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Interpreting the Results of Regulatory 
Revisions in Seattle and San Diego 
LAWRENCE DoxsEY 

In both Seattle and San Diego, the regulations that were 
reduced were restrictions on entry und restrictions on rntcs. The 
period that I am considering for Seattle is 1979 through the end 
of 1981, which is now a while ago, but that was the period 
covered by UMTA's survey. The period I am considering for 
San Diego is 1979 through 1984. 

Changes in Seattle involved two jurisdictions-the city of 
Seattle and King County. Two years before the changes in rate 
and entry restrictions, the two jurisdictions had established taxi 
license reciprocity, effectively merging their taxi markets. 
However, the two took separate paths for regulatory reform. In 
the county, open rate setting began in May 1979 and open entry 
began over a year later in June 1980. The city introduced both 
open rate setting and open entry in June 1979. (The reciprocity 
agreement was thus effectively suspended for new city entrants 
during the intervening year.) Because there were companies 
serving both jurisdictions, this somewhat uncoordinated revi
sion approach must be regarded as a potentially influential, 
site-specific circumstance that serves to retard generalization 
from the case, although with the city market outweighing the 
county by approximately 5 to 1, effects were probably modest. 

Perhaps curiously, there was prohibition of external posting 
of the rates until May 1981 when external posting became 
required. Certainly it reduced the latitude for any kind of 
comparison shopping, even if common units were used. 

Before the removal of entry restrictions in Seattle, the three 
largest firms together held 70 percent of the licenses. Between 
August 1979 and August 1981 the number of taxi licenses in 
Seattle rose from 421 to 527 (25.2 percent). In the process the 
industry became somewhat less concentrated, with the greatest 
growth being found among moderate-sized firms. Although 
there was an increase in the number of single-cab firms, their 
share of the market increased by less than 1 percent. Three
fourths of the new licenses-those taken by companies in the 
two largest size categories-went to firms generally suited to 
serving the telephone segment of the market. This emphasis on 
the pattern of expansion is consistent with increasing the role of 
competitive forces in the taxi industry. 

For assessing impacts on fares, I am using the cost of a 5-rni 
trip in a cab with fleetwide average rates. 

From the inception of open rate setting until December 1981, 
taxi fares in Seattle increased 23 percent. During the same 
period the consumer price index (CPI) increased 30 percent. In 
real terms, taxi rates declined about 6 percent. Put another way, 
in constant 1967 dollars the average cost of a 5-mi trip fell from 
$2.53 in June 1979 to $2.38 in December 1981. The Bureau of 
Labor Statistics maintains a national taxi fare index. For this 
same period, the index increased by 37 percent, so that the 
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Seattle increase is even smaller relative to a national index of 
taxi fares than it is to the CPL 

An additional point should be addressed at this juncture. 
Under a regime of regulated rates, all cabs charged identical 
fares. In the time periods compared earlier, it is this fare that we 
are comparing with the industry average fare realized under 
open rate setting. However, under open rate setting the rates 
charged have varied among cabs. One consequence of rate 
dispersion is that people have available to them rates below 
those of the industry average, and thus the average, in a sense, 
overstates the fare burden faced by industry patrons. Also note 
that throughout the flexible rate-setting period at each site, the 
industry median fare has been below the industry average fare, 
indicating that more than half of all cabs were available at rates 
below the average fare. 

In San Diego, entry restrictions were reduced in January 
1979 by allowing issuance of six new permits a month, which 
was intended to somewhat relieve the pressure of pent-up 
demand for entry. Just before this, in December 1978, the 
industry totaled 409 permits, so this flow of new entrants was 
quite small relative to the total industry. Beginning in July 1979 
this limit was raised to 15 per month. Rate restrictions were 
lifted in August 1979. 

Of most interest in San Diego is the effect of entry restric
tions after rate restrictions were lifted. During this period new 
license issues continued to be limited to 15 per month. The 
waiting list for permits was many months long, indicating that 
the 15-per-month limit acted as a significant entry barrier long 
after the rate ceiling was removed. Perhaps more important, no 
individual was allowed to hold more than one place at a time on 
the waiting list. This implied that to build a fleet, an entrant had 
to either buy licenses from other holders or work his way 
through repeated circuits of the waiting list. The effect was to 
strongly discourage entry by other than small companies. This 
circumstance is critical in light of the relative lack of potential 
for competition in the queue market and the need for a mini
mum size in order to efficiently serve the telephone market. 

San Diego's decision to reduce entry restrictions 7 months 
before lifting rate restrictions was an attempt to bring the 
industry toward an equilibrium size before the rate ceiling was 
lifted However, the restriction to 15 per month even after open 
rate setting worked against any influence of entry on realization 
of a competitive equilibrium. The perpetual waiting list sug
gests that the latter effect dominated. 

