus bidding prices of axisting licenses up. For
permit price dats, see Bruce Vielmettl, “Cab Drivers to Sue Milwaukee Over Limit on Permits,” Milwaukee Journgi-
Sentingl, Sept 26, 2031, mt;;'/jwww.JsonlIne.com/news/milwaakee/mo&ogzm.hm_zz, lagt accessed August 3, 2012
" “Progerty Values Fall,” Milwaukee Journo! Sentinel, JSOnline, Aprit 27, 2012,

nitp://media jsonline.con/imazes/ASSESS28G.in8, tast accessed August 2, 2012, See also Larry Sandler,
“Milwaukee Property Values Fall Ses Biggest Drap in 30 Years,” Milwgukee Journal Sentinel, April 37, 2012,

hutp//www.isenling com/news/mitwaukee/milwaukee-property-yalues-see-biggest-drop-in-30-years-vS 5802
1408315155 him), last accessed August 3, 2012, :

" This would wark out to a $10 hourly wage rate on & 60 hour work week, about the same hourly wage rate
estimated by 8LS (and distussed more complately in the next section),

b o
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one company specializing in brokering sales for New York City taxi medallions is a publicly traded
company on the New Yark Stock Exchange. ' No such aptions exist in Milwaukee, forcing potential tax
owners to finance the purchase of 8 permit from personal savings, second mortgages on existing homes,
loans from family and relatives, or loans from friends.

To put these financal constraints In perspective, Table 3 estimates the annual payments needed to
finance & taxi vehicle permit at three different
prices and interest rates, assuming a 15 year
commercial loan, While the prime rate—the
interest rate charged to the bast borrowers-—may
be lower than 4 percent, small businesses pay
significantly higher interest rates because these
loans tend {o carry a higher risk of default, Even
in today’s market, banks and commercial lenders
are advertising rates significantly higher than &
percent. These estimates should be considered conservative,”

$200,000 | 517,760 | 18,954 $20,256

5150,000 { $13,320 514,232 $15,192
_ S:LGO 000 58,880 ; 59,492 $10,128_
{ Note: 15 year loan duration,

Even with these conservative assumptions, the financial commitment required to finance a taxi vehicle
permiit is substantial and daunting for the typical taxi driver, Table 4 calculates the estimated annual
payments as & share of the median annual income estimated by salary.com. For vehicle license over
$150,000, nearly half of a driver's income would have to be dedlcated toward financing & 15-year loan ot
these interest rates. For comparison purposes,
the rule of thumb in residentlal real-gstate is that
home buyers should not pay more than 30
percent of theit household’s income annually for
the mortgage. Clearly, the loan payments alane
could jeopardize a taxi driver’s househoid Income

- $200 000 . 63,3% 67.5%

5150 000 | 44.4% 47.4% 50.6% without the ability to increass his or her taxi-
business derived income by 50 percent or more,

$100,000 | 29.6% 31.6% 33.8% In most cases, Increasing income requires
identifying and develoning new markets for taxi
services. The feasibility of developing new sources of income in a city with a cap on the number of
vehicle licenses is less likely than one with open entry and is discussed further In the next section.

3.2 Effects of Caps on Taxi Users

¥ See Michael Grynbaum, “2 Taxi Medallions Sell for $1 Million Each,” City Room Blog, New York Times, October
20, 2011, hitpi//cityroom biogs.nytimes.com/2011/10/20/2 taxi-medallions-sell-for - -1-million-aach/, last sccessad
August 11, 2012,
* Drivers interviewed for this research identified family and friends as the principal saurce of funds for buying
vehicle licenses, not formal commerclal lending institutions. For examnple, a driver might borrow from relatives
who own & profitable neighborhood business, Interest rates and terms were not disclosed during the interview
pracess. These mf&rmal Iendlng arrangements often carry hi gher mterest rates and shurte; foan- pavbacx penads
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Given the highly concentrated structure of the taxi market In Milwaukee, consumers are likely to
significantly benefit if the current cap was lifted. Drivers interviewed for this report indicated they
believe unmet demand for taxi services exists in several Milwaukee neighborhoods, particularly in the
northwest. This demand Is not served by existing tax!is and may be served by illegal pypsy cabs. Several
drivers indicated that adding one or two vehicles would allow them to meet this new demand and
implemant & niche marketing strategy (e.g., nelghborhood facused}. These small microenterprises may
alse benefit from economies of scale and scope since some research suggests moving fram one vehicle
ta fwo or three vehicles can lower operating casts.

While the consumer benefits of lifting caps is sumewhat controversial in the academic research, the
itkely impacts for Milwaukee taxls will be positive because the reform would primarily influence the
dispatch market and the city's service area has low traffic density.” Relaxed entry restrictions have been
problematic in cities with very high traffic density because they create congastion at taxl stands and at
airports. Interestingly, the research suggests that the perceived negative Im pacts are not on consumers,
indeed, increased competition among drivers for taxi users is typically considered negative in this
research because driver's report fewer trips and thus lower fares, These negative effects on drivers,
however, are based primarlly on the experience of high density traffic locations such as airports and taxi
stands where additional cabs simply lengthen the gueue. Consumers, however, benefit from greater
cholce, particularly if local regulations give consumers choice over the taxi they can hire as Milwaukee's
municipal code specifically allows.™

3.3 Conclusion

In sum, the caps imposed by the city of Milwaukee likely reduce entrepreneurial ocpportunities by
limiting the ability of drivers and others with few assets to purchase vehicle licenses to start-up or
expand thelr business. The current cap favors incumbents and large companies by creating a significant
financial hurdle for new entrants, Limiting the supply of taxis also constrains the ablitty of drivers in the
current industry to identify and serve new markets such as those in the outer neighborhoods. The next
section of this report examines these Implications more completely by focusing on the specific
operational characteristics of driving a taxi in Milwaukee.

4. Economics of Driving a Taxi in Milwaukee

® For a review of the acadermic research on taxicab regulation by economists, see Adrian T. Moore and Ted
Balaker, "Do Ecanomists Reach a Conclusion on Taxi Deregulation? fcon Journal Watch, Vol. 3, No, 1{1008), pp.
109-132, htm://econ]wmch.orsz/arﬂcles/do—ecanomists-reachwa~€anlusion-an»taxi—de;gg_uga_;{g_q, last accessed
August 11, 2012, A comprehensive review of the research on the effacts of entry restrictions on the tax! market
can be found In Bruce Schaller, “Entry Controls in Taxi Regulation,” Transpart Policy, Val. 14 (2007}, pp. 480-506.

“ Milwpukee Munichpel Code, Chapter 100-60, “Additional Gpersting Regulations,” Sectipn One, reads: "METER
FARE TAXICABS. &, Taxi Stand Use. a-1. No taxicab standing at the head of a taxi stand lina shalt refuse to SArTY any
orderly person applying for a taxicah who agrees to pay the proper fare, but this shall not prevent any person from
selecting any taxical he or she may desire on the stand whether i bo at the head of tha line or not.”

e e s —.
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A key issue for the taxi industry in Milwaukee is whether the financial barrier of obtaining a taxi vehicle
license influences the ability of new drivers to enter the market. While this effect was considered in
Section Three, this section explores this question further by exaraining the specifics of taxi operations
based on interviews with active drivers in the city of Milwaukee.

