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in Representative Commurilies in Florida and Other States

Introduction

The Center for Urban Transportation Research at the University of South Florida in Tampa was
asked by the Florida Legislature to review the various methods and structures of taxicab
regulation in representative communities and to outline the advantages and disadvantages of the
different approaches but to make no recommendation as to which approach is best for any
particular community. How best to regulate the taxicab industry is an acknowledged difficult
problem as evidenced by a cautionary note provided by Charles Mahtesian in Governing
magazine:

Anyone who thinks the problem is solved doesn’t know much about the taxicab business in
America. Over the past half-century, cities have experimented with just about every form of
taxi oversight, from rigid supervision to virtual laissez-faire. All of the strategies have had
one element in common: They haven’t worked very well. Hardly any city seems to be able

to figure out how to provide its residents with uniformly clean, safe, reliable and courteous
cab service.

At the moment, the taxicab industry is going through a period of confusion in cities all over
the country. Some, like Seattle, are turning back to regulation after failed experiments at
lifting it. Others are deregulating in varying degree, hoping to improve service by breaking
up long-standing monopoly power. (Mahtesian, December 1998, pp. 26-27)

This white paper is intended as a resource for Florida policymakers who are faced with issues
relating to taxicab regulation. The first section of the report discusses the general approaches to
taxicab regulation. The second section presents the basic arpuments for and against taxicab
regulation. The results of the widespread deregulation experiments that took place in the ULS,
during the late 19705 and the early 19805 and the implications for future changes in taxicab
regulation are discussed next. That is followed by a description of some of the current attempts
to modify regulations and by several current case studies. The report concludes with an outline
of the advantages and disadvantages of the different approaches and a brief summary.

Definitions and Scope

The primary areas of taxicab regulation are market entry, fares, safety and insurance, and service
practices and quality.

Deregulation of the taxicab industry typically refers to "economic" deregulation. That is, safety
and insurance requirements, and service practices and quality, generally are not relaxed when
‘other aspects of the industry are deregulated, although the level of enforcement does vary
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significantly among jurisdictions regardless of regulatory approach. Consequently, the areas of
regulation that are addressed in this report are entry and fares. Service regulation is addressed to
the extent it affects ease of entry.

Entry regulation typically includes a requirement that a new applicant prove that there is a need
for the taxicab service that he or she proposes to provide. Some jurisdictions instead place a
limit on the total number of taxicab permits issued and revise the total very infrequently. Other
jurisdictions tie the number of permits to local population and adjust the number annually. These
new permits sometimes are distributed among qualified applicants by lottery. Service
regulations that can affect the ease of entry into the industry include such things as fleet size,
hours and geographic area of operation, and age of vehicles.

Fare regulation usually mieans that the regulatory body sets the rates, i.e., the fares are fixed. Ina
semi-deregulated environment, the repulatory body may set fare maximums and allow the
individual operators to charge whatever they wish up to the maximum.

Between the extremes of full regulation (also referred to as restricted entry) and full deregulation
(also referred to as open entry) of the taxicab industry there is a continuum of different
approaches. A common approach between the extremes is the minimum standards approach.
For comparison purposes, this report focuses primarily on three regulatory approaches: full
regulation, full deregulation, and minimum standards.

The minimum standards approach, as defined in a North Carolina State University report:

...involves developing, implementing, and enforcing compliance with a set of performance
standards for taxicab companies, taxicab drivers, and taxicab vehicles. Industry members are
held accountable for meeting well-defined criteria. If a company meets the required criteria,
there is no limit on the number of wvehicles which can be placed in service. The number of
vehicles in service is allowed to fluctuate according to market demand. Those companies
which provide superior service will likely increase their fleet to meet increased demand. A
company which provides substandard service will likely see reductions in its fleet as
customers increasingly use vehicles from companies which provide better service. (Institute
for Transportation Research and Education, 1996, p. 16)

The regulatory body typically is either an independent commission, a department of local
government, or a department of state government. An independent commission can be limited to
taxicab regulation or can regulate other services as well, such as ambulances and wreckers.
Regulation by local or state government can be housed within a single department or distributed
among departments, such as the police department for safety enforcement and another
department for permitting. A related issue is the geographic coverage of the regulatory body,
e.g., city versus county versus regional.
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The Honorable James T. Hargrett, Jr.
The Florida Senate

Room 330, Senate Office Building
Tallahassee, Florida 32399-1100

Dear Senator Hargrett:
As you requested, we have reviewed the methods of taxicab regulation in representative
communities in Florida and other states and have analyzed the advantages and disadvantages of

the different approaches. We also have reviewed and summatized the literature on taxicab
regulation. Our draft report is enclosed for vour reference and review.

As specified in your request, we have drawn no conclusions nor made any recommendations. -
However, we shall be glad to discuss the report and our information with you in more depth if
you wish,

As you suggested, we also are sending a copy of the draft report to the staff of the Office of
Program Policy Analysis and Government Accountability for their reference and we will be glad
to worl with them on any further analysis that needs to be done.

We have appreciated the opportunity to be of service, and we hope that our report meets your
needs. If we may be of further service, please let me know.

Sincerely,

Gary L. Brosch
Director
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Rationale for Regulation and Deregulation

The historic rationale for regulation of the taxicab industry is founded in economic principles
regarding public goods and monopolistic market conditions, as in the case of utilities and most
transportation companies. Whether or not the taxicab industry meets the criteria that justify -
regulation is the subject of a long-running debate. However, the issue of interest here is the

empirical question of how regulations and regulatory bodies can be modified to optimize the
taxicab service received by the public.

The argument for deregulation of tmﬁapurtaﬁcrn industries is well known and is based on the
belief that competition will lead to lower fares, improved service, and innovation, These results
have been seen in some transportation industries that have been deregulated, but there is concemn

that the taxicab industry may be sufficiently different that the results will not be the same, as
noted in a report by Roger Teal:

The impacts of taxi deregulation are in stark contrast to the larpely positive results of
deregulation of other American transportation industries. ... Inthe other deregulated
transportation industries, entry costs were substantial (and in some cases, very high),
‘there was abundant scope for reductions in labor costs and improvements in labor
productivity due to high wages and rigid work rules which had developed under
regulation, and the market was growing, in some cases rapidly (the one exception was
intercity bus service). Thus there was room in the market for new competitors, there
were cost-based opportunities for price reductions, and the relatively large capital
requirement to enter the industry placed a definite limit on the number of new entrants.

The taxi industry, in contrast, is distinguished by very low entry costs, the virtual absence of
opportunities for labor productivity or cost improvements, and a stagnant level of demand.
Combine these characteristics with the existence of "guaranteed" markets for an individual
taxi operator, notably airports and taxi stands--where the customary first-in, first-out
operation essentially guarantees customers providing the operator is willing to endure
potentially lengthy waits--and one has a recipe for unsucecessful deregulation.

Low entry costs, an inherent characteristic of a totally deregulated taxi industry, represent the
factor which is probably of greatest significance in preventing a more successful outcome to
taxi deregulation. Because capital requirements to enter the deregulated industry are
minimal, virtually any self-motivated individual can become a taxi operator. Individual
operators cannot effectively compete in the telephone order market, however, so they quickly
oversubscribe the airport and cabstand markets, causing full-service companies to abandon
these markets except for passenger drop-offs. This results in a reduction in economies of
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