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UBER: DRIVING

l
GLOBAL DISRUPTION s

“Uber is software eats taxis.”

™

Marc Andreesen’

“I have had some terrible experiences with the taxi service; twice this past year I ordered a taxi to my house to go to

the airport and they just didn’t show up.”

“Cab driver robbed, stabbed overnight in Salt Lake City.”

P INTRODUCTION

In June 2014, 5-year-old company, Uber Technolo-
gies, the developer of the car-hailing smartphone
app, secured $1.2 billion in funding from a consor-
tium of investors led by mutual-fund giant Fidelity
Investments. On the basis of the funding, Uber was
valued at $18.2 billion, making it one of the world’s
most valuable privately held companies. This placed
Uber’s valuation above that of the rental car com-
panies Hertz and Avis, as well as other well known,
private technology companies such as Airbnb
and Dropbox. In justifying the valuation, CEO
Travis Kalanick noted that Uber was already using
its app to offer ride-for-hire services in 130 cities in

Kevin Kane?

KUTV News headline.?

36 countries, and that revenues were “at least dou-
bling every 6 months.”

At the same time, Uber was facing challenges from
incumbent taxi services around the globe that argued
Uber was circumventing existing regulations and com-
peting against them unfairly. On June 12, 2014, European
taxi drivers protested the rise of Uber, stopping in the
middle of streets and shutting down major portions of
several major European cities including London, Lyon,
Madrid, and Milan. Uber responded by offering dis-
counts to stranded commuters in major cities. The day
after the protests, Uber reported that its ridership in
London had soared by 850%.° In the United States, reg-
ulators in numerous cities have issued cease-and-desist
orders against Uber, which the company has generally ig-
nored and, in several high-profile instances, overturned.
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V' THE “RIDE-FOR-HIRE”
MARKETPLACE
IN THE UNITED STATES

Historically in the United States, two different types
of provider have operated in the ride-for-hire mar-
ketplace: taxicab services and limousine services,
each of which operates under a different set of rules.
Both taxicab and limousine services are regulated by
the states and/or cities in which they operate. In most
cases, taxicabs are regulated at the municipal level,
whereas limousine services are regulated at the city or
state level. The regulations that apply to taxicab and
limousine services are roughly similar from jurisdic-
tion to jurisdiction, although they may differ in detail.
Regulations typically address who can operate a
taxicab or limousine, how service providers are con-
tacted, the fare structure, and the labeling and appear-
ance of vehicles. The motive for regulation is to ensure
that services are safe, reliable, and affordable, and that
owners and drivers are adequately compensated.
Customers can contact ride providers in two ways:
by hailing on the street, or by prearrangement. In
general, only licensed taxicabs can be hailed on the
street; limousine services must be prearranged. More-
over, unlike taxicabs, in many cities limousine services
cannot respond immediately to pick-up requests—they
typically have a minimum prearrangement time, often
at least an hour. This requirement works to protect taxi-
cabs from direct competition from limousine services.
Most large urban markets are served by a signifi-
cant number of local taxicab companies operating
fleets of cars. For example, there are 31 cab compa-
nies in San Francisco and 10 taxi dispatch companies
that schedule rides. No one firm is dominant. There
are about 1,500 licensed taxicabs within the city. Some
57% of taxi drivers in San Francisco are immigrants,
a pattern repeated in many other cities. The average
mean wage of a San Francisco driver was reported to
be $22,440 in 2013.7
In New York, which has the largest ride for hire fleet
in the USA, licenses have been issued for 13,437 taxicabs.
There are an estimated 42,000 drivers in the city, with a
licensed vehicle being used by 2-3 drivers a day. In 2014,
only 6% of cab drivers in New York were born in the
USA, and 36% came from Bangladesh and Pakistan.

The New York taxi fleet picks up 600,000 passengers per
day. There are also an estimated 25,000 livery cars that
provide for hire service by pre arrangement, and carry
500,000 passengers per day. There are 10,000 “black
cars” that provide services mostly for corporate clients.®

Regulators have long required that taxicabs avail-
able to be hailed on the street be licensed. The license
is to ensure that the taxi service is safe and reliable, and
that fares"are fair. For hire vehicles must be insured to
cover drivers and passengers, meet safety standards,
and (if taxicabs) have a sealed meter. Regulations also
require that licensed cabs be quickly and easily identi-
fiable. This is normally achieved by a distinctive color
(e.g., yellow cabs). Cabs must also display whether
they are in service or not.