Importantly, drivers have fittle influence over market demand for taxi services absent the ability to
provide new services or identify new markets, One consaquence of the taxi shortage created by the cap
imposed by the city Is to encourage existing drivers and companies to ignore spme markets with lower
profit margins and focus on more fucratlve markets with higher profit margins.”” These high value
locations tend 10 be areas with high traffic density such as airports and downtowns.” [n many cities, the
effect of these incentives Is to focus on downtown markets, tax! stands, or businesses with reliable
queuss of potentlal customers. Outer nelghborhoods with more dispersed, harder to serve markets are
aveided. in terms of Pigure 5, the outer nelghborhoods would be represented by the market served by
the illegat gypsy cabs.*

4.1 Taxi iIncomes and Wages

The taxi Industry Is not a high-inceme occupation, with drivers reporting incomes between $20,000 and
$30,000 per year. Salary.com reports that Milwaukee's annual median income for taxi drivers Is $30,299,
with half reporting earnings between $25,167 and 536,980.7% Ahout 10% make more than $43,062.
Using conventional rules of thumb in real-estate financing, just 10% of taxi drivers earn enough money
to buy a house worth more than $130,000. Milwaukee’s taxi drivers appear to earn less than their
colteagues in Minneapolis. Salary.com reports the median driver earns $33,455, with half making
between 527,788 and $40,831 and the efite 10 percent earning more than $47,547, These earnings are
higher than thase reported by the U.S. Buresu of Labor Statistics (Table 5). In fagt, when compared to
the peer cities identified earfier, Milwaukee drivers earn less than the national average, Minngapolis-5t,
Paul, and indianapolis, about the same as drivers in Columbus, and more than drivers in Cinclnnati,
Based on national data as well as city specific data, taxi drlver eamnings are limited, ¢reating a greater
fimanciad hurdle to generate savings sufficient to pay for new vehicles Jet alone tax! permits valued on
the private market In the tens of thousands and perhaps hundreds of thousands of dollars,

Wages for Taxi Drivers in'‘Milwatkee Metropolitan

2 see Samuet Staley, “A Taxi Medatiion System in D.C.7 The Neighbarhoods Will Pay the Price,” Washington Post,
Aprid 1, 2011, hitp/fwww. washingtonpost.com/opinlons/a-cab-medaliion-svstem-in-de-the-neighbarhoods-wiil-
pay-the-price/2011/03/3 1 /AFLIGCIC story. htrml, iast accessed August 3, 2012,
¥ Bruce Schaller, "A Regression Mode! of the Number of Taxicabs in US Clties,” Schaller Consulting, January 2005,
www . schallarconsuit.com.
10 fact, drivers in Milwaukee argue that neighborhoods in the northwest part of the city and nesr many popular
storas are not served by existing taxis and represent a market they would target If they were able to obtain o tax!
license.
¥ pata from Salary.com using the search term “taxi driver,” last accessed AUpust 2, 2012,
httg [iswz.splary.com/SelaryWizard/Taxl-Driver-Salary-Detalis-Minneapells-MN,aspx.
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Milwaukee | . $21,850
Cincinnati 11,650 | $9.46 | $10.04 | $20870
Cotumbus 720 59.40 | S10.50 | 521,850
Indignapolis_ ] 960 | $11.06 | $11.87 | $24,700
| Minneapolis-St. Paul 2290 ¢ 51179 | $12.25| $25,480 |
| Nation 166,890 | $1094 | $12.03| $25,020

Source: Data for taxi drivers and chauffeurs, Occupatlonal Code 52-3041. .S,
Bureau of Labor Statistics, Metropolltan and Nonmetrogolitan Area Qccupation
| Employment and Wage Estimates, Gccupational Employment Statistics, May

[ 2011, http./www.bls gov/oes/current, tast accessed August 2, 2012.

4.2 Operational Costs of Driving a Taxi in Milwaukee

These constraints become more evident when the cost of owning, leasing, and operating a taxi in the
city of Milwaukee are analyzed. As in any business, the cperating expenses can be classified into tweo
types: fixed costs and operating costs. Fixed costs are long-term investments and usually reflect
expenses on capital equipment, such as vehicies, taxi meters and GPS. These costs are distinguished by
their inability to be adjusted based on levels of output or service. A tax| driver, for example, needs 2 taxi
regardless of whether she picks up one fare or several thousand. Operating costs, in contrast, are
variable and change with the level of service, hours of operation, or gutput. These costs include pas,
maintenance and dispatch services,

Based on data provided by drivers aperating withln the city of Milwaukee, a “typical” taxi driver who
leases his car from arother owner can expect to incur total annual expenses of at least 540,000 (Table
6).” The cost for an independent owner Is closer to $32,000. Notably, the purchase and financing of the
vehicle is a refatively small expense—about $2,000 per year assuming a vehicle with s useful economic
life of & years. Even if interest rates are substantially bigher to reflect the higher risk associated with
borrowing for this sector, the cost 15 well below $2,500 per year. Purchasing the vehicie permit adds
28.4 percent to the total costs of operating a taxi in Milwaukee ata ¢ percent interest rate ar 31,0
percent at b percent interest rate.

*The figures used in this section were compiled by the author from discussions from nina indepandent drivers in
the ity of Mitwaukee interviewed on April 30, 2012 and May 1, 2012, The following monthiy figures were used for
the basis of the variable operating expense sstimates: lease: 52,400; dispatch services: $450; maintenance costs:
$300; gasoline: $80C. This may imply lower expenses than for some drivers; ane driver reported In an Interview
annhual expenses in the previous year {(2011) of $24,000.
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4.3 Effects on Entrepreneurial Incentives

From an entrepreneuria)
perspective, the cost of the taxi
vehicle license is a pure product of
regulation-—the valye is
determined solely by the cap on
new taxis established by the city of

Vehicle Fixed Costs | 930,000 | 82,622 $2,079 | $2,137

612 435 5875 0472872013 12:48 #070 P.0167042

Mitwaukee. Indeed, it can be e T e T e
considered the shadow cost of _ Maintenance 3,60 33,600 | 53,600
regulation, Increasing the number Insurance (Vehicle) S0 $2,800 | 32,800 $2,800
of taxis to meat mafka:t demarid s 310,400 | 510,400 | 10,400 10,400
weuld see the value of these )

permits fail to near zero, or Dlspatch Services 50 | $3,600 $3,600 | 53,600
perhaps a few hundred dollars if Tale Vehicle License $O | S$B880| 39,452 | 510,128
the buyer sees benefits from ysing o _ - -

an existing ficense rather than Total 540,400 | $31,302 | $31,971 332,665
seeking approval for 2 new one. To License Share of Total 0.0% 28.4% 29.7% 31.0%
compensate for the added cost of Note: e

purchasing the vehicle license, a L. Fixed costs assumed purchase of 8 5-year old car for $6,000
cab driver would have to identify fully equipped with taxl meter and GPS, financed over the 5-

new sources of revenue equal to or vear economic fife of the vehicie;
di h fthe I ‘ 2. Taxi Vehicle License assumes a private sale of $100,000;
exceeding the cost of the license, finance estimates taken from Table 3,

I: terms of the average Incorme of

a taxi driver estimated by the U S, BLS, a taxi cperator would have to Identify a market large enough to
increase their income by more than 50 percent sim ply to offset the higher costs of the permit before he
would begin to earn a profit. Thisis a daunting financial hurdle for any micro-enterprise.

