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Exhibit 6 TNC trips, Seattle and King County

Source: City of Seattle.
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Exhibit 7 Common TNC trip routes, Seattle and King County

Routes Recorded Trips YOY Change
2017_q4 2018_qg4 2019_qg4 2018_q4 2019_q4
Seattle to/from Downtown 2,458K = 2,931K = 3,047K +19% /~ @ +4% /7
Seattle cross-town (non Downtown) 1,469K = 1,784K  1,831K +21% /7~  +3% /7
Seattle within Same Area 905K 1,115k  1,161K +23% /"  +4% /
Seattle to/from Other King County 321K 352K 420K +10% ./  +19%
Seattle to/from Airport 516K 666K 780K +29% 7~ +17% 7
Other 1,284K  1,110K = 1,475K -14% N\ +33% 7

Note: The first row includes trips wholly within Downtown, and those intra-Downtown trips are not included in the
third row, “Seattle within Same Area.” Trips between Downtown and the airport are included in the fifth row, and
not in the first row. “Seattle within Same Area” refers the nine Seattle areas shown in Exhibit 6. The sixth row,
“Other,” includes all other King County trips not included in any of the above rows.

Source: City of Seattle.

This pattern of a large and growing number of airport trips is important because Seattle’s
regulatory reach does not extend to trips that originate outside Seattle. Thus, a minimum pay
standard could result in drivers being paid more on trips from Seattle to SeaTac than the reverse,
assuming King County takes no similar action. The trip data that was supplied to the City by
Uber, which we discuss in Section 6 below, does not include trips that originated at SeaTac, nor
does it account for the often large TNC driver wait times at SeaTac.

The Seattle minimum wage and wage structure

Building on its leadership role among cities in establishing a higher minimum wage floor, the
City of Seattle seeks to establish a minimum compensation standard for TNC drivers that is the
independent contractors’ equivalent of the hourly minimum wage for all Seattle, after taxes and
expenses that independent contractors incur. As Exhibit 8 indicates, Seattle has the highest
hourly minimum wage of any large city in the U. S. The city’s $16.39 hourly minimum applies
to Schedule 1 entities—employers with more than 500 employees. In this report we treat Lyft
and Uber as Schedule 1 entities based on their worldwide employee count, their worldwide
driver count, or a combination thereof.

14



New York City, the only U.S. city with a minimum compensation standard for TNC drivers,
currently has a $15.00 an hour minimum wage for all employees. As of February 1, 2020, the
New York City minimum driver pay standard is $17.47 an hour (up from the 1st year level of
$17.22). The New York City pay standard also adds reimbursement for business expenses and
includes provisions for paid leave and the employer share of Social Security and Medicare taxes
that independent contractors are required to pay. The New York City driver pay standard is
indexed annually for changes in the New York City metro area’s Consumer Price Index. (The
New York State minimum wage applicable in New York City is not indexed.)

Exhibit 8 2020 Minimum wage levels, selected large cities
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Source: Official City websites.

Seattle leads other cities not only in its minimum wage, but also in recent pay increases
throughout the wage distribution, as Zipperer (2018) points out.19 Nevertheless, wage inequality
is much greater than in most large U.S. cities.

The evolution of Seattle’s regulatory environment for TNCs

Washington State law grants municipalities the authority to regulate TNCs.20 In March of 2014,
the Seattle City Council passed an ordinance creating a cap of 150 drivers per TNC. Uber
opposed these efforts and sought a referendum on the ordinance. Ultimately, Uber and Lyft
participated in a joint mediation and negotiation with the City and existing taxi and flat rate
vehicle representatives to reach an agreed-upon regulatory framework to be adopted in the City

19 https://www.epi.org/blog/six-reasons-not-to-put-too-much-weight-on-the-new-study-of-seattles-minimum-wage/
20 RCW 46.72.001.
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Code. The City Council then passed Ordinance 124524, which implemented the terms agreed
upon in the mediation.21