Taxicabs charge a regulated fare, set by a gov-
ernment agency, based on the time and distance of
the trip as measured by a meter. Some trips to and
from established destinations such as an airport may
have a fixed price that will displayed in the cab. Taxi-
cabs are required to carry standardized meters that
must be prominently displayed, sealed, and periodi-
cally checked to ensure that the proper fare is being
charged. Limousine services are generally prohibited
from charging fares based on time and distance, and
they do not carry a meter. Typically, fees are based
on time, often with a minimum billed time. The fee
normally has to be agreed upon in advance.

In many jurisdictions, the licensing system limits
the supply of taxicabs. One common variant of licens-
ing is the medallion system that is used in cities such
as New York, Boston, Chicago, and San Francisco.
Medallions are small, metal plates attached to the hood
of a taxi certifying it for passenger pickup throughout
a defined area (normally metropolitan boundaries).
When the medallion system was first introduced in
New York in 1937, the idea was to make sure that taxi
driver was not a criminal luring passengers into his
vehicle. To get a medallion, the taxi service has to ad-
here to the regulatory requirements in that jurisdiction
and be approved by the appropriate regulatory agen-
cy. Medallions may be given to individual taxi drivers
who own their own cars, but more typically taxi com-
panies that own fleets of cars acquire them. The taxi
companies then lease cars and medallions to drivers
on a daily or weekly basis. In some locations the driver
may own the car, but lease or purchase the medallion
from an agent who has acquired it. An example would
be Medallion Financial, a publically traded company




that owns hundreds of medallions in New York, sells
them to aspiring young cabbies, and arranges for loans
to finance their purchase.

In cities that utilize a medallion system, the supply
of medallions has often been limited. The rationaliza-
tions for doing this include ensuring quality, guaran-
teeing a fair return to taxi companies, and helping to
support demand for other forms of public transporta-
tion such as buses, trains, and the subway. It has also
been argued that limiting the number of cabs helps
reduce congestion and pollution.’

In practice, the supply of medallions has often not
kept pace with growing populations. In New York,
Chicago, and Boston, for example, the number of medal-
lions issued has barely budged since the 1930s. In New
York, there were 11,787 medallions issued after World
War II, a number that remained constant until 2004. By
2014, there were 13,437 medallions issued in New York.

Medallions can be traded. Thus over time, a sec-
ondary market in medallions has developed. In this
market, the price is not set by the agency issuing them
but by the laws of supply and demand. The effect
of limited supply has been to drive up the price of
medallions. In New York, taxi medallions were fa-
mously selling for over $1 million in 2012. In Boston,
the price was $625,000. In San Francisco, the price
was $300,000 and the city took a $100,000 commis-
sion on the sale of medallions.’” The average annual
price of medallions surged during the 2000s. In New
York, prices increased 260% between 2004 and 2012.
The inflation-adjusted annualized return for medal-
lions over this time period in New York was 19.5%,
compared to a 3.9% annual return for the S&P 500."

As noted above, drivers often do not own the
medallions. There are three players in many taxi mar-
kets: the medallion holders (often taxi companies)
who have acquired the right to operate a taxi from
the regulatory agency; the taxi driver; and taxi dis-
patch companies. A taxi dispatch company typically
matches available cabs with customers and takes a fee
for its scheduling services. g

In New York, about 18% of cabs were owner oper-
ated in 2014, putting most medallions in the hands of
taxi companies. In New York, regulations allow me-
dallion owners to lease them out to drivers for 12-hour
shifts. The critical problem facing drivers is that they
must get access to a medallion in order to make a liv-
ing. Due to this, companies that own medallions can
extract high fees from drivers. There are also reports
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that some taxi dispatch companies use their position
as schedulers to extract payment in the form of bribes
from drivers in return for preferred shifts.!?

Drivers, who legally are viewed as “independent
contractors,” can begin a 12-hour shift owing as much as
$130 to their medallion-leasing company. They may not
break even until halfway through their shift. One con-
sulting company report found that, in 2006, a driver’s
take-home pay in New York for a 12-hour shift averaged
$158. In 2011, the New York transportation author-
ity calculated that it was $96.1% A study of taxi drivers
in Los Angeles found that drivers worked on average
72 hours a week for a median take-home wage of $8.39
an hour. The LA drivers were paying $2,000 in leasing
fees per month to taxi companies. None of the drivers
in the LA study had health insurance provided by their
companies, and 61% were completely without health
insurance.* Given the compensation, it is perhaps not
surprising that some drivers can be rude, impatient, and
prone to drive fast and take poor care of their cabs.