The data in Table & highllght another key element of taxi market operations that severely limits
entrepreneurial apportunity: the lease syst&m.27 Drivers canslstently reported that lease ratas for
vehicles with established companles and owners averaged between $600 and $800 per week, although
the higher lease rate also Includes a controversial gas altowance required as part of a lease contract with
one of the larger companles in Milwaukee, {Table 6 lease estimates are based on $600 per week). Lease
rates are the rent drivers pay to use vehicles owned by someone else. Lease rates are more than ten
times higher than the amortized costs of purchasing and ownlng ve hicles, and leasing a car Is about one
third more costly than owning and operating a vehicle. As long as taxi fares and reven ues are directed to
existing vehlcle owners through leases higher than the costs of owhing and operating their vehicle
independently, drivers are inherently constrainad in their abillty to save enough money to purchase
their own vehicie and begin their own cab companias,

*' for an examinaticn of the Impacts of the leasehold system on driver opportunities and income, sep firuce
Schalier, "Villain or Boogeyman? New York's Madallion Systern,” Transportotion Quarterly, \ol, 58, No. 1(1996),
pp. §1-1017.,
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4.4 Conclusion

Given the inequity in the lease value versus vehicle financing, existing cab companies have an inherant
advantage over current drivers because the profits they generate off the leases, which are also higher as
a result of the [imits on competition through the new vehicle license moratorium, allow them 1o
purchase additionsl vehicles and purchase a permit on the private market These estimates suggest that
two years of lease payments would generate sufficient revenues to purchase a permit priced at
5100,000 on the private market {Table 3}, Three years wouid be sufficient to generate revenues Lo
purchase a permit at $150,000. Absent the cost of a vehicle permit, the financial barrlers of starting-up
or expanding a small taxicab company are substantially more manageable given the relatively low wage
nature of the industry and the narrow profit margins on which taxis operaie. The fiscal impacts of
expensive vehicle licenses also reinforces the concentrated nature of the Milwaukee taxl market by
providing large companies a financial edge in financing the expansion of their fleets.

5. Economics Effects of Expanding the Taxi Fleet in Milwaukee

The previous sections of this report outlined several important and significant harriers to economic
opportunity In the Milwaukee taxi market presented by the city’s current taxi vehicle cap. The current
£ap acts primarily to:

* Reinforce concentration In the taxi market;

« Give existing vehicle license holders a significant economic advantage vig the leasing system;

+ Limit revenue and earnings potential for existing drivers by creating significant barriars to
owning and creating new taxi companies.

This section explores the potential impacts of expanding the taxl fleet in Milwaukee to encourage
etonomic opportunity and the expansion of texi services available to Milwaukes resldents and visitors,
Unfortunately, the analysis is necessarily spaculative since the cap has been In place for twenty years,
Nevertheless, examlning the effects of open entry in other cities may provide Insight into the potential
impacts in Milwaukee of relaxing or eliminating the current effective cap.

5.1 The Effects of Lifting the Cap on Taxis

Minneapolis represents the most recent case of lifting a cap on taxis in the U.S. Minneapolis introduced
legislation in 2006 to 1ift its cap of 343 taxis and began a process of incrementally Increasing the number
of license each year by 45 permits. A coalition of taxicah company owners sued in April 2007 in an effart
to prevent the city from increasing permits. Meanwhile, the ity continued to grant additional permits,
allowing the fleet of taxis operating in the city to expand to 523 by June 2009. The taxi owners lost their
suitin the lower courts, but appealed. After the feders| Court of Appeals riled against the taxi owners,
and the U.S. Supreme Court declined to review the appeals court decision, the cap was lifted completely
inlanugry 2011, As of December 31, 2011, 821 taxis were licensed to operate in the City of Minnezpolis,
an increase of 139 percent.

Economic
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The Minneapolis experience, however, [s ikely an extraordinary case, Some of the growth of licenses in
Minneapaolis may be an artifact of the {ccal licensing process. Many of the new licenses, for exam ple,
were duplicates secured by cab companies that served the alrport, which has independent licensing
autharity. The city of Minneapalis also grew substantiaily during the 1950s under the cap while the
supply of taxis remained constant. The City of Milwaukee, in contrast, lost population over the last two
decades. Experience from other cities dereguiating entry into their taxi market suggests that the
increase will most likely be more modest, perhaps closer to 20 percent. This implies an additional 64
permits in the City of Milwaukee,

In addition, the profile of the typical cab driver is tikely to be different if the cap is fifted. New permits
coutd he issued for:

«  Current drivers who want to own and operate their own car rather than lease,

*  New drivers servicing new markets, such as neighborhoods not currently adequately serviced:

* New drivers who prefer working part-time without the revenue pressure generated by a lease
arrangement.

5.2 The Potential Role of Part-Time Drivers

The role of part-time drivers is particularly important since this is the group that is likely to make up
mast new permit hakiers under a deregulated entry system. While many full-time drivers may fear that
new vehicles will dilute their incomes, this is not necessarity the case, New drivers, particudarly part-
timers, are likely to serve peak period demand at specific times of the day that already experience a
shortage of taxicabs, They will be meeting demand that current cab companles cannot meet glven
exizting supply constraints, Currerd Jdiivers ghtwady nute that significacs waitlog Uries exist for major
sporting events, and these would be natural points where additional taxis could better serve the general
public without reducing revenues for current or full-time drivers.

Even on rautine days, fares are not evenly distributed throughout the day. Unfortunately, Milwaukee
speciflc data on trip and fare distributions were not available for this report. Nevertheless, some insight
might be gleaned from patterns and data collected for another ¢ity: Port Chester, New York, Port
Chester and Milwaukee are not strictly comparable, Port Chester's taxi market is very dense, with
substantial partions of the taxi flept providing trips such as transporting children o school, senior
citizens to shopping and medical appointments, conventional airport trlps, and commuters arriving at a
local train station in a small geographic area. The taxl market Is thus “thick” in the sense that demand is
concentrated and not dispersed. The Port Chester data reflect patterns in a city with a taxi industry
thoroughty integrated into the transportation systern and network. In this sense, the taxi market in Port
Chester represents a mature market sarving a wide range of transportation needs, Thus, examining fare
and trip patterns might provids an indication of how a market might operate if it were more fully
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developed than currently in Milwaukee.” More importantly, the data provides rare insight Into
differences in behavior and opportunities for full-time and part-time drivers,

Figure 6 provldes data on radio dispatched trips from Port Chester collected by the author for a previous
study. The data for Port Chester peak during commuting times (betwsen 7 am and 9 am}, around the
tunch period and late afternoon. These distributions may not parallel Milwaukee precisely, but they are
useful to illustrate a point! Trips tend to be distributad unevenly throughout the day, clustering around
high demand parts of the day.

Figure 6

Distribution of Dispatched Trips:
By Hour of the Day
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The role of part-time and full-time drivers is shown directly in Flgure 7 using additional data from Port
Chester. Part-time drivers tend to focus on the peak morning commute times and fate evening trips,
while full-time drivers tend to be active throughout the day and provide services tduring the lunch and
afternoon hours. To mare fully understand these dynamilcs, the trip patterns for the most active full-
time and part-time drivers in Port Chester were compared (Figure 8). The full-time drivers are clearly
more actlve during “regulat” business hours, the morning and afternoon commutes and lunch, Part-time
drivers have much more specific preferences. Part-time driver No. 1, for example, Is ctive in the
evening and collected no fares during the tunch and afternoen hours. Part-time driver No, 2 was most
active at lunch. Part-time driver No. 3 served morning commuters and evening, Thus, part-time drivers

* puring the peried In which the data were collected in Port Chester, the city had & cap on vehicle licenses and cab
companies and was investigating the possibliity of rernaving both caps.
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tend to adapt thelr schedules based an the level of demand and personal preferences for driving a taxi.
Simitar patterns should be expected to accur in Milwaukee If the taxi fleet expands.

Figure 7

Distribation of Trips By Period of Day:
Full Time vs Part Time Drivers
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Figure 8

Bistribution of Fares for Top Full Time and Part Time Drivers
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5.3 The Patential for Innovation

The Port Chester data are useful because they reflect data from a “complete” taxi market, one that
serves not just high volume areas and high margin trips. Taxis serve a variety of mobility purposes in the
larger nelghborhoods. Thus, the expansion of the taxi market in Milwaukee may allow for the evolution
of 2 more complete taxi market that serves the needs of neighborhoods and residents more fully.

