NEW YORK CITY
TAXI MEDALIONS

BY LEE HACHADOORIAN

In many large American cities that
regulate the number of taxi cabs
allowed to operate commercially on
their streets, taxi cab permits take
the form of a medallion bolted to the
hood of the taxi. New York City
instituted its taxi medallion system in
1937, after a period during the Great
Depression when there were too many
taxis pursuing too few customers. The
medallions were sold by NYC to taxi

operators, and could be resold in the fleets. In the 1990s, the city, for for over S1 million each. Then, in late
secondary market. For much of the 20th the first time in six decades, auctioned a 2014, the market plummeted. A
century, the number of permits in NYC limited number of new 2019 auction of sixteen medallions saw
remained constant at about 11,000. The medallions. In 2004, the city began three of them sell for under

purchase price increased over this auctioning off even more medallions $140,000, and 13 of them were not bid
period, but from about the mid-90s to  as a source of revenue. Between 2004 on.

the early-00s the price of a medallion  and 2014, NYC collected revenue in the
stayed pretty stable at about $200 to amount of $855 million from the sale of Who purchased a medallion for $1

$250 thousand. taxi medallions. According to a series of million? Many of the purchasers, both at
articles published in the New York auction and on the secondary market,
Some of the New York City taxi Times, this period also corresponds to a were taxi drivers who took out loans to

medallions are owned by the drivers, but run-up in medallion prices. At the peak  purchase the medallions. The loans were
many are owned by corporate owned of the market, medallions were selling variously obtained... (cont'd on pg. 6)
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140 years ago while living and working
in San Francisco. His book Progress and
Poverty (1879) stirred his generation to
question social inequities during the
Gilded Age as the pockets of land
barons and railroad monopolists
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how smarter taxation could aid in

Baltimore's redevelopment Who owns the earth? Why is there so
much poverty amid so much wealth?

The panel was well attended and Who has the right to profit from nature?

included a lively question and answer  1his exhibit, created with support from

session. Follow-up with several RSF, highlights the life and work of

representatives of Maryland towns in ~ Henry George, the social theorist and

attendance is underway. economist, who observed this paradox
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George’s economic theories. [ recently
found the children’s book by

Tanya Lee Stone and Steven Salerno
Pass Go and Collect $200: The Real
Story of How Monopoly Was Invented
(Henrv Holt and Co. 2018).

It is well written with great
illustrations.The only disappointment
for me occurs near the end of the book
in “A Note from the Author,” which,

as the below quotation makes clear,
misstates Henry George's Single Tax
theory.

“Just as (Charles) Darrow and others
who modified Lizzie's game were
inspired by her original idea, it was a
writer named Henry George who
inspired Lizzie. George’s ideas about
wealth and poverty caught Lizzie's
attention. George believed that
everything found in nature - such as
land - belonged to everyone and should
not be taxed, that the value of

land should not rise, and that only what
people did to improve land

(such as build on it) should be taxed.
Therefore, he reasoned,

landowners had no right to continually
increase rents simply because

they owned the land on which the
building sat. This was the basis for
Henry George's single tax theory, and it
was this theory that sparked

Lizzie Magie to create the Landlord’s
Game, a game that began the
worldwide craze of Monopoly.”

THE LANDLORD'S GAME was featured
on PBS's HISTORY DETECTIVES (Season
2, Episode 2, 2004), which [ recommend
as an excellent introduction to the
game’s historv.

New York City Taxi Medallions (cont'd
from pg. 4)

from credit unions, a lending company
that specialized in medallion

loans, large banks, and large taxi fleet
owners. According to the Times,

a small number of credit unions
specialized in medallion loans. The
loans were treated as business loans
and did not benefit from the
regulatory protections that apply to
consumer loans. The credit unions
specifically had regulatory carve-outs
that let them operate very
permissively; all of these credit unions
were closed by Federal
regulators following the collapse of the
medallion market.