The LA study noted that, because City officials
heavily regulate the taxi business, taxi companies are
active politically, paying lobbyist to advocate for their
interests and contributing to the campaign funds of
local politicians. The same is true in New York City,
where the medallion owners’ trade association, the
Metropolitan Taxi Board of Trade, lobbies hard to in-
fluence public policy. In 2011, for example, medallion
owners were initially able to block plans to create a fleet
of “Boro” cabs (painted green) to serve New York’s
outer boroughs. They argued that doing so would
drive down the price of their medallions. In June 2013,
however, the New York Supreme Court overruled
lower court rulings and allowed the licensing of Boro
cabs to proceed. The intention now is to issue 18,000
new licenses to green cabs. These cabs, however, will
not be able to pick up passengers in Jower Manhattan,
which remains the territory of yellow cabs.®

P THE RIDE-FOR-HIRE MARKET
IN OTHER COUNTRIES

Many regulations in the U.S. ride-for-hire market-
place have analogs in other countries. In London,

for example, there are 22,000 black cabs (taxis that
can be hailed) and 49,000 vehicles licensed for private
hire that cannot be hailed on the street. Although
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there is no regulatory limit on the number of taxis in
London, before London taxi drivers can join the work
force they must navigate byzantine licensing proce-
dures that include memorizing the city’s street maps,
which is referred to as “the knowledge.” Acquiring
“the knowledge” constitutes the most demanding taxi
driver training program in the world. On average it
takes 12 attempts at the final test and 34 months of
preparation to pass the knowledge exam. The effect
of “the knowledge” requirement is to limit the sup-
ply of taxis in London. Similar, though less demand-
ing, knowledge tests are found in Austria, Brussels,
Finland, Germany, and Hungary.'®

" In Paris, the number of taxi permits was capped
at 14,000 in 1937. By 2014, a much bigger and vastly
richer Paris was receiving 27 million tourist visits a
year, yet the number of cabs had edged up just 14%, to
15,900. The result: Parisians must stand in long lines
for cabs that never come. In 2007, the Government of
Nicolas Sarkozy proposed to license 6,500 new cabs in
Paris. The proposal trigged a strike among transpor-

tation workers that shut the city down for a day and.

frightened Sarkozy into surrender."

Italy is another country with a restrictive licensing
system for taxis. This has been a problem in Milan, for
example. In 2002, the ratio of taxis to inhabitants was
1 for every 1,094 inhabitants, compared to 1 for every
387 in London and 1 for every 414 in Paris. At the
time, there were 4,571 taxis in Milan, a number that
had been frozen for 20 years. The shortage of taxis
resulted in long waiting periods at peak demand
times. The price of taxi licenses on the secondary
market had risen to between EUR 100,000 and EUR
130,000. In 2002, the city government moved to alle-
viate the cab shortage, announcing that it would issue
500 new cab licenses. Milan’s taxi drivers mounted a
vigorous campaign against this. The city responded
by reducing the number of proposed new licenses to
300. The taxi drivers still objected and protested by
forming “go-slow” convoys of taxis that paralyzed
city traffic for 2 days. The city effectively backed off."*

In contrast, Dublin offers a view of what can hap-
pen when regulations are relaxed. Due to the limited
availability of licenses, between 1979 and 1998 the
number of licenses in Dublin barely budged even
though demand had soared as the population grew.
Deregulation in 2000 reduced the cost of entry (car
plus license) by 74%. The result was more than three
times as many cabs on the road, shorter waiting times,

better cab quality, and higher passenger satisfaction—
all in 2 years.”

Interestingly, Tehran, the capital of Iran, has a
highly deregulated ride-for-hire market. In addition
to private taxis, a shared taxi system allows any pri-
vate car to pick up passengers. Since travelers can hop
on and off as they please, a driver can carry passen-
gers travelling to different destinations at the same
time, which increases utilization of the vehicle. The
system also means that the supply of taxis is very
fluid, increasing during rush hour as commuters pick
up passengers on their way home.”

P UBER’S SERVICE

Uber was founded in San Francisco, in 2009, by Gar-
rett Camp and Travis Kalanick to develop a smart-
phone app that would facilitate the creation of a new
ride-for-hire service. The company raised $1.25 million
in angel investments in 2010 to help fund the initial
service rollout. From the outset, the goal was to over-
come common frustrations that customers often ex-
perience when trying to find a taxi. Passengers can
find taxicabs to be unpleasant, poorly maintained,
dirty, and recklessly driven. Taxicabs can be difficult
to find in certain areas—many drivers avoid areas of
a city where there are few passengers, or where they
are unlikely to find a return fare. There can also be a
shortage of cabs at peak commute times, or at special
events, such as New Year’s Eve, which leads to long
wait times. Sometimes taxicabs just don’t turn up,
leaving a traveler stranded. This author once missed
a plane flight because a taxicab booked the day before
didn’t appear. On another occasion, a scheduled ride
turned up very late because the taxi driver got lost.