Animportant source of potential revenue will come from the expanded markets served through
innovatian within the Milwaukee taxi market. Even in the case of Minneapolis, the addition of hundreds
of taxis meant that new markets and customers were being served. Ih at least two cases, cab companies
have emerged to serve speciflc neighborhoods puorly served by the existing taxi market, Similarly in
Milwaukee the addition of new vehicles suggests that new customers will be served and possibly new
markets will be created. As the data on part-time drivers from Port Chester implles, new taxi drivers and
companies may specialize in serving particular types of customers, including the senior citizens, medica)
trips, ethnic neighborhoods, or even a higher income business clientele, These markets cannot be
served without a substantial increase in the number of taxis and taxicab companies.

6. Conclusions

This report examined the likely effects of the cap on taxis in the city of Mitlwaukee and on the tax;
market and industry dynamics. The current market Is highly concentrated, with nearly 60 percent of the
licenses owned by just three Individuals or companies, The current cap has created a substantlal and
meanlnglul constraint on entrepreneurs entering the market by imposing an excessive financial burden
an current drivers and microenterprises. The regulatory effect of the vehicle permit cap Is to generate 3
private market for permit sales that axceeds $100,000 per permit. As a result, current vehicle permit
owners and large cab companies have an inherent advantage over new entrants and start-ups,

The result is a taxi market economically hostile to start-up businesses and the expansion of
microenterprises such as single permit hotder taxicab companies. By limiting the expansion of
microenterprises, new markets are not developed or tapped and levels of setvice are tower than they
wauld be with a larger citywide taxi fleet.

fr sum, the analysis in this report suggests that the current taxi vehicle cap in the city of Milwaukee

» Encourages cencentration and conselidation among a few very farge companies;

s Limlts the entrepreneurlal opportunitles for existing drivers by creating significant and
unmeceassary financial barriers to entry; and

« Discourages entry and innovation in the Milwaukee taxi market, [pading to lower levels
of service,

Economic Effects of Tax! Vehicle ai::s in Mitwaukee
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Respectfully submitted,

Samuel R, Staley, Ph.D.
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Problem: _Ta,'xi'caﬁi Medailiofi Proposal

Study Resource Documents
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C, ‘,'Y Uf m ' Lwﬁu K'EE DEPARTMENT OF CITY DEVELOPMERT
. Jnterc&ysavémenﬁa‘[ Cerreaponc/mnce
July 27, 1979

MEMO TO: Special Taxicab Study Committee

¢
I

FROM: Steven Hoese

SUBJECT: Medallion System of Taxicab Permitring

FindIngs:

t.  The medallion system cénsfsts:of two parts: a limit on the number
of taxicab permits the city will authorize, and the salabil{ty of
the permits the clty will lssue. '

2. 'The limited entry part of the medallion system characteristicly
results In an undersupply of cabs relative to the demand for cab

service,

3. The salability part of the medalllon system characteristically
resuits In higher costs for the cab operator and, as a result,
higher fares for the cab passenger.

4, Thers doés not appear to be any public benefir which results from
the medallion system. Most benefits claimed by proponents of the
medalllon system can be produced more effectively by mumicipal
regulation, ’

5. The benafits of the medallion system to cab operators are also
doubtful, Cab operators can find better investments for thetr
money than medallions.

6., The saole advantage of the medalllon system Is that it a)lows and
tnsures a single oparator; or several large operators, monopoly
control of a city's cab service. The decline of the large fleet

appears to have eliminated this advantage.

Recommendations:

I.  The City of MIlwaukee should not adopt a medallton system for
licensing cabs, but should retaln In its ordinances the prow
hibition against the buylng and sel}ing of taxtcab permits.

04/29/2013 12:53 #070 P.024/042
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The‘cfty should continue to use as Its chief criteria for Tssulng
taxicab permits whether or not the applicant for the license: -

8. has or can readily gbtaln title to a vehicle meeting ity
safety Inspection sthndards, ' '

b. has or can readily obtain the insurance reguired for the
vehicle, and ‘

¢« can provide detalled information regarding how he will conduct
his business: radid dispatch, co~op member, as a corporation,

owner-driver, etc,

The city should strictly enforce its requirements for vehicla
safaty and service to taxi customers, as it Is the enforcement of
these requirements and not the permitting method which protects

the public welfare, {

INTRODUCT ION

The issuvance of a permit for operatlon of a taxicab to a taxi~
cab owner is a right delegated by the city to the taxicab owher,
provided he meets certain requirements. This right to operate is {
reevaluated every two years with the reaffirmatlon of the taxicab
owners ability to supply the level of service required by the city.

It is Imperative that the city, because of its obllgation to
protect the resldents of and visitors to the city from unsafe or
unscrupulous taxicab service, maintain a strict monitorin :
system. This allows the city to answer specific aomplain%s and, 1f
needed, the ability to remove the permit of the taxicab operator
not meeting the standards of performance set down for taxicab service.
This protects the prospectlve passenger and the reputation of Mil-

waukee's taxicab industry,

it 15 clearly not the intent of the city to allow taxicab permit
hotders or taxicab organlzatlons to act as surrogate llcensing agents,
This was expressed with the clty's stand towards leasing of permits,
This feeling of the city Is also extended toward the selling of permits,
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The selling of permlits by taxicab owners has been a part of the
medalllon system of operation In major citles such as New York,
Chicage, Detrolit, and Boston, The right to sell or transfer the
taxicab permit In the medallion system is also coupled with a strict
timited entry system. Thus, the medallion system can be thought of
as consisting of two parts: '

(1) Transferable and salesble permits (medallions) by the
current permit holder, - ‘ '

(2) Strict limfted entry system, which freezes the number
: - of parmits issued, or has a very low population 1inked
ratio. :

it is important to understand that the medallion systeﬁ without
saleabllity only results in a Iimited supply of cabs. Salaabiliry

without limited entry allows essentially, for the sale of permits

with no value. But, saleabillty along with a strict 1imited entry
system creates the high priced medallfon market characteristic of
the medallion system presently in use In major cities today.

THE. PRESENT MILWAUKEE TAXICAB ORDINANCE

Transferabllity is allowed In Sectlon 100-60(3) of Milwaukee's
ordinance only from a dead or disabled permit holder or surviving
spouse for the remainder of the permit period. The permit period
was formerly one year but will be two years under a recent revision
of the llcensing ordinance. If there 1s no surviving spouse, the
Tegal representative of the permit holder's estate is ellgible for
the operation or leasing of the permitted vehicle for the remainder
of the permlt perlod. No other type of transferability or sale~
ability is expressed or implied in the present M[lwaukee ordinance.
Although the present Milwaukee code does not specifically prohibit
the selling of permits, leasing of a permit is Illegal. Sectlon
100~60 (k) of the Milwaukee codes reads '.,.No franchise permit
holder shall be allowed to lease its permit to any person, firm,
association, or corporation.' Thus under present Milwaukea codes
if the Teasing of a permit is ¥llegal it is assumed that the
selling of a permit is illegal., Milwaukee taxicab code 100-6{1}
reads "no vehlcle shall ply upon the streets of the city without
first obtaining a permit from the Common Council®*. An indivldual,
or firm, i3 required to secure a permit from the Common Councll
and not from another individual or firm,

612 435 5B75 G4/29/2013 12:54 RG70 P.G26/042
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The Entry System under Milwaukee's taxicab ordinance praviously {
used a population Iinked ratlo, to Vimit the number of cabs, The
ratio was | cab for every 1,175 persons in Milwaukee. It is tnter-
esting to note that this ratic was never reached. This ratio has
been deleted in the recently passed revisad taxicab ordinance, slnce
{t has never been used by the Common Councltl in its determination
of public convenience and netessity.