Following the mediation, King County passed an ordinance implementing similar terms and an
inter-local agreement between Seattle and King County governs driver and vehicle licensing
regulations and data sharing. Under this regulatory framework, the County regulates drivers
while the City regulates vehicles. The companies are required to submit, on a quarterly basis,
data on each trip, listing the origin and destination by zip code, and information on collisions,
crimes against drivers, and consumer complaints. Beginning in July 2020, the City will levy
three fees totaling 75 cents on each TNC trip originating within the Seattle city limits: one to
cover the cost of regulating the industry; one to fund wheelchair-accessible taxis; and a “Fare
Share” component to fund affordable housing construction, mass transit improvements and
driver protections.22

In December 2015, the City Council passed an ordinance that established collective bargaining
for TNC drivers on the terms and conditions of their work with TNCs. Uber and Lyft challenged
the ordinance in Federal Court. In April 2020, the parties settled the lawsuit and the collective
negotiations ordinance never became effective.23

In April 2018, the City Council passed a resolution calling on the TNCs to voluntarily share data
by May 31, 2018 on driver working time; trip volumes; distances traveled in P1, P2, and P3; fare
information; and driver earnings.24 In January of 2020, Uber provided a limited version of such a
data request for use in connection with our study. Lyft has yet to share any driver earnings and
related data with the City of Seattle.

In contrast to the case in Seattle, since 2018 the TNCs have regularly provided extensive data on
driver earnings and trips to the New York City Taxi and Limousine Commission. While several
large cities in the U.S. and around the world require TNCs to provide trip data, relatively few
currently require companies to provide data on driver earnings.2s

21 See Seattle Rules for Transportation Network Companies, https://www.seattle.gov/business-regulations/taxis-for-
hires-and-tncs/transportation-network-companies. A cap on the number of drivers was not part of the negotiated

agreement.

22 Monica Nickelsburg, “Seattle raises fees for Uber and Lyft rides with new tax, passes minimum wage for drivers,”
Geekwire, November 25, 2019.

23 City of Seattle, “City, U. S. Chamber of Commerce, Raiser LLC Agree to Dismiss Collective Negotiations
Lawsuit,” Press Release, April 10, 2020.

24 Sarah Anne Lloyd, “Seattle City Council votes to take a closer look at ride-hailing services,” Curbed Seattle, April
9, 2018.

25 In addition to New York City, Mexico City requires TNCs to provide driver earnings data. Meera Joshi, Nicholas
Cowan, Olivia Limone, Kelly McGuinness, and Rohan Rao, “E-Hail Regulation in Global Cities,” Rudin Center for
Transportation, New York University, November 2019.
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Section 2 The TNC industry’s business model

This section examines the network-based business model of the Seattle TNCs and identifies
two problematic features that the proposed minimum compensation standard would address.
These features are an oligopolistic market structure, in which drivers are independent
contractors supplying their own vehicles; and a competitive dynamic that encourages excess
capacity and under-utilization of drivers’ time and capital investments and keeps their pay low.

The TNC industry in Seattle—a duopoly

The app-dispatch for-hire vehicle industry in Seattle consists almost entirely of two TNCs—Uber
and Lyft. Both companies use broad-based smartphone technology and matching algorithms to
connect networks of passengers with networks of drivers. The TNCs have developed a network-
based urban transportation system whose ease of use and coverage exceeds that of traditional
taxis. Convenience results from the creation of dense local networks connecting riders and
drivers directly, upfront fixed pricing, an easy payment system and quick response times.
Supported by considerable venture capital, TNCs aggressively used incentives to attract drivers
and passengers. Once a dense network capacity was established, TNC services expanded rapidly.

The TNCs have made significant upfront investments in the technology platform for the app and
in the engineers and programmers who maintain it. But once a critical network density was
achieved, the marginal cost of expanding service declined sharply. The low cost of further
expansion is greatly facilitated by relying on drivers who are treated as independent contractors.
The drivers supply their own vehicles and who finance their operation. Each TNC can increase
its profit margins by spreading their fixed costs over more revenue-generating trips. This
dynamic as well as the profit-disrupting effects of price cuts provide strong incentives to
compete on the basis of market share rather than on price.