During the housing bubble that peaked
in early 2006, many homeowners

were encouraged to refinance, and take
cash out of their home equity to

use for other purposes. Similarly, as the
price of taxi medallions increased,
medallion owners were encouraged by
lenders to refinance. Some owners used
the cash to purchase homes or pay for
their children’s college tuition.

There are many ways in which the
medallion loans mimicked the worst
practices of the subprime lending that
led to the 2007-2008 mortgage

crisis. Common features included
interest-only loans, hidden fees, low

or no down payment, and little to no
verification of borrowers’ ability

to repay the loans. The New York Times
reported that some borrowers may
have been encouraged to lie on their
loan applications, and the paper
quoted a Harvard Laws School
instructor as saying “I don't think I
could concoct a more predatory scheme
if I tried.”

Taxi drivers in New York City are
overwhelmingly immigrants to the
United States. Some borrowers, due to
their limited English comprehension,
may have not understood what they
were signing. In some cases, borrowers
may not have even been aware that they
were signing a loan, or aware of how
much they were promising to repay.

A number of people blame the taxi
medallion market collapse on the
competition of the ride-share services
Uber and Lyft. The New York Times
lends some credence to this
explanation. But the paper also focuses
on the actions of the city in making
money off of the taxi medallion
auctions, as well as on the fact that
some fleet owners may have
manipulated the market (one owner
claimed to have overbid on medallions
in order to increase the price of his
other medallions), and on predatory
lending practices. There are currently
on-going federal and city investigations
of lending practices, and one notorious
debt collector has been arrested. The
city has so far resisted calls for a
bailout of the drivers who owe more
than their medallions are worth.

While the New York Times investigation
goes far in documenting predatory
lending practices, this predatory
lending was itself made possible by

the city’'s decision to offer medallions

for sale in the way it did. That is, while
the Times looks askance at the city's
choice to derive revenue from the
medallion auctions, it still accepts the
premise that the city should derive
revenue from regulating certain kinds of
activities. The problem is not in the
revenue obtained; it is treating the
medallion as an ownership right rather
than a rent.

Economists define “land,” as a factor of
production, as anything that is

in fixed supply. This includes literal
land, as in a parcel representing the
right to use a particular location on the
Earth, but also things like the broadcast
spectrum. Broadcasters piling onto a
particular radio band will interfere with
each other’s signals; thus, while it
doesn't represent a location in space, it
is a limited resource. By regulating the
broadcast spectrum and stipulating that
only one broadcaster can use the
“address” of a particular radio band, the
state creates a right with monetary
value in the form of rent.

The governments (federal, state, and
local) of the United States have

tended to offer these rights, whether,
for example, to broadcast spectrum and
taxi medallions, as an ownership, like a
property parcel. A buyer pays a fee
simple, and has use of the property in
perpetuity. As Henry George observed
with respect to (literal) land: with
economic progress these property
rights will increase in value; at the same
time, newcomers will have no choice
but to pay rent to those who were there
before them.

New York City, and other city
governments, have a number of goals in
providing taxi medallions. They want to
make sure that there are not too many
taxi cabs on the streets, both in order to
manage traffic congestion in the city, as
well as to make sure that the drivers’
earnings do not decline due to a
disproportionate increase in
competition for passengers.
Additionally, they may want to bring in
revenue. For six decades, New York City
earned ‘no revenue’ from the
medallions, because they had auctioned
them for ownership. Any profit due to
medallion resale accrued to the owners,
not the city, until the city began
auctioning additional medallions.

The city could accomplish all of these

goals more effectively if the
taxi medallions were leased rather than
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sold. The lease could be renewed
annually or every few years. The
number of cabs on the street could be
regulated more responsively, with the
number of medallions available
increased or decreased on an annual
basis. The city would derive a revenue
stream from existing leases each vear,
rather than, as in previous decades, not
receiving any revenue from the large
number of taxi medallions that were
sold. When New York City issued new
taxi medallions, beginning in 2004 and
then for the next decade, it received a
large cash infusion. But the city seems
to not have considered the future
financial health of owner-operators.
How much better would the city's
finances have been if it had a revenue
stream from taxi medallions leased
during the previous six decades?