To accommodate s medallion system, the Milwaukee taxicab
ordinance would have to be modified and revised. In the Fall of
1973, Yellow Cabs of M}lwaukee requested changes In the taxjcab
ordinance that would have allowed transferabiiity and saleability
of permits. City Veterans Tax! Assoclation, in November of 1973,
presented a detalled recommendation to the Common Louncil for
changes In the ordinances. These changes Included & proposal for
the institution of the medallion system in the City of Mllwaukee.

In the follTowing $ections of thils report, the pros and cons
of the medalllon system will be presented. The third section wil}
discuss the {mpacts of Instituting a timttation on entry Into the
taxi ‘business in Milwaukee. Such a 1imitation would be necessadry
1f Mllwaukes 1s to convert to a medallion system. The fourth section
of the report examines. the pros and cons of the medallion system
itself. The last two sections present the report's conclusions and

recommandat ions. ‘
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" FIGURE 1

REASONS FREQUENTLY GIVEN FOR RESTRICTING
ENTRY [NTO THE TAXICAB BUSINESS

Entry timitation ensures financial responsibility on the part of cab
aperators and prevents Fly=by-night operators from entering the
business. : )

Entry timlitation ensures that the taxicab industry will use ethical
business practices ~ for example, that cab operators will nor gotge
visitors to the city who are unfamiliar with rhe goling rates of fare.

The competition resdliting from unlimited entry would adversely affect
service causing an oversupply of cabs at times and places of high
demand while reducing the number of cabs when demand {s Tow.

An unrestricted supply of cabs would result in traffic congestion and
perhaps ncrease air poliutton.

Since there appears to be a hlgh accident rate among taxicahs, free
entry would anly increase the number of cabs at the expense of public

- safaty,

Mass transportation modes will lose business if the number of cabs Is

increased,

Entry ilmitations preV&nﬁ'%axicab wars'',

The public is entitled to be served by taxicab operators who shoulder
thelr share of the public burden; be it paying taxes, keeping records,
particlipating in civic affairs. None of this would be possible if
anyone could come into the industry, :

The public is best served by responsible reliahle taxfcab aperators
who are and intend to remain a part of the community which they
serve and whéare they malnrain an investment which is:

(a} sufficlent to purchase and maintain safe, comfortable vehicles

appropriate for use as public conveyance:

(b} sufficient to provide gaﬁages, equipment and employment for
mechanics, washers, etc.: :

{c) sufficient to pravide employment of administrative supervisory
personnet; and

(d}) sufficient to provide proper and adequate service,
Operators will not he wliling or able to make such an Investment
unless entry into the market ls restricted,

The public s bhest served by taxicab operators employing, or leasing
to, trained, reliable and responsible drivers, Unlimited entry would
render such employment impessible because the income which couid be
earned would not be sufficlent to attract competent drivers,

#0709 FLOZB/042
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118, ENTRY CONTROLS

Entry controls may take the form of numerical Yimitations on
taxicabs, vestrictions on the number of taxicab firms, or regu-
lations providing a cab company exclusive operating rights in
speciflc jurlsdictions. The means of entry control used in the
medallion system Is that of limitation on the number of taxicabs,

This entry control Is Implemented in one of two ways. It
can take the form of an absolute ceifling on the number of taxicabs,
and this |s the method most commonly used in the medallion system,
For example, In New York City only 11,787 medailions are permitted.
The other method of 1imiting entry Is not as Ipflexible and Is hased
ori @ ratio of cabs to population, so that an increase In population
would allow an increase in permits, MIlwaukee had thls type of
limitation. Milwaukee's ratio was one cab for every 1,175
persons In the city.  Many other cities In Wisconsin and the United

States use this method of 1imitation.

Ent?y.COntrals‘Prd'an&’ﬁoﬂ,

. Many arguments have been advanced in the past supporting the
establishing of limits on entry of additional cebs into the taxt
business. Figure 1 Yists the reasons found by this researcher
during the preparation of this report, Ty

. 1t shouid be noted that most of the reasons presented in
Flgure 1 are not arguments for entry controls, as much as they are
arguments for ather facets of public regulation. For example, #1
deals more with public concern for financial respons{btlity of
taxicab operators then with limiting the numbers of legal suppliers
of service, The need to ensure Financial responsibility fs often

. the most frequently offered argument for ertry !imitation. This
was & genuine concern in the 1920's when the low cost of anm auto-
mobile and absence of & requlirement for 1fability Insurance
produced many fly-by~night operatlons, The taxicab Industry has
a background of casual labor and often short-lived fleet operations,
50 there are compelling reasons for the public to limit cab operation
to those firms or individuals who are financtally sound and can bear
" responsibility for the liabilitfes they are likely to Incur, But
limiting who operates a cab and the number of cabs are two different
concepts, Free entry cities have as many requirements for proof of
financial responsibility as do 1imited entry citles.
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Simitarly, the need for using of proper business practices and
correct charging of fares (¥2} is an argument for regulated rate
levels rather than for entry controls,

Considering the claim that competitlion from unlimitad entry
would affect service,(f; fn Figure 1} a study by Mlchael A, Kemp
of the Urban Instltutels contends that service refusal {s a problem
in both restricted entry and uniimited entry cities, Under conditions
of both free entry and Iimited entry, a cab driver can be expected to
work at those times and at those places he pereeives, rightly or
wrongly, to be the most economicaily productive. Privers will neglect
to provide service to low demand areas or at low demand times, though
they would be less inciined to negiect thase areas If other cabs were
already covering the more productivé areas. Thus, an open system
would allow rmore cabs on the road and a greater possibility of a
higher level of servicd. The word "poss ibT 1Tty Ts Used Pacause a
larger number of cabs does not nacessarily mean that evely patron
will get served, but that & low number of cgbs, under a limited entry
system, could not posslbly serve all patrons at peak times, even if
all the drivers were consclentious about serving the entire community
because there Just wouldn’t be enough cabs to go around., At least in
the open entry system, the number of cabs able to serve the commun i ty
at peak times would be available. The theory is that economfc forces
of supply and demand will also persuade this larger rmumber of cab
drivéers to sarve ali parts of the community.In offwpeak times.

The argument that unlimited numbers of cruising taxicabs might
increase traffic congestion (#4) is d1fficult to evaluate. Factors
such as the nature of the traffic caused by increased cab supply
must be considered, as well as the type of pickup -~ telephone or :
hail. Milwaukee has few hail customers, relative to other clties. A
tity such as New York, has many hails and many taxicabs roam the
streets known for hlgh hail business. An Increase in the number of
cruising taxicabs could have a very bad affect on trafflc congestion.
Increased cabs in Mllwaukee would not significantly disturb present
traffic congestion because taxlcab pickups are 832 telephone orders.
The other 17% represent fares from the airport and downtown taxi
stands. This situatlon does not affect traffic congestion as mich
as cruising does. An additional factor to consider is that Tnoreased
cabs and fncressed cab riders will displace s certain number of
automobiles, thus lessening the impact of an increased number of cabs

on clty streets,

l/Michael A. Kemp, "Taxicab Service", in Ronald F. Kirby et al, Paratransit:
Neglected Options For Urban Mobility, page 95.
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Related to congestion is the air potfution argument. The effects
of entry controls on the levels of air potiution would be difficult
to measure. The Kirby study suggests that maintenance and emission
controls would be more effective in reducing pollution, while at the
same time not adversely affecting the availabllity of cabs,