While Uber developed an early lead in many large cities in the U.S., Lyft has followed closely
behind. Benefiting from its own ample supply of venture capital, Lyft has succeeded in securing
a significant market share in most cities. In Seattle, Lyft doubled its TNC market share from
2015 to 2017 and now has a 39 percent share, comparable to its nationwide share.

Uber and Lyft together completely dominate Seattle’s TNC market, with a combined 99 percent
market share for app-dispatched trips. The two companies also dominate the Seattle area’s taxi
and for-hire vehicle industry; in 2019, there were only 841 licensed taxicabs and 211 non-app
for-hire vehicles in Seattle and King County, compared to well over 30,000 licensed TNC
vehicles.2s

26 King County Records and Licensing Services Division.
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The nature of competition in a duopoly—an industry characterized by two dominant firms—has
long been studied in economics. The standard duopoly model was first developed in the
nineteenth century by the French mathematician Antoine Cournot. Two firms produce the same
product and have similar cost structures. Each must take account of how the other will react to a
change in its own pricing and market share behavior.27

As in economics textbooks, while both firms possess significant market power, they also
compete with each other for drivers and passengers. Companies in a competitive industry—one
with many sellers— do not possess pricing power. They face an industry-wide given price for
their services. In contrast, a company in a duopoly has price-setting power, but it must also take
into account the effects of its price and output strategies on the behavior of its competitor.

As a result of this interactive process, companies in a duopoly generally match each other’s
prices, in order to avoid a price war that would be ruinous for both. American economist Paul
Sweezy noted in 1939 that duopolists prefer a strategy of “live and let live” to one of cutthroat
competition.2s They compete instead over market shares. However, their market power gives
them significant latitude to set prices at a higher level than would obtain in a more competitive
industry—although at the cost of reducing overall demand. It also gives the two TNCs the ability
to exercise significant influence over drivers and their compensation.

Their market power allows the TNCs to charge drivers high commissions and to obtain high
mark-ups over costs, compare to the case for a competitive industry.29 Duopolists also retain
considerable market power over their workers. As we explain further below, economics textbook
analyses indicate that duopolists will keep wages lower than the amount that would obtain in a
competitive labor market.

To summarize to this point, coexisting duopolists are able to reap substantial profits and to keep
pay low. Both Uber and Lyft have consistently reported large quarterly losses overall. However,
many of these losses do not stem from urban ride-sharing, but from investments in other lines of
business—from scooters, restaurant delivery, and autonomous vehicles—and from losses in
some geographical areas and expansion into others. Uber's most recent quarterly financial report
breaks out its returns on ride-sharing operations: this line of business generated positive earnings.
The core urban ride-sharing business in the U.S. has long generated positive earnings for the
companies.

TNCs set and collect passenger fares through their apps and deduct a commission before paying

27 See, e.g., X i i - -

28 Paul Sweezy, “Demand Conditions under Conditions of Oligopoly,” Journal of Political Economy, 1939.

29 Robert Hall, “New Evidence on the Markup of Prices over Marginal costs and the Role of Mega-Firms in the U.S.
Economy, NBER WP 24574, 2018.
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their drivers. In the early years, commission rates were relatively fixed, often in the 20-25
percent range. In recent years, drivers have increasingly complained that commissions have
tended to rise and vary arbitrarily. Although rigorous data are not available, it seems likely that
the drivers’ share of passenger fares has declined.3o

Evidence for rising commissions also comes from investment analysts. Internet-based market
intermediaries refer to their commissions relative to the total value of transactions as the “take
rate.” Investment analysts have noted the steadily rising take rates for Lyft and Uber. For
example, Deutsche Bank analysts estimated that Lyft’s net take rates were 18.0 percent in 2016,
23.1 percent in 2017, 26.8 percent in 2018, and 30.4 percent in 2019. Before the pandemic
began, they projected that take rates could rise to 32 percent or more in 2020.31

The Deutsche Bank analysts noted that after the two companies completed their initial public
offerings (IPOs) in March and April of 2019, they raised passenger fares. The analysts
characterized this action as: “raising prices—a by-product of rational competition”; that is,
among duopolists.32

As Stanford economist Robert Hall (2018) has emphasized, large mark-ups of price over
marginal costs indicate market power. While commissions are figured relative to total revenues,
mark-ups are net profits relative to operating costs.