Moreover, how much clearer would the
financial transaction have been to

the taxi drivers if they were leasing a
medallion annually, rather than

taking out a loan to purchase a
medallion? The New York Times
describes the finances of one medallion
buver who had almost $12,000 monthly
revenue, but only $1,400 in take home
pay after more than $5,500 in
operating expenses (including vehicle
maintenance and gas) and almost
$3,000 in loan repayment! Would this
driver have been as enticed by the
prospect of a medallion lease so as to
purchase it for $5,000? Would the

citv even charge $5,000 per month for
a medallion? And if the city did,
wouldn't it be clearer to the driver that
this was an operating cost, not a road to
financial independence?

Many taxi drivers, like home

buyers during the housing bubble-
turned-mortgage crisis, were trying to
own a piece of the American Dream.
They thought that owning this
particular property, the taxi medallion
was a means to accrue wealth. The
drivers saw city advertisements
emphasizing medallion price
appreciation, and promising that with
the purchase of a medallion they were
on the way to a “worry-free” retirement.
Analogous to what home buyers thought
about home values during the housing
bubble, the drivers thought medallion
prices had nowhere to go but up.

Cities certainly have a reason to
regulate resource congestion,
including land for housing, parking,
business permits, and, ves, the
number of vehicles for hire. This

includes taxi medallions as well as ride-
share services. Uber and Lyft certainly
did not cause taxi industrv woes, but it
didn't help that a form of unregulated
competition appeared when a heavily
regulated industry saw its own
regulators abdicating their
responsibility and effectively elevating
profit above other considerations.

Again, the fact that the city made money
on these sales is not in and of itself
troubling. Cities must get revenue from
somewhere, and like a land value tax, a
lease fee for a congestion-causing
product is not merely a valid choice, but
a beneficial way to raise revenue, as it
allows the city to use the price
mechanism to achieve regulatory goals.
In addition, while some drivers
doubtless made money on medallion
sales, as with housing, the market has
winners and losers. In a market like
this, the lenders and brokers seem to
always win, while for the buyers and
sellers it is like rolling dice in a casino.
Offering medallion leases will make
pricing clearer for drivers, eliminate
excess profits for lenders and brokers,
and raise needed revenue for the city
itself.

HONORING
A FRIEND &
COLLEAGUE

IN MEMORY OF
CARL SHAW

BY WALTER RYBECK

Carl F. Shaw, a devoted Georgist, died on
October 20, 2019, a month after turning
90.

Born in Detroit, Carl F Shaw graduated
from that city's own Wayne State
University with BA and MA degrees in
Music Education. He taught music

in public schools in Pontiac, Michigan
and Breckenridge, Colorado.

Carl was deeply

concerned about poverty and urban
decline, and, motivated by this concern,
he took

an adult economics class that addressed
these issues. His teacher

was Robert Benton, head of the Henry

George School in Detroit. Throughhis
studies, Carl became convinced that a
distorted land value system was atthe
center of the social problems with
which he was concerned. Hewas
Benton's star pupil and became Benton's
lifelong friend.

For 20 vears, Carl continued to pursue
his music career as a clarinetist

in military bands. He served with the
49th Army Band in Salzburg,

Austria, the U.S. Military Academy Band
at West Point, New York, and the Army
Field Band at Fort Meade, Maryland.

Fort Meade is located near Washington,
DC. During his decade there,

Carl joined the D.C. Georgist group
named the League for Urban Land
Conservation. Besides testifying about
tax reform before the D.C.

City Council, Carl and this group met
with many organizations-- housing
activists, realtors, religious social action
groups, board of trade and others

to educate them about land value

taxation. Carl would have been pleased
to learn that a Washington, DC housing
proposal issued, the month he died, by a
coalition of prominent D.C. groups,
urged land value taxation as one
strategy for attaining more affordable
housing.

Carl retired as a musician in 1983 and
settled in rural West Virginia,
determined to devote the next

years to advancing economic

justice. Not satisfied with only
understanding land policies in general,
he studied appraising to master tax law,
tax rate setting and techniques of
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