Concerns about public safety (#5), suggests that taxi drivers
are relatlvely accldent prone and that free entry wouid consequentiy
impailr urban transportation safety levels. A 1971 Hilwaukee studym!
investlgated In detatll the relative frequency of vehicle accldents
and injuries and concluded: 'Desplte the fact that the number oF
taxt involved ascolidents is increasing and is a continual cause for
concern,..there Is no reason to believe that an imcrease in cab
permits will Induce a greater proportional increase in trafflc
accidentsi!' On a nationa) basls, the National Safety Counci} had,
In 1973, completed a transportation=-related accident data for &
sample of .16 states, and, oh a per vehicle=mile basis, neither the
number of accldents nor the number of fatalities appears to differ
much between taxis and private automob{les. coe
- f i
“Arnother argument is that mass transportation will Jose business
to an increasing number of cabs (#6). in MiTwaukee this all depends
upon. the ‘degree to which the service and cost of taxicabs- are com-
petitive. The annual number of taxicab passengers in 1877 was 3.6 _
million.  Assuming, for the sake of argument, that an increase in , {
the number of cabs could double annuai passengers to 7.2 millfion, =
and assuming that all these additional passengers previoysty rode
the bus; then transits 46,7 million passenger ridership would only
“decrease by 7.7%. To offset this is the fact that transit rldership
Is incressing at the raté of 10% per year. In short, as cab rider-
ship represents only a small fraction of the transif ridership in
Milwaukee, competition between the two systems has the potential to
be complementary rather than antagonistic. f taxicabs catt offer
lower cost and more efficient service than other forms of trans-
portation, 'than this is a compliment to the thdustry, not a
~eriticism or cause for concern, .

It was expressed that entry controls would prevent taxicab
wars (#7). This argument has slowly lost validlty ever since the
Mwars!' between rival fleets in the 1920's and 1930's, when cut-rate
taxi compani threatened long established fleets, The 1871 study
in Milwauke summed up the proper perspective: "To arque that
the possibility of anti~soctal conduct is so imminent to a normal

'Efnapartmﬁnt of City Development, Clty of M?1waukee, Milwaukee Taxi-
cab Controls and the Public interest, pages 5! - 53,

éfaepartmant of City Development, ibid., page 54,
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competi{tive status Is to propose that threatened lawlessness should
be permitted to determine the level of commerce that city residents
can have avallable to them. Acceptance of this argument by govern-
ment bodies in the determination of pollcy 1s not only a tacit
admission that a semi-organized threat is an effective political
tool, but is also that, Jaw enforcement agencies are not equal to
the task of enforcing the existing laws governing the threatenad
behavior.t ‘

It is argued that only through entry controls can proper
business practices, including taxpaying, regulation, control apd
compliance with income laws, be ensured the public (#8). This
confuses entry restrictions with the need for taxicab registration
and the Common Council's responsibllity to oversee taxi operator's
bus fness practices. Kemp questions ‘Why should the taxicab
Industry be consldered any different from other business 'n this
regard?! . -

If permit restrictions are such that some qualified ftrms or

individuals that wished to enter the market are denied permits to
do so, an incentive is dreated to avoid the set 1imits by performing
taxi services surreptitiously. The Increase and prol Fferation of
these totally unregulated “illegal'' cab operators in citles with
strict numerical limltations suggests that free entry cities might
well be more comprehenslve in registration, regulation and collecrion
of taxes, than restricted entry citjes. : :

. _ R .

The argument that taxlcab oparators will ‘not ba wiliing or able
to malntain the Investment [n squipment and supporting facilities
necessary to operate s cab business untess antry intoe the cab bus iness
is restricted (#9) fails on two counts.  First, there is a flaw In
the argument's logic.  One must assume that an investor who has
decided to enter the cab business has done at least an tnformal
analysis of the costs involved in getting {nto the business and has
also estimated what return he can expect to recalve if he does entar
the business. |f an investor has done this, and he or she sti}l
wants to get into the business, then the argument (#9} falls on fts
face; there is an operator willling and presumabiy able to tncur the
costs Tlsted In reason #9 even though entry into the cab business is
not restricted. This Investor recognlizes that his entry increases
competition among the providers of taxicab service, but he has detepr~
mined that he can make a profit on his investment in spite of the
increased competition. If he believes he can miake money on his
investment in spite of the competition, then presumably the cab
operators already in the business will still be able to maintain a
profit, as they have the advantages of being established and having
developed a clientele,

0472972013 12:56 #G70 P.032/042
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The second reason this argument falls is that new cab operators (
are willing to enter the market in cities with unrestricted entry.
Meither Washington, B.C., Atlanta, Georgie nor Honolulu, Hawait, have
entry restrictions, and all three of these cltles have ma inta ined
taxi fleets larger than the natinnal average,as adjucted for popu-
lation differences, for many years. Presumably the tax? operators in
these clties have found ways to make motiey on their fnvestments, or
they would not be In the cab business.

A In evaluating the last. argument In favor of restricted aentry
(#10), 1t is useful to review the Afsfory of limits on entry into
the taxicab business. The inittal push for limiting the numbers of
taxicabs aljowed to operate fn a city came from the operators of
street -car Iinﬁs who correctly viewed the automobile as a threat to
thelr business®’., They attempted to sscure protection from com=
petition by persuading city councils and the courts that for~hire
automeb i tes required a certificate of public convenfence and
necessity. The taxi industry was originally oppused to these
limitations on fts growth, but In 1929, the Nattcnal Assoclation of
Tax1 Operators passed & resolution favoring entry controls. Mass
transit operators beceme silent on the issue of entry restrictions
on public. passenger vahicles. - -

The tax{ industry dropped its opposition to entry restiictions
because by 1929, the nature of the nationt's taxi fleets had changed, ‘
In most . eities, the swall and highly competitive operatlons of the (”
early 1320's had been acquired by several large taxicab firms, and

~ these, in turn, were often controlled by a nationg! concern such as
Checker Motors or Yellow Cabs. The 1929 resolutfon by the NATO
tepresented the decision of these large national operators to
further reduce competitfon in the tax! Industry. o

it was Morris Markin, the President of Checker Motors,. who
organized the movement for entry llmitations in cities where Checker
operated taxt firms. Markin achleved Kis greatest success Tn New
York where 'glfts’ of Checker bonds to Mayor Jimmy Walker Had
ensured passage of the Taxicab Control Law of 1932 In January of that
~ year and planted E?a seeds for Walker's resignation from offfce under
fire in September2!, and In Chicago, where an ordinance passed. in May
of 1334 provided for an actual reduction in the number of Icenses
which could be Tssued by the aity and an ordinance passed Ty December
1937 which included a Ypreference provision* which ultimately gave
Lhecker control over whether any additional 1icenses could Be [ssued

at al1b

ﬁfﬁdmund W. Kitch, et BT.'The'Rég&?étféﬁ'of'TéXEcaﬁs'iﬁ'Cﬁié&go,
pages 316-317,

% tharles Vidich, The New York Cab Driver And His ‘Fare, page 72. J

éfKitch, et al, op. cit., pages 320-339,
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In their study of the Markin family's role In the making of
Chicago's cab regulations, Fdmund Kftch, Marc Isaacson and Daniel
Kasper concluded, YAlthough the drive for antry controls was
Justifled by reference to the pubfifffnterest, the clear motive
was Jower costs and hjgher orices,'t This same conclusion hasg
been found in all the tudies of the development of entry 1imit~
ations knowns to this rzsearcher. 2 -

This strict control of entry into the cab business remained in
most clties until the end of World War !} when veterans orgapized a
campaign to obtain cab )icenses. Special veterans licenses were
Introduced In Vimlted numbers in 18 major c¢ities, but only Milwaukee
gave the veterans any preferential treatment. ,

- The situation in Mjlwaukee js agaln changed from the past.
there are now no large fleets being operated under one person’s conw-
trol, and Milwaukea's taxicab. industry can be described as general ly
all owner-operators., Many of these are organlzed as cooperatives
and. use common radio services, but thera are no large one-oWner
fleets as there were It the 1930%s. When argument #]0 was made in
the past, that controls were needed to ensure profitable operatlons,
the profits in guestion were gensrally taken up by the ownars of
large fleets, with 1ittle trickling down to the drivers. Ml twaukee,
with the predominant number of owner~drivers, may now see this
argument from a different view. Competition from increased cahs
on the road is felt directly by the drivers themselves., This requires
that the argument that free entry will put more cabs out and drivers
conpensation will fall below acceptable levels be given careful

scrutiny. '