We do not have Seattle-specific data on TNC commissions, locally generated revenues, or local
operating costs. 33 However, in our 2018 New York City report we were able to estimate that
Uber’s local profits were six times that of its local operating costs, i.e., that it enjoyed a 600
percent mark-up.32 The TNCs are able to generate such sizable mark-ups, in part, because
drivers are bearing a significant portion of the business’ operating costs.

If the two firms in a duopoly simultaneously face the same upward cost increase, such as the
imposition of a pay floor for their workers, they are both likely to pass on much of the cost
increase in the form of a price increase. The amount of the pass-through depends, in part, on the
elasticity of demand for that good or service. Elasticity of demand refers to the sensitivity of

30 “Drivers highlighted data collected from dozens of Seattle rideshare drivers that was compiled by the Teamsters
Local Union 117. The report shows drivers are now paid an average of 69 percent of what riders pay. That’s
compared to the 80 percent that drivers when Uber and Lyft first came to Seattle.” Kara Kostanich, “Seattle
rideshare drivers protest low wages,” KOMO, May 9, 2019.

31 Deutsche Bank Research, “Looking for a Lyft—Initiate with Buy rating,” September 5, 2019, pp. 3-4, 31. Uber’s
core rideshare gross-take rate for 2018 was reported at 26.2 percent, lower than Lyft’s gross take rate of 32.8 percent
for that year mainly because Uber includes taxes, fees and tolls in its measure.

32 Ibid, p. 4.

33 For this study, the City of Seattle had requested that Uber and Lyft provide data on passenger fares and
commissions, but neither company supplied that information.

34 Parrott and Reich (2018).
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demand to price changes. When demand is relatively inelastic, it will not fall as much as a price
increases. Under these conditions, each firm maximizes its profits by absorbing some of the cost
increase in lower mark-ups. Moreover, in a duopolistic industry the firms have more room to cut
commissions rather than absorb the consequences of a price increase. We come back to this issue
in Section 7, where we discuss how TNCs might respond to a driver pay increase.

Drivers as independent contractors

The TNCs consider drivers to be independent contractors rather than employees. The companies
set the fares and the number of new drivers credentialed to drive using their apps. Until
recently, the drivers set their own schedules and total number of work hours. The companies
rely on algorithms in the app to manage the labor time of drivers who supply their own vehicles
and who also pay for all driving-related expenses.ss In March 2020, Lyft started urging its
Seattle drivers to schedule their time on the app in advance.ss

As we already noted, driver payment is not always a fixed proportion of the passenger fare. The
proportion depends on a number of company policies, such as promotions for drivers and riders,
rush-hour pricing, and route-based pricing. Driver hourly pay will also vary considerably with
how much of each hour the drivers transport passengers. Trip demand varies by time of day—
with peaks during morning and evening rush hours, in the evenings, and on weekends.

In a TNC duopoly, the reliance on drivers as independent contractors is inherently exploitative,
in the sense that driver pay for the same work will be lower than if drivers were employees and
many firms were competing for drivers. Many drivers have made upfront investments in their
vehicles that lock them into the industry, so they cannot easily move to higher-wage jobs
elsewhere. And many drivers are new immigrants, who would have difficulty entering other
jobs. Moreover, independent contractors are not covered by the minimum wage and other labor
standards protections, and do not receive the benefits mandated or provided voluntarily to
employees. Thus, Morgan Stanley analysts estimated that classifying California TNC drivers as
employees rather than independent contractors would mean the companies would need to
increase labor compensation by 37 percent over current levels.s?