Business Model

Uber exploited the opportunity created by customer
frustrations to develop a smartphone application that
effectively enables customers to hail a car immediately
from the comfort of a couch or a barstool, rather
than standing on a cold street and waiting for a cab to
drive by. The app also shows customers the location
of cars. In general, a car will arrive a few minutes
after being hailed. The fare, including a tip, is charged



directly to the customer’s credit card. This means that
no cash changes hands, which is a major plus for driv-
ers who did not like to carry large quantities of cash
(there is a long history of taxi drivers being robbed
by riders). The fee is based on time and distance, as
determined by the Uber application using the GPS
capability of the driver’s mobile device, Under the
initial model, the fee was split between the driver,
who kept 80%, and Uber, which got 20%. When Uber
started its service in 2010, the company was charging
40 to 100% more than a similar trip using a taxicab.
However, over time, the price differential between
Uber cars and regular taxicabs fares has declined
substantially.

Uber does not own cars. Instead it relies upon a
network of established, licensed limousine drivers
and companies that wish to be part of its system. In
effect, the Uber app allows limousine’s to be trans-
formed into a service that can be hailed from any lo-
cation, albeit by an app rather than hand signaling,
Uber relies greatly on data analytics to determine the
best locations for drivers to wait in order to speed
up response time to customer requests for rides. The
more data Uber gathers, the better its predictive mod-
els, the more optimal its placement of vehicles, and
the higher its vehicle utilization.

Uber also used data analytics to pioneer the use of
what it calls “surge pricing.”? Instead of using fixed
pricing as do conventional taxi services, Uber adjusts
prices for a ride depending upon the state of demand.
For example, prices have been known to surge on
New Year’s Eve. Similarly, if there is an unforeseen
event such as a snowstorm that makes everyone want
a car at the same time, prices will go up, often dra-
matically. There have been reports of Uber fares in-
creasing to as much as seven times the normal level
during periods of peak demand. In turn, the higher
prices attract more Uber vehicles onto the road, and
prices drop back down toward normal levels. Uber
argues that a benefit of this system is that it"encour-
ages more supply at periods of peak demand, and
visa-versa. However, there have been some reports
of grumbling on the part of customers who find that
they are paying unexpectedly high prices. Conversely,
if Uber’s network of drivers responds quickly to price
signals, dramatic prices surges should be a very transi-
tory phenomenon.

An added benefit of the Uber app is a feature that
allows riders to rate drivers, which translates into an
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implicit guarantee of driver reliability based on prior
reputation. There is a corresponding feature on the
driver’s app, which enables them to rate customers
and red flag and avoid troublesome clients.

Limousine and other private car owners have been
attracted to the Uber model by a number of factors.
First, the Uber app has enabled limo drivers to cir-
cumvent regulations that prohibit them from being
hailed on the street. As such, it has increased demand
for their services. Second, the app increases vehicle
utilization, which drives more revenues to the vehi-
cle owner. Third, owners of the vehicle benefit from
the surge-pricing methodology that enables them to
charge more than regulated fares at times of peak de-
mand. Fourth, the fact that no cash changes hands
and that payment is guaranteed when a ride is booked
increases the safety of the driver, as does the client-
rating feature on the driver’s app. Fifth, the Uber
system means that drivers can work flexible hours,
driving when they want to rather than when a taxi
company tells them they must take a shift.

There have been reports of Uber drivers earning
multiples of what the driver of a regulated taxicab
could earn. In early 2014, Uber suggested that while
a typical taxicab driver could earn $30,000 a year, an
Uber driver working a 40-hour-week could earn near-
ly $91,000 a year in New York, and $74,000 in San
Francisco.” Attracted by such financial inducements,
in 2014, the company claimed that 20,000 drivers a
month were signing up with Uber worldwide.

Some financial journalists have questioned Uber’s
claims about driver income. Uber’s estimates were
based on a sample of drivers who drove over 40 hours
a week. The earnings figures also excluded the cost of
gas, insurance, parking, maintenance, repairs, and pay-
ing for tolls. One journalist concluded that in order to
earn $75,000 a year driving for Uber in San Francisco,
a driver would have to work 58 hours a week.?