Under both an open system and the proposed medallion system, the
Common Council would look at, and does now conslder, the compensation
of cab drivérs when making decisions of publitc need and conventence
for additional permit requests., Thus, since hoth systems, open and
restricted, give consideratfon to driver compensation, nalther should
offer an advantage over the other in this regard, '

Gfficials of City Veterans Coop. expressed the belief that more
permits would produce tax{ drivers that would take onty the Ygravy
Tares'. They felt thiése excess drivers would work the most profftable
months {winter months when taxicsb ridership ts high] and not provide
full service that the established Full time taxicab operstors wouid,

kitch, et a1, 1bid., page 318.

e i
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This researcher belisves the economic cirecumstances associated
with operating a cab would effectively serve as a deterent to those
operators just trying to skim the cream''. This foar of the taxi
industry can be laid to rest for the reason that:

(1} requiremants of the Common Councl] for insurance, ownership
of automobile, and Flnanéial stablility, -

(2}  the start-up costs associated with putting a cab on the road -
one year insurance, car purchase, meter purchase - and,

(3) police‘monltoring of {1legal and untawful taxi activity should
act as entry barriers to the so called. fly~by-night aperator.

Therefore, the economic balance of number of cabs .on the road
verses acceptable driver wages can be accomplished wlthout a medallion
system of restricted entry, The city's existing requirements for

- cab licenses already serve to limit who can put a cab on the road, and
the number of owners actually licenses by the clty can be expected
to be fewer than the number which would be on the road In the absance
of city regulations, Io this way, the city does restrict competition
~ to a degree, but does so in the publle Interest, rather than in the
interest of a particular cab operator. o :
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TRANSFERABILITY AND SALEABILITY

The second part of the medallion system [s the ability of g
taxicab permit holder to transfer or sel] his permit to ancther
qualifled taxi owner.

The present system in Milwaukee does not allow transfer or
sale of a permit among .individuals, nor does the present ordinance
alfow leasing of a permit., If a permit holder desires to dis~
continue service, he i{s required to surrender his permit to the
clty. In case of death or disablement of a permit holder, g
recent addition to the MIlwaukee codes allows the parmit to he-
transferred upon notiflcation of the City Clerk by claimant, o
a surviving spouse, legal representative of the permittee, or
to his estate. The clalmant is then ellgible for the operation
of the vehicle for the remainder of the permit period,

. In the past, both Yellow Cab and City Veterans have made
requests to the Utillitles and Licensing Commlttee to allow trans-
farability and sateabllity of permits. The taxicab industryfs .
self-gtated reasons for transferability and saleability of permits
are cutltined below, : '

Acco}ding to the taxlcab Industry allowing the transfer and

_sale of permlits:

(1) wil} proQEde an orderly transfer among individual owners
{2) will eliminate the need for matntalning wait?ng'iists

(3) because of the value placed on parmits, it will ensure
transfer to people who are interested in serving the pubitc

{#) it will make it passible for a company or {ddividual to have
& fajr method of liquidation and paying Financial obltgations
if they run into financial difficulty, (A car whlch has been
used as a taxicab has little resale value but with a permit
to operate, it would have some value against the clalms of a
creditor,) : '

(8) would provide a pension-1ike investment for retirement or for
the widow of the medallion owner, and

{(6) would instill a feeling of pride in the taxicab business and
a sense of professionalism in cab operators, and, as a result,
service to patrons would improve,
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Essentlally, the taxicab industry's arguments supporting \
transferability and the medalllon system focus on two pointg:
(1) bypassing city lssuance of permits, and (2) value of
capital gains received from the sale of permits.

The argument that the medalllon system would provide ar
aorderly transfer system suggests that the pressnt system of
permitting is unsatlsfactdry, The taxicab fndustry expressed
the fealing that the long waiting list presented a hardship to
those operators who wanted to secure a permit. In rebuttal,

‘one of the objectives of the recent revision of the Mi lwaukee
taxicab ordinance was to elimtnate the walting list. Under

this new ordinance, permits will not have to be transferrad
among owners. 1f a cab driver meets. all the requirements of

the clty, he can obtain a peratt directly from the city, and

not from another permit holder. It should be understood that
ever under the medallion systeém with private transfer of permlts,
the cab driver purchasing a permit from another individual sti])
must meet the same requlrements as those needed to get o permit
directiy from the civy. d . e

The most obvious problem with this aspect of the medallien.
System is the extra workload acquired by the City of Milwaukee
in' Implementing it.  For example, the city must check the buyer .

of & medalllen (permit) to see if he meets the requirements, such
as financial responsibility, proof of ownership, etc,, something
the ¢ity does now under the present system. But, tn addition,
the city must approve price, terms of the sale, conditions of the
sale, check financial status of seller, get clearance from.al]
creditors, and perform other similar duties under the medallion
system. (A tisting of these duties is provided in the appendix

of thls report,)

The City of Miiwaukee is extending the permit period, tn g
new ordinance, from one Year to iwo vears. The purpose of this
change is to reduce the workload of the Clty Clerk, whg acting
under the author!ty of the Councl), issues taxicab permits, Thus
it can be seen that another purpose of the new tax|cab ordinance
s 70 redice the workload and thus the cost of taxicab regulation
to the clty., The medallton system would not reduce the cost of

regulation for the city.

the city would, however, give up much of its control, at the
i expense of the taxi-rliding public If the medallion system was
installed In Milwaukea, Under the medallfon system, as long as
both buyer and seller meet the specific requirements, the permits
could go to whomever and be transferred whenever someone desirad,
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The city would have very little control 1f someone declided to
obtain & taxicab monopoly. Morris Markin of Chicage bought
medallions and stored them and in thls manner restricted the
number of cabs on the rocad, An individual Tn Mllwaukee in this
posivion could artificially control supply of cabs, create a
shortage, and drive prilces up. A study by the Institute of

Urban and Regional Research on Economlc Evaluation of Taxicab
Regulation concluded "' uumonopoly conditions result in significant
inefficienclies, notahly higher prices and fewer cabs In service!,

Proponents of the medalllon system feal that a monopoly
situatfon coutd never happen in Milwaukee. Evidence would seam
to support this stand. Milwaukee's taxicab Industry Is
characterized by small independent oparators and co~aperatives, .
An indivlidual would have to buy up or control a large number of
these independents before a monopoly type situation would cecur.
The point is, however, that under a medallfon system a monopoly
Js possible, Under a system of permitting with clty contrel, a
monopoly is Tess likely to happen; :

Some clties allow monopoly taxicab service. For example,
Los Angeles Is dlvided fnto six zones, each of which has a
specifled taxicab company assigned to It. Each taxicab fleet Is
restricted in its solicitatlon of business to that particular
zone. But again the distinction s made, the eity controls the
monopoly taxtcab operations that serves the City of Los Angeles,
It s not the monopoly company itself controlling the market,

The second focus of the taxlcab Industry's arguments deals
with the benefits of the money recelved From the sale of the
“medallion permit, ‘ S . :

In cities with the medallion system, the private sale of the
medallion brings very high prices. In Chicago independent
llcenses sell for about $15,000, in Boston there s an average
price of about $27,000 and In Detroit a cab and a lcense togethar
typlcally sell for about $7,500. The buying price in New York
City In late 1972 appeared to be about $6,000 for a fleet medallion
declining from a high value of $35,000 in late 1964, Individual
medallions are currently sold for around $20,000, a figure which
has stayed relatively constant over recent years.
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The tax? Industry feels (Argument #3) that since it would
cost so much to get a permit to operate a taxicab under the
medallion system, only those persons dedicated to serving the
public and Interested in belng a professional, would enter the
cab business. The industry also feels that f an individual
can affard to pay for a medallion, they would be flnancially
solvent enocugh to serve the public, In short, their argument is.
that the medallion system keeps out the fly-by-night aperators.,