With continuing outspoken opposition from the largest firm 
in conjunction with a few very high rates filed by firms serving 
the queue market, in April 1983 San Diego partially reversed 
the regulatory changes with the imposition of a 1-year mor
atorium on the issuance of new permits and on the secondary 
market for permits. At the same time, individual company rates 
were limited to no more than 120 percent of the average of all 
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rates. In practice, the industry continued to grow for some time 
as individuals acquired vehicles for permits that had already 
been issued. 

The moratorium, although intended for 1 year, effectively 
has been continued. It is clear that at the time of the mor
atorium the industry was still in flux, so the premoratorium 
conditions should not be viewed as an equilibrium. One bit of 
evidence for this is that roughly 100 license applications were 
pending when the moratorium was imposed. 

What were the impacts of all this? Between December 1978 
and December 1981 the total number of licenses in San Diego 
rose from 409 to 752, an increase of 84 percent. By November 
1984 the total reached 916, for a cumulative growth of 124 
percent. This far larger increase suggests that before entry was 
eased, San Diego's taxi industry was much farther from an 
equilibrium size than was Seattle's. 

With the moratorium, the industry appears to have stabilized 
at around 900 cabs. Even during the period following the 
moratorium there were both entry and exit, with the former 
largely the result not of circumventing the moratorium but of a 
backlog of those who had been issued permits but had not 
obtained vehicles and related equipment at the time of the 
moratorium. 

Over the 3-year period ending in December 1981, the one 
large company added only a single permit and witnessed a 
decline in its share of all licenses from 68 percent to 37 percent. 
A second new permit was added between December 1981 and 
November 1984, although the firm's share of licenses declined 
to 30 percent over this period. Even with the waiting list 
procedure and its effect in deterring single firms from obtaining 
more than a few permits, it would have been feasible for this 
company to have added more than the two new permits. Fur
thermore, the company could have pursued expansion through 
the acquisition of other firms' permits. It is therefore relatively 
safe to conclude that the company's failure to expand was the 
result of its perception of the market rather than of residual 
entry barriers. 

As in Seattle, the greatest number of new permits went to the 
medium-sized companies of the four-or-more-permit category. 
The single largest of this group of firms held 25 permits in 
November 1984, indicating a significant gap between firms in 
this category and the industry's largest firm. The number of 
firms in this group rose from 7 in December 1978 to 22 in 
December 1981 and to 31inNovember1984, with the number 
of cabs increasing from 69 to 238 in December 1981 and to 278 
by November 1984. The average size of these firms thus 
declined modestly from about 10 to about 9 cabs. 

As for the rate impact in San Diego, in constant 1967 dollars, 
the average 5-mi trip fare rose from $2.36 in September 1979 to 
$2.58 in December 1981. By January 1983, 4 months before the 
moratorium, the figure was $2.60, only 1 percent higher than it 
had been 1 year earlier. The median fare was only 3 cents above 
the median rate before the 1979 regulatory reform. In contrast, 
the mean rate was 24 cents, or nearly 10 percent higher. This 
relationship in early 1983 was largely the result of a handful of 
cabs with rates two to three times the average. Just over 17 
percent of cabs had rates more than 10 percent above the 
average; 70 percent of the cabs were below the mean. 

In December 1983 the average rate had fallen to $2.43 and 
by June 1984 it had declined to $2.36, just where it had been 
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immediately before regulatory reform. At this $2.36, still 67 
percent of the cabs had rates that were below the mean. The 
median fare was $2.25, which is roughly 5 percent below. 

The differences are small enough that I don't think they 
should be taken as differences one way or another. The effect 
of the moratorium with its ceiling on rates at 120 percent above 
the mean was to bring rates back down to where they had been 
before the regulatory change. 

In summary, during 2 years in Seattle there was 25 percent 
growth in the industry size, most of that in the first year and in 
the larger firms, those with four cabs and up. Rates did not 
change much in real terms. 

During 5 years in San Diego there was a 125 percent increase 
in the industry size. Overall rates rose initially, leveled off 
before the moratorium, and finally came down to where they 
had been before regulatory change. 

I think one can infer from the fact that restriction on entry 
has been lobbied both for and against that entry is still attrac
tive, but that this industry is not at the size where it would level 
off if left to its own devices. For the most part, I think this 
sounds fairly positive for the regulatory experience. 