Expansion Strategy

Uber began offering its service in June 2010 in San
Francisco under the name UberCab. New York was
added in May 2011. By April 2012, the company was
in seven U.S. cities, Paris, and Toronto. Two years
later, Uber was operating in 130 cities in 36 coun-
tries around the world. Initially, Uber limited its ser-
vice to drivers with high-end, limo-type cars. In San
Francisco, Uber explicitly targeted members of the
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tech community in its early marketing efforts, spon-
soring local tech and venture capital events and pro-
viding free rides to attendees. Uber’s bet was that its
service would immediately resonate with this demo-
graphic, who would rapidly spread the news via word
of mouth and social networks. According to CEO
Travis Kalanick:

Uber spends virtually zero dollars on market-
ing, spreading almost exclusively via word of
mouth. I’m talking old-school word of mouth,
you know at the water cooler in the office, at
a restaurant when you’re paying the bill, at a
party with friends—“Who’s Ubering home?”
Ninety-five percent of all our riders have heard
about Uber from other Uber riders. Qur viral-
ity is almost unprecedented. For every 7 rides
we do, our users’ big mouths generate a new
rider.*

One of Uber’s business development managers elabo-
rated on this:

With Uber everything is very local-focused as
transportation is a local topic. For that reason
we have an operations team on the ground in
all the cities where Uber exists, and that team
is working with both local drivers and local cli-
ents to grow the business there.

We’ve also found that our growth is driven
substantially by word of mouth. When some-
one sees the ease of use, the fact that they press
a button on their phone and in under 5 minutes
a car appears, they inevitably become a brand
advocate. We’ve also done our best to reach
out to folks who are influencer in our markets,
who obviously have a stronger reach and big-
ger audience.?

To drive rapid growth, Uber picked cities that have
what Kalanick refers to as “accelerants.” These accel-
erants indicate a concentrated need for Uber’s ser-
vice and include (1) lots of restaurants and nightlife,
(2) holidays and events, (3) weather, and (4) sports.?
For example, in Chicago, a city with lots of night-
life, intense weather, and numerous sporting events,
Uber’s initial viral growth was double what they nor-
mally experienced. Special ¢vents and holidays also
provided an opportunity to showcase Uber’s model.
Uber’s ability to deliver rides on New Year’s Eve in

San Francisco, a city notorious for its lack of taxis,
drove spikes in new ridership. Kalanick has also noted
that Uber is getting better at local market entry over
time:

Every city, every subsequent city that we go to
we’re getting better at rolling the city out and
growing the city faster. And so a lot of the cit-
ies where there’s a constrained number of taxis,
no liquid black car market, those are the cities
where we launch and things explode from the
start. We have other cities where there’s tons of
taxis, in some cases way too many and in those
situations often the quality of service being de-
livered is really poor, so we go in there and ex-
plode as well. But there’s all kinds of different
cities in terms of regulatory, and in terms of
what the industry looks like, an industry which
we’re disrupting in a substantial way.

We think that cities deserve to have an-
other transportation alternative. It sounds
crazy to have to say that but you have to do
that because you have incumbent interests
which are often trying to curtail innovation
and curtail the sort of transportation alterna-
tives that might compete with their existing
business. And, because of that, it requires us
to take a very local approach to how we go
after a city. We have launchers that go into
[cities] . . . and turn nothing into something,.
I like to say they drop in with parachutes and
machetes [and] get highly involved with the
suppliers, people who own cars and run car
services, and really just make sure that we can
launch a service that is high quality from the
start. Being local and speaking with a local
voice is important when you're doing trans-
portation and means you know what’s going
on for the city. 7

To achieve rapid expansion, Uber needs to be
able to quickly build a network of drivers in each
city it enters. The company certainly touts the finan-
cial and safety advantages of working for Uber, but
it is also taking other actions to make sure there are
plenty of drivers available. Most notably, in Decem-
ber 2013, Uber lined up $2.5 billion in outside financ-
ing for low-interest-rate loans for Uber X drivers with
Toyota and GM (more on Uber X later in this case).




This should make it possible for up to 200,000 drivers
to buy their own cars at very low interest rates, un-
der the condition that they use those cars on the Uber
network for the duration of the loan. In effect, drivers
are lock in for the duration of the loan unless they
want to see their interest rates balloon. Reportedly,
drivers have to agree to two financing rates, one that
reflects the cost savings of them partnering with Uber,
and one that doesn’t.”®

Regulatory Responses

Uber had not been operating in San Francisco long
before there was rumbling among taxicab companies
that Uber might not be legal. A taxi driver raised ob-
jections against Uber at a city Taxi Advisory Council
meeting. Among the concerns were the following:*

» Uber operates much like a cab company but does
not have a taxi license.

- TIts cars don’t have insurance equivalent to taxi
insurance.

+ Uber may threaten taxi dispatchers’ way of mak-
ing a living.