The present ordinance without the medallion provisions
already protects agalnst fly-by~night operatfons. Thts ls why
the taxicab s regulated In the first place, to protect the
pubiic from those operators unable to provide safe, reliable,
financially sound taxicab service. As for providing financlally
sound taxlcab operations, the medalllon system has the opposite
effect., An operator ehtering the market {n Chicago for example,
must pay about $15,000 for a medallion. This new taxicab
operator is $15,000 in debt even before he starts operation. As
many operators borrow the money to pay for their-medallions, -
they then have interest to pay on a Toan as waell as having the
other costs of operation {lnsurance, radio service, etc.) to

bear,

- In a Timlted entry market such as the medallion system, these
high operator costs are passed on to the taxicab-rlding public, (
The values attached to a medalllon indicate the degree to which
prices are increased, taxicab avallab!!lity {s decressed, and the
amount of force that restrains the free market, The consumers of
taxl services pay a relatively high penalty for the medalllon
system in price and service terms, ' -

‘The taxfcab industry alsc argues that the sale of medalVtions
vwould help pay debts of the owner when the tax! business is
liguldated. The problem with this ifdea is that in most cities the
medallion cannot be sold until the owner satisfies all the Judgments

~mgainst him. -

1t Is Interesting to note that on January 26, 1979 the taxi
industry indicated that a proposed doubling of permit fees woyld
be a hardship on the permit holder. The proposal then was to
raise the taxi permit fee from $25 to $50. if an increase of $25 !
is considered a hardship on permit holders, then it appears to this
researcher that a charge of §15,000 for a parmit would certainly be
a hardship and an obstacle to a would-be taxi operator. The hlgh
entry costs associated with the medallion system are such that some
firms or individuals are denied permits solely because of afford-
ability and an Trcentive Is created for them to perform tax! services
surreptitiously, Presently, without the medallion system, Milwaukee's
restricrtions do not appear to inhibit new entrants into Milwaukee's
taxi market, and the problem of illegal operations is minimal.
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Argument No. & of the taxicab Industry's list promotes the
benefit of the sale of a medallion at retirement or far the widow
of a deceased permit holder. The attractiveness of a large sum of
money at that point in'a taxi operators life Is easily recognized.
The method of how he wlshes to obtain this pension ls not aceept-
able, however, not only for the reasons mentioned above, but
because medallions themselves are bad Investments.

For example, If the purchase price of a medallion was pUt
into an Individual Retirement Account (1RA}, the taxi driver
would be much -farther ahead at retirement. If a medall ion pur-
‘chaser borrows the money for a medallion, he must pay lIntsrest
and when he sells the medallion, he must pay taxes, With an IRA
the money put into the account Is non-taxable and the interest
carned is non-taxable as well 35 protected by fnsurance. There
is no protection for medall [on prices. [n New York, the price
fell from $35,000 to $6,000 in 10 years representing a net loss
of $29,000. In summary, a penslén can be earned in a much better
‘manner than through the medallion system.

The Tast argument presented by the taxicab Industry 1s that
the medallion would instill pride in taxi drivers. This 1s hard
to measure, It has been pointed ocut to the Special Committee by
officials of City Veterans Taxicab Assoclat!on that many of
their Tong time members already have pride and respect for the
taxi business as a profession. It |s difficult to estimate
whether the additional 'professionalism” which might develop In
the taxi industry would balance out the high cost of service
which would also result from a medallion system. As polnted out |
the quality of service resulting from pride In oneky work has been
established In Lty Veterans Fleet witheut the artlflciatl
stimylus of the metal medallion.
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LONCLUSIONS
On Entry Controls in General:

It seems that direct entry controls and limitations on the
servlces taxicabs may provide appear to deprive the public of
needed services with Tittle discernable publlc benefit. Studies
by Remp and others report that the number of taxis in g city
should incregge fn relationshlp to incredses in the ecanomi ¢
activity on a city: This indicates that Increased economic
activity wiil cause an increase in demand for taxicab services.
In the cities without entry controls the taxlcab industry hag
been able to meet this increase In demand wlth additional service
while taxf operators In restricted entry cities -(2uch as those
with the medalllon system) have been prevented from doing so.

“Moving from theoretical anal ysis to the real world, what are
the actual impacts of entry restrictlons on the service expeiienced

by the taxi traveling public?

(1} An undersupply of taxicab services means it is harder for the
intending passenger to get s cab. The average waiting time
is longer than it would be If more cabs'were allowed. Service
will likely be refused to those less lucrative trips, and some
level of demand will go completely unfilled or diverted to
other travel modes (private automoblle for example),

(2)  Entry restrictions are one of the main reasons why extra-’
legal and illegal cab sérvices can be found in many cities,
_and why, for example, New York Clry supports such a large
non-medallion 1lvery cab Industry, - t

(3) Kemp's study has indjcated that, for a glven level of
operarting costs, the fares are higher in restricted entyy
cities than the competitive fare level in & Free entry
market would be, other factors being egual.

In summary, then, what can we conclude about taxicab entry con-
trols and the public interest? The maln waight of avallable evidence
suggests that the entry controls found In most Targe cities are not
in the public Interest, leading to an undersupply of tax] sarvices,
to higher fares than would otherwise obtain, and, often, to the
creation of an extralegal unlicensed cab market. The Kemp study
concludes that ''in particular, the public are likely to benefit from
opening markets to moré independent owner-drivers who satigfy
adequate and effective tests of financial responsibility,s

§fochae¥ A. Kemp, op. ¢cit., page 99.
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Un the Medalllon System in Particular:

The medallion system, in Its heyday, was used by the
operators of large cab fleets to gain monopoly control of cah
service in several major U.S. citjes. The medatlion system
was used by these operators as a mechanism by which they could
increase their profits through high rates of fare, white
reducing their costs by not having to offer as manty cabs in
service. Historlcally, this proved very profitable to large
Ffleet operators.

' The change from fleet cperation to indapendent owner-driver
operation has undercut the value of the medalliion system to
operators. This has occurred to such a degree that this
researcher could find no benefit to an independent ocwner-driver
in switching ro the medalifon system,

Rowever, the greatest indictment of the medallion system
is that it has been used to incresse the cost of cab service for
the public without providing any compensating public benefit,
The benefits which proponents of the medallion system claim will
occur If it is instituted are the benefits which oceyr through
affective municipal regulatlion, not through the system [tself,
The operation of cabs In both Chicago and New York City provide
evidence that the medal]ion system does nothing to improve service
to the taxicab riding public (see the atrtached N.Y: Times editoelal

for evidence of New Yorkt's taxi problem) .

Vi. RECOM&ENQRTEO&S

1. The City of Milwaukee should not sdopt a medallion system for
licensing cabs, but should retain In its ordinances the pro-
hibition against the buying and selling of taxicab permits,

z, The City should continue to useasftScpiaf criteria for
Issuing taxicab permits whether or not' the applicant for the

license:

a. has or can readily obtain title to a vehicle meeting cluy
safety Inspection standards, _

b. has or can readily obtalnthe Insurance raquired for the
vehlcle, and

¢. can provide detailed information regarding how he witl
~conduct his business: radio dispatch, co~op member, as
a corporation, owner-driver, etc.

3. The City should strictly enforce its requirements for vehicle
safety and service to taxi customers as it is the enforcement
of these requirements and not the permitting method which
protects the public weifare.