There clearly were problems, the most prominent of which 
was at the airport in each case. Airport rates were higher than 
industry averages and large numbers of cabs crowded the 
airport stands. Vital to these problems is the fact that the 
airports had the most active taxi queues, with the attendant 
difficulty of noncompetitiveness in queue markets. Under
standing the mechanics of market failure in the queue market is 
necessary in order to understand the reasons for these airport 
difficulties. To the extent that cabs can survive by specializing 
in the queue market, unrestricted rate setting and entry will lead 
to an inefficient oversupply to the queue market, with more 
cabs than required to maintain passenger expected wait times at 
zero and with fares rising to compensate cab companies for 
extremely long waits. 

The lesson is that some manner of rate regulation is neces
sary for efficient operation in the queue market. Following the 
initial flurry and commotion, both Seattle and San Diego 
imposed rules for maximum rates that could be charged on trips 
originating at airports. In both cases the approach was to set a 
ceiling as a maximum percentage by which airport trip rates 
could exceed the industry average or median. Because the 
industry average is influenced by rates filed by companies 
serving the inherently more competitive telephone market, this 
device tends to harness rates in the noncompetitive queue 
market to the results of competitive forces in the telephone 
market. The effectiveness of this approach depends heavily on 
the relative sizes of the telephone and queue markets. The 
larger the relative size of the former, the more effective will be 
the approach, although the experience from the two sites is too 
limited to gauge the minimum necessary share in the telephone 
market. 

Neither of these cities has a very important hailing compo
nent, so there is not much empirical evidence for what would 
happen where this kind of market is important. I think one can 
perhaps make an argument there if there is a tendency for cabs 
with lower rates to be hailed more readily, then that means that 
the cab with a lower rate will be utilized more of the time, 
introducing a competitive pressure for holding rates down in 
the hail market. For that process to work in the hail market, 
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however, there has to be a fairly ready identification of whether 
this rate is higher than that rate. The simplest way to do that is 
to impose the units in which the drop charge and the mileage 
charge are registered, so that everyone is charged such-and
such for the first l/s mi and such-and-such per additional 1/3 mi, 
or whatever unit you desire. 

COMMENTS 

MR. ROBERTSON: 

My name is Robertson. I am a member of the paratransit 
community. You say you are talking about the average price of 
a 5-mi trip in tenns of somewhere around $2? 

MR. DOXSEY: 

Yes, in 1967 dollars, but we have had considerable inflation. It 
is more like $5.50 in nominal terms. 

MR. ROBERTSON: 

In the FTC report on page 86 it says that a 5-mi trip in San 
Diego is approximately $7.40. The $2.50 price is contemplat
ing a fare at 25 to 30 cents a mile, and there hasn't been such a 
rate in 50 years. 

MR. DOXSEY: 

That is in 1967 dollars. That is adjusted for all of the inflation 
since 1967. 

MR. ROBERTSON: 

I don't think there were any 25-cent-a-mile rates. 

MR. DOXSEY: 

That was the rate that was approved. The $2.36 and the $2.50 
were the rates that were approved, converted back to 1967 
dollars. 

MR. ROBERTSON: 

Your are saying in 1967 you were charging 25 cents a mile for a 
cab? 
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MR. DOXSEY: 

It is 50 cents a mile. What I am saying is that in Seattle in 1976 
what was approved in nominal terms as $4.30, if one adjusted 
for the inflation between 1967 and 1976, would have been 
$2.36. 

MR. ROBERTSON: 

That is not 50 cents a mile because you don't have any 
allowance for a flag drop. 

MR. DOXSEY: 

That is inclusive of the flag drop. It is not inclusive of any 
waiting charge, but it is inclusive of the flag drop. 

MR. ROBERTSON: 

Five miles then at $2.50 is 50 cents a mile only if you don't 
have anything for the flag drop. It is really more like 30 cents a 
mile. 

MR. DOXSEY: 

I think $1 is too much for the flag drop. I do not recall what the 
number was, and we are again adjusting it back to 1967 dollars. 
There has been a lot of inflation. The reference point that I have 
used is the 1976 rate level approved by the regulatory commis
sion in Seattle and the 1977 fare level approved by the regula
tory commission in San Diego. Those are very simple to 
compute because they were prescribed rates, and the CPI is 
from the Bureau of Labor Statistics. It is computed by taking 
the drop charge, plus 5 mi times the mileage charge. In nominal 
terms in 1976, in Seattle, that added up to $4.30, and I apolo
gize for not being able to tell you what they approved in those 
components as of that date. 

MR. ROBERTSON: 

Where did the $7.40 from FTC come from? 

MR. DOXSEY: 

That is in nominal tenns in a period where there had been 
nearly a threefold increase in the price index between 1967 and 
1981, which I think is the reference point for that number. 