» Limos usually have to book an hour in advance,
by law, while only licensed taxis can pick someone
up right away, but Uber picks people up immedi-
ately, without a license to do so.

On October 20, the San Francisco Metro Transit Au-
thority and the Public Utilities Commission of California
issued a cease-and-desist order against the company.
Uber, however, continued its service under threat of pen-
alties including fines of up to $5,000 per instance of op-
eration, and potentially 90 days in jail for each day the
company remained in operation past the order.

Undeterred, Uber stated that it would work with the
agencies involved to understand their exact concerns
and make sure that the service was in compliance. On
the company blog, the following statement was posted:

Uber is a first to market, cutting edge trans-
portation technology and it must be recog-
nized that the regulations from both city and
state regulatory bodies have not been written
with these innovations in mind. As such, we
are happy to help educate the regulatory bod-
ies on this new generation of technology, and
work closely with both agencies to ensure our
compliance and keep our service available.
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However, the company did quietly change the
name of its service from UberCab to Uber.

The dispute between Uber and regulatory au-
thorities in California simmered on for 3 years. Dur- .
ing this time, Uber continued to operate, and indeed
dramatically expanded its service. At one point, CEO
Kalanick joked that he probably had 20,000 years of
jail time in front of him.* In 2013, influenced by evi-
dence of strong public demand for Uber’s service, the
California Public Utilities Commission stuck a deal
with Uber, lifted the (ignored) cease-and-desist order,
and eliminated fines.

As Uber expanded its service, what had happened in
California occurred in cities around the United States,
and then the globe. In Washington D.C., for example,
where existing taxi services were rated as poor by many
residents, demand for Uber cars rapidly took off after
the company started service in- December 2011. The
local regulatory authority, The DC Taxicab Commis-
sion, deemed the service illegal. True to form, Uber
continued to operate. At one point, the Commission
conducted sting operations against Uber, hailing cars
via the Uber app, then impounding the cars and ticket-
ing the drivers. Responding to intense lobbying from
D.C.’s 150 taxicab companies, in mid-2012 the City
Council drafted legislation to fix the price for Uber’s
service so that it would be five times the minimum cost
of cabs. Uber CEO Kalanick responded with a social
media campaign, urging D.C. customers to sign a peti-
tion and email council members to protest the legisla-
tion. The council members, swamped with thousands
of emails, quickly withdrew the legislation. In a ma-
jor victory for Kalanick, in short order a new bill was
drafted and passed that exempted Uber from regula-
tion by the Taxicab Commission.”!

In Seattle, after initially ignoring Uber, the City
Council responded to its increasing popularity by
passing an ordinance that limited the number of Uber
drivers to 150. At the time, Uber already had 1,000
drivers in the city. The City Council said that it was
concerned about the safety and insurance coverage
of Uber cars. Council member Kshama Sawant, the
Council’s only socialist, argued in favor of the cap as
a means to protect traditional taxi drivers. However,
in Seattle, city ordinances can be suspended if enough
citizens sign a petition requesting this. The day after
the ordinance was passed, a group that received some
$400,000 in funding from Uber and similar services
submitted more than 36,000 signatures to the city
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clerk’s office, more than double the required number
to suspend an ordinance. In July 2014, the City Coun-
cil voted 8-1 in favor of legislation that legalized Uber
and similar services, and removed any caps on the
number of drivers.?

In New York, a city with a long tradition of limo
services, Uber initially operated unimpeded. How-
ever, when it tried to expand operations to include
New York’s traditional yellow cabs, the city’s Taxi
and Limousine Commission (TLC) stepped in, telling
cab owners that it had “not authorized any electronic
hailing of payment applications for use in New York
City taxicabs,” and further that “drivers and owners
are reminded that violations of Commission rules
can lead to fines, and in some cases, the suspension or
revocation of their license.”* Interestingly, the TLC
took this position despite strong interest among taxi
drivers. Uber responded by withdrawing its yellow
taxi service, but its limo service continued to operate.

In London, taxi drivers responded to the growing
popularity of Uber with a day of protests, stopping
in the middle of streets and causing significant con-
gestion. The protests backfired, as Uber reported a
surge in app downloads and registration by London
residents. In Paris, where similar protests by taxi
drivers also took place, the Senate passed a bill that
requires online car service drivers to return to their
headquarters or a parking garage between each cli-
ent, unless they have a prior reservation—a require-
ment that would substantially reduce Uber’s ability
to respond in a timely manner. The bill would also
prevent companies from showing live locations of
their cars on a map. The bill was scheduled for a full
vote in the National Assembly in Fall 2014. In Brus-
sels, Uber was banned after a court ruled it did not
have the appropriate permits to operate in the city. In
Berlin, the chairman of the Berlin Taxi Association
won an injunction against Uber in April 2014, barring
the company from operating there. However, the rul-
ing is not being enforced in Berlin while Uber awaits
the outcome of an appeal.