The TNC business model is unusual in that the drivers are responsible for a major capital
asset—the vehicles. While the TNCs enjoy economies of market scale, benefiting from low
marginal costs for expanding services, drivers experience no economies of scale as the industry
expands that otherwise might exist if there were employer-owned fleets of vehicles, fleet

35 Alex Rosenblat, “The Truth About How Uber’s App Manages Drivers,” Harvard Business Review, 2016; and
Alex Rosenblat and Luke Stark, “Algorithmic Labor and Information Asymmetries: A Case Study of Uber’s
Drivers,” International Journal of Communication, 2016, 10: 3758 - 84.

36 https://thehub.lyft.com/blog/priority-driving-times.

37 Morgan Stanley Research, “The ABCs of ABS5,” September 5, 2019, p. 3.
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insurance rates, and other economies in purchasing tires, repair services or cellphone services.

From 2014 to 2018, when overall payroll job growth was strong and unemployment rates fell to
historic lows, the industry was still able to recruit thousands of new drivers. Their success
reflects the high number of part-time drivers who need to supplement pay in their other jobs and
the limited employment options facing immigrant men without a four-year college degree. The
companies in the past also provided one-time incentives to new drivers; but following their IPOs
in early 2019, they have reduced both driver and passenger incentives.3s 39

The role of excess capacity

The variability in hours among existing drivers, the relative under-utilization of drivers, and the
recruitment of new drivers has allowed the companies to play the dominant role in determining
driver pay. The companies compete with each other primarily by minimizing passengers’ wait
times and, to a lesser extent, by decreasing fares.

To achieve quick response times, the companies require many idle drivers to be available at any
given moment and at many locations. This model creates a gap between the drivers’ desires to
maximize their earnings —by maximizing trips per working hour—and the companies’ desire
to minimize response times. In other words, the current TNC business model relies on keeping
driver utilization low, which then keeps drivers’ hourly pay low as well. The Deutsche Bank
analysis of Lyft’s operations pointed out that there was considerable room for the company to
reduce the time drivers wait for a dispatch.4o

The only floor on driver pay consists of what economists call the reservation wage—the wage
the drivers could obtain in other options, after taking into account the costs of switching jobs
(losing their considerable investments in their cars and their job-specific skills) and their
probability of finding another job. These switching costs mean that their reservation wage might
be below the minimum wage that obtains elsewhere in the local labor market.

The current business model works well for the companies so long as the supply of driver
working hours exceeds the demand for rider trip hours. The companies can then compete for
passengers by keeping their wait times low, even beyond the value of the saved time for the
riders. The companies then need a supply of available drivers in order to maintain low response

38 The companies have also emphasized the total pay that drivers receive and underplayed the costs associated with
driving. Some drivers also have not been fully aware of those costs or the risks associated with upfront investments
in their vehicles.

39 Deutsche Bank reported that Lyft reduced its reliance on driver and passenger incentives from 11 percent of gross
bookings in the third quarter of 2018 to eight percent in the second quarter of 2019. Deutsche Bank, p. 5

40 Deutsche Bank, p. 7-8.
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times for their network of riders.41

The increasing proportion of drivers who work with more than one TNC has not changed this
dynamic. These multi-app drivers allow each company to draw upon available drivers who
work primarily for one of the other companies. This feature helps sustain the likelihood that
there will be shared domination by two companies.

Summary

The three components of the TNC industry’s business model—its duopolistic structure, treating
drivers as independent contractors, and intentional excess capacity—generate three
corresponding market failures. First, high company mark-ups over local operating costs indicate
significant market and pricing power. Second, this market power extends to control over their
drivers, allowing them to treat drivers as independent contractors. In addition, the drivers’
investments in their vehicles make it difficult to switch their work to other industries. This
barrier keeps driver supply high and driver compensation lower than it would be otherwise.
Third, inefficient utilization of driver working hours results in lower driver compensation and
more cars on the streets. Each of these failures would be remedied by the proposed minimum
compensation standard.