Commenting on legal attempts to stop Uber, CEO
Kalanick argues that they are classic example of reg-
ulators trying to stifle innovation. Kalanick also as-
serts that Uber’s strategy of marching into new cities
without asking permission is necessary. “If you put
yourself in the position to ask for something that is
already legal, you’ll never be able to roll it out . . . the
corruption of the taxi industries will make it so you

T ——

will never get to market.” * At the time of writing,
Uber is fighting multiple cease-and-desist orders in
cities across the United States and around the world,
as well as regulatory attempts to ban or hamstring the
service. Despite the sustained legal assault, Uber has
so far only exited one city, Vancouver, Canada. ;

Competition

No good idea goes long without imitation, and Uber
soon found itself facing several rivals, including mosi
notably Lyft. Lyft is a privately held company based in
San Francisco backed by venture capital. By mid-2014,:
it had raised over $300 million in financing. Loga%-:'
Green and John Zimmer launched Lyft in Summer
2012. It was originally conceived as a local service:
of Zimride, a ridesharing service the two founded ni
2007 that was focused on long-distance ride sharing,:
typically between cities. Lyft uses a smartphone app
that facilitates peer-to-peer ride sharing and electron-
ic hailing by enabling passengers who need a ride to
request one from the available community of drivers
nearby.
Lyft differs from Uber in that its drivers are regu-
lar citizens using their own cars. Lyft drivers are dis-
tinguished by a pink, fuzzy mustache placed on the
front of their vehicles. Drivers and passengers can
rate each other on a five-star scale after each ride.
The ratings establish the reputations of both drivers
and passengers within the Lyft network. Ratings are
displayed on the Lyft smartphone app, enabling driv-
ers to avoid bad customers, and customers to avoid
drivers with poor ratings. Lyft initially did not charge
fixed prices, but instead relied upon voluntary dona-
tions to the driver. This changed in November 2013,
when the company said that it would institute a fixed
price schedule, with a 25% surcharge for peak periods.
As with Uber, payment is automatic, made through
the Lyft app, and Lyft takes 20% of the fare.’
By mid-2014, Lyft had established itself in 60 cit-
ies in the United States. Like Uber, Lyft has run into
significant regulatory headwinds. Indeed, if anything,
Lyft has faced more regulatory opposition because its
drivers use their own cars. To counter claims regard-
ing safety, Lyft insures each driver with a $1-million
“excess” liability policy. Any driver with an aver-
age user rating of less than 4.5 out of 5 stars is also
dropped from the service. |




Lyft faced the same headwinds as Uber in Cali-
fornia, and stuck a similar deal with regulators in
mid-2013. In New York City, the TLC, which had
declared Lyft an unauthorized service that had not
demonstrated compliance with safety and licensing
requirements, initially blocked it from operating. The
restriction was lifted in July 2014 after Lyft agreed
to use licensed, commercial drivers within the city.
To grow its network in New York, Lyft was report-
edly offering a guaranteed $10,000 a month to drivers
with a license from the TLC who would agree to work
60 hours a week, and $5,000 to those willing to work
40 hours a week.”’

A smaller competitor, Sidecar, began in San
Francisco in 2012. Sidecar, a peer-to-peer ridesharing
service, is similar to Lyft in many respects. It, too,
uses a smartphone app to facilitate matching drivers
to customers. One major difference is that Sidecar lets
drivers set their own prices, while riders can select the
car they want based on price and vehicle model. In
mid-2014, Sidecar was operating in eight U.S. cities.

¥ PRODUCT EXTENSIONS
AND PRICE CUTS: UBER X

Uber started out using traditional, black limousines.
In July 2012, it created a new service category, Uber
X, which allowed Uber drivers to use vehicles such as
Toyota Prius Hybrids and SUVs like the Cadillac Es-
calade. By 2014, Uber X drivers were also using basic
sedans like the Toyota Camry or Honda Accord.
Initially, the pricing for Uber X cars was a $5 base
fee, with a $3.25 per mile charge thereafter, making
Uber X 35% cheaper than Uber’s “black car” rates.
The introduction of Uber X was seen as a competi-
tive response to the emergence of Lyft as a low-cost
competitor.® -

In June 2013, Uber reduced the price of its Uber
X service in San Francisco by 25%. In October 2013,
it announced similar fare reductions in Los Angeles,
San Diego, and Washington, D.C. At the time, Uber
stated that its fares were 18 to 37% cheaper than
hailing a traditional taxicab, depending upon loca-
tion. Although Uber compares its prices to tradi-
tional taxicabs, its price reductions have often come
in cities where Lyft has recently launched its service.
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For example, Uber launched its Uber X service in In-
dianapolis and St. Paul just a week after Lyft intro-
duced its service to riders in those cities. Uber also
offered a free month of service to riders in those cities.

Uber dropped its prices again in January 2014. To
push back against resistance from drivers, it argued
that the price cuts meant more rides, and thus greater
revenue. Uber announced a further round of 25%
price cuts in Summer 2014 for its Uber X service in
select cities, including San Francisco. These cuts are
meant to be for a limited time only. However, Uber
also stated that drivers would still pocket 80% of the
original fare before the cut. This implies that, in some
cases, Uber was now paying drivers more than they
carned. For example, a 25% cut implies that a rider
will now pay $11.25 for a ride that previously cost
$15. But the driver will still keep 80% of the original
$15 fee, which means that Uber has to pay the driver
$0.75 to make up the $12 salary for the driver. Under
the new pricing scheme, Uber X is now cheaper than
taxicab service in many locations. For example, a fare
from Union Square to the Mission District in San
Francisco costs $11 via taxicab, and $6 by Uber X.»®
On July 7, 2014, Uber dropped its New York City fare
by 20%, making Uber X cheaper than a taxi in that
market. :

?

P CONCLUSION

Uber is a private company. Its financials remain a
closely guarded secret and the source of some spec-
ulation. In August 2013, well-known tech writer
Kara Swisher reported that Uber was on track to
make $125 million in revenue in 2013. In December
2013, a news source gained access to what appeared
to be a leaked screenshot of Uber’s financials dated
November 20, 2013. This suggested that the company
was on track to generate revenues around $210 mil-
lion in 2013. The same screenshot indicated that Uber
had received 12 million ride requests and processed
89,976 new signups in the last 7 days.® In June 2014,
Kalanick stated that revenues were at least doubling
every 6 months. If true, Uber may be on track to hav-
ing an annual revenue run rate of $800 million by the
end of 2014.

The company declined to comment on these num-
bers, but with private investors valuing the company
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at around $18 billion in mid-2014, this kind of rapid
growth does not seem unreasonable. Indeed, in mid-
2014 Uber’s global rollout seemed to be accelerat-
ing. Barly August brought launches in Dusseldorf
in Germany, Ft. Lauderdale, West Palm Beach, and
Richmond in the United States, San Paulo in Brazil,
and Saigon in Vietnam. With the San Paulo launch,
Uber was now available in the 10 largest cities of the
10 largest economies in the world. By early 2015,
Uber was claiming that it served more than 200 cities
in 54 countries.

In December 2014, Uber announced that it had
raised an additional $1.2 billion in financing from a
consortium of hedge funds and wealthy private inves-
tors. The new round of funding valued the company
at a staggering $40 billion—higher than the market
capitalization of three-quarters of the S&P 500. This
was followed by an announcement on January 21,
2015, that Uber had raised an additional $1.6 billion
in convertible debt from wealth management clients
of Goldman Sachs. Uber indicated that the funds
were to be used for “strategic investments.”

As Uber expanded, it continued to run into regu-
latory headwinds. Following allegations that an Uber
driver had raped a passenger in India, the Indian
Government issued an order asking local authori-
ties to stop all app-based taxi services until they are
registered with local transportation departments.
Authorities in Thailand and Vietnam also declared
that Uber was an illegal service, although it continued
to operate in both countries. In December, a judge
temporarily banned Uber from operating in Spain
following complaints from local taxi drivers that the
service was damaging their industry.

As 2015 began, numerous questions swirled
around Uber. Was the private valuation reasonable?
How big could the company ultimately get, and how
profitable would it be? Would regulators be able to
keep Uber at bay, or would the victories it had won
in California, Seattle, and Washington D.C., become
commonplace? How would incumbent taxicab com-
panies respond? Would Lyft and other competitors
emerge as a strong threat to Uber? And perhaps most
tantalizingly, could Uber grow the way Amazon had,
starting in one category (books), before branching
out into other sectors? As several commentators have
noted, Uber is potentially far more than a ride-for-
hire service. It’s really a logistics company with the

ability to digitally connect customers with commercial
transportation to move not just people, but a range of
physical goods.*’ Once Uber has you summoning cars
from your phone, the logic goes, it can use that same
technology to arrange for all sorts of other deliver-
ies such as food, clothes, and Christmas trees (which
it experimented with in 2013). What then, is the true
upside here, and what are the risks?
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