41 A New York Times article from 2017 has an interesting interactive graphic that illustrates that “faster pickup

times mean more idle drivers,” See Noam Scheiber, “How Uber Uses Psychological Tricks to Push Its Drivers’
Buttons, The New York Times, April 2, 2017.
https://www.nytimes.com/interactive/2017/04/02/technology/uber-drivers-psychological-tricks.html
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Section 3 Seattle TNC drivers

This section discusses the demographic and labor supply characteristics of Seattle TNC drivers
and their economic status. We first examine the American Community Survey (ACS), which is
conducted by the U.S. Census Bureau, to compare TNC drivers to the overall Seattle and King
County workforce. We then describe the results of our own driver survey to shed light on the
drivers’ labor supply decisions. We find that: (1) the TNC companies were able to expand
rapidly in a fast-growing metropolitan region by tapping into a workforce drawn mainly from
immigrant males without a four-year college degree; (2) while many drivers are part-time, full-
time drivers account for the bulk of trips; (3) many of those who drive as their primary job live in
poverty or near-poverty and rely heavily on public assistance programs; and (4) most drivers
own their vehicles and purchased them primarily or partly for the purpose of providing TNC
services.

Results from the American Community Survey

The three-year 2016-8 American Community Survey (ACS) counted 5,678 “taxi drivers” in King
County. The ACS classifies workers according to their primary job. The taxi driver occupational
title comes closest to that of TNC driver and is likely the occupation that a TNC driver would
identify when responding to the ACS. As noted earlier, there are relatively few licensed taxicabs
or non-TNC for-hire-vehicle drivers in King County; TNC drivers thus account for 95 percent of
the total drivers for 2016-18. As this section will show, about half of the drivers are full-time;
driving for a TNC is their sole source of income. The other half drive on a part-time basis and
therefore are excluded from the ACS “taxi driver” category.

As Exhibit 9 indicates, compared to all payroll workers in King County, TNC drivers are much
more likely to be male, black, or foreign-born. The differences within each of these demographic
categories between drivers and all workers is substantial: 50 percent of drivers are black,
compared to only five percent of all workers. Drivers are nearly three times more likely to be
immigrants than all King County workers and are more likely to be of prime working age, 25-54,
than all workers. Seventy percent of all TNC drivers have less than a four-year college degree
compared to 49 percent of all King County wage and salary workers.

Many of these characteristics of Seattle TNC drivers—more heavily males of color, less-
educated, and more likely foreign-born—are often associated with restricted job opportunities
and lower pay. As noted later in this section, only 10 percent of Seattle area immigrant males
without a four-year college degree hold a professional or managerial job and 85 percent earn less
than $40,000 annually.42

Moreover, the ACS data paint a clear picture of economic hardship for many TNC drivers. One-
fourth of all drivers have household incomes below the federal poverty line, and nearly another
quarter are between 100 and 200 percent of federal poverty. (In 2019, the federal poverty level

42 Analysis of American Community Survey data, 2017 5-year sample. IPUMS USA, University of Minnesota,
WWW.ipums.org.
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for a three-person family was $21,330.) Four times as many TNC drivers have incomes below
200 percent of federal poverty as all King County payroll employees (47 percent vs. 12 percent
of all employees). Thirty percent of drivers receive federal supplemental nutritional assistance
(also known as food stamps), while only seven percent of all King County wage and salary
workers are on food stamps. (See Exhibit 10.)

Exhibit 9 TNC drivers and all workers, King County, 2016-18

TNC drivers All employed

Estimated number 5,678 1,242,048
percent distribution
Gender
Male 89 55
Female 11 45
Age
18-24 5 10
25-54 81 72
55 and older 13 18
Race-ethnicity
White non-Hispanic 27 63
Black 50 5
Hispanic, Asian and other 23 32
Foreign-born share 72 27
Education (age >24)
High school or less 30 21
Some college 40 28
Bachelor's or higher 30 51

Notes: King County residents: categories may not sum to 100% due to rounding

Source: pooled 2016-18 American Community Survey, IPUMS USA, University of Minnesota, www.ipums.org.

As Exhibit 10 shows, TNC drivers are particularly unlikely to have health insurance—27 percent
have no health insurance, while 37 percent have incomes low enough to qualify for Medicaid
coverage. Thus, nearly two of every three drivers either qualify for Medicaid or have no health
insurance—a status more than five times as severe as for all King County wage and salary jobs.
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