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Foreword

For the last 12 months, the Taxi Industry Inquiry has been
conducting an extensive and wide ranging investigation
into Victoria’s taxi and hire car industry. We have heard
from and consulted with taxi users, local councils,
businesses and community organisations, taxi drivers,
operators, licence holders and networks across the
State. We have sought the views of expert economists
and regulators here in Victoria and overseas. We have
conducted and commissioned our own research, and we
have amassed substantial information and data about the
state of the industry and its performance. The result is
this draft report.

From the outset, the inquiry has taken the approach that
the customer comes first and that the taxi and hire car
industry — as with any service industry — exists to serve
the customer, not the other way round. Our examination
of the industry and our draft recommendations for reform
are grounded firmly in the belief that there is no point in
undertaking reform if the results do not meet the needs
of consumers. Most of all, we are determined to give
Victorians a much greater choice in point-to-point travel
services, recognising that choice empowers consumers
and that the best way to provide choice is through an
open, competitive market.

We are also convinced that this is the best way forward
for the industry. There is much untapped potential

in Victoria’s taxi and hire car markets and reforms to
increase competition and reduce ineffective and costly
regulation will help the industry to realise this potential
and grow demand for its services.

Over the course of the past year, it has become very clear
that Victorians want greater choice and better quality taxi
services. It is also clear that Victoria’s taxi market lacks
the basic hallmarks of a competitive market and that
restricting entry into the market — and the resulting high
licence values — is @ major contributor to the problems
facing the industry today. It is also apparent that the

taxi industry has not recognised the need for change.
Industry participants often cannot agree on key issues or
seem paralysed about how to remedy inequities, improve
services and sustain their own viability into the future.
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The taxi industry is an extraordinarily complex one and
there are no simple ‘fixes’. The inquiry’s draft reforms
aim to set a new direction for the industry that balances
different interests and constraints. But — make no
mistake — we are determined that the results of this
inquiry will not be ‘business as usual’ for the industry.
We are determined to propose reforms that lead to a
much more diverse and dynamic industry, and one that
ceases to be beholden to the interests of dominant parts
of the industry to the detriment not only of consumers,
but those who deliver the services ‘on the ground’: taxi
operators and drivers.

If there is one conclusion to be drawn from the inquiry’s
work, it is that the industry’s structure has to change. If

it does not, it will not only be consumers who suffer: the
industry itself will stagnate and decline.

This draft report aims to give Victorians a strong sense of
the inquiry’s approach to reform. Over the coming weeks,
we will continue to consult and gather the information,
working towards our final report later in the year. We

do not pretend to have all the answers to the dilemmas
and difficulties facing the industry. We are keen to hear
from Victorians with facts, information or solutions that
challenge our analysis or our proposals for reform.

| thank the many people who have participated in and
contributed to our work over the last 12 months. | also
thank the team working with me for their hard work and
support in undertaking this inquiry. The extraordinary
response we have received shows the importance
Victorians place on taxi and hire car services. It also shows
that there is no way back — significant and lasting reform
must occur for the industry to grow, continue to make a
vital contribution to Victoria’s economy and support the
changing travel choices of Victorians into the future.

Professor Allan Fels AO
Chair, Taxi Industry Inquiry



Status of this report

Customers First: Service, Safety,
Choice is a draft report that includes
proposed recommendations for reform of
Victoria's taxi and hire car services based
on the Taxi Industry Inquiry’s research,
analysis and consultation to date.

This report has been released for public consultation and
comment to ensure that the inquiry’s recommendations
in its final report to the Victorian Government are robust,
evidence-based and have fully considered the views of
taxi users, the taxi industry and the wider community.

In some areas of the report, the proposed
recommendations give clear direction on the inquiry’s
thinking; in other areas, the inquiry is seeking further data
and information before settling on a position.

Opportunity for further comment

The inquiry is inviting submissions on its draft
recommendations as part of the inquiry’s public
consultation processes. Submissions may comment
on any of the issues and options covered in the draft
recommendations or that are relevant to the inquiry’s
Terms of Reference.

How to make a submission

Submissions may be completed onling, or sent by email
or mail in electronic, paper or audio format.

Online:  www.taxiindustryinquiry.vic.gov.au

By email: taxiindustryinquiry@transport.vic.gov.au

By mail:  Taxi Industry Inquiry, Locked Bag 20046,
Melbourne VIC 3001

In line with the inquiry’s commitment to transparency

and openness, all submissions received will be
considered public and will be posted on the inquiry’s
website. Confidential submissions will not be accepted or
considered by the inquiry.

Guidelines on how to make a submission
are available from the inquiry’s website
www.taxiindustryinquiry.vic.gov.au

Public Forums

Organisations or individuals who provided

a submission to the inquiry by the required date may
also register an interest in speaking to their submission
at a Public Forum.

You must have previously lodged your written or audio
submission to register your interest in providing
a verbal submission at the Public Forums.

The inquiry will determine which submissions it agrees
to hear verbally and will allocate an appropriate time.
All Public Forums will be recorded.

Further information including Public Forum dates,
the deadline for written and audio submissions,
the closing date for registering your interest

in providing a verbal submission, and guidelines
on making submissions will be available

from the inquiry’s website
www.taxiindustryinquiry.vic.gov.au

or by calling 1800 829 444.

Final report

Following the public consultation phase, the inquiry will
spend some time considering the submissions and other
information received and will finalise its recommendations.
A final report is expected to be handed to the Victorian
Government later this year.
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Overview

Victorians have made one thing very
clear: they want better taxi services.

They want higher quality, more professional drivers who
know their way around and who provide a much more
customer-focused experience. They want more reliable
booking services and taxis that arrive on time. They
want a bigger range of services, especially in regional
Victoria where public transport options can be scarce.
They want more taxis and other flexible ‘point-to-point’
services available at peak periods, such as late Friday
and Saturday nights. While recognising the limitations

of taxi services, Victorians do not understand why the
experience of travelling in a taxi cannot be improved and
why —in an era of smartphone applications, GPS devices
and wireless technology — the taxi industry appears
unable to make its services more responsive to their
needs and demands.

Victorians with a disability feel even more strongly about
the poor quality of taxi services. For these Victorians,

the shortcomings of taxi services can have serious
consequences, affecting their ability to move around,
travel to and from work, or participate fully in community
life. Most of these taxi users have lost confidence
completely in the taxi industry, with many preferring to
bypass the large booking networks to find regular, trusted
and reliable drivers.

After a year long investigation that has included statewide
consultations, research and analysis, extensive online
engagement, nearly 400 submissions from the Victorian
public and the collation of a wealth of data that has not
previously been available, the Taxi Industry Inquiry has
found that Victoria’s taxi industry is performing poorly
and is not working well for consumers. What’s more,
with the overall number of taxi trips remaining static
and occupancy rates of taxi vehicles remaining low, the
effects of this poor performance are also felt by many in
the industry, especially taxi operators and drivers.

Despite these poor results, there is little impetus for change
coming from the taxi industry itself. Sections of the industry
appear to believe that these problems are exaggerated
and that only minor improvements in performance are
needed. Others in the industry seem paralysed by the
prospect that substantial reform may be required to make
the changes being demanded by customers and sought
by government. Those in the industry who are keen to

see change are often taxi operators who find themselves
trapped by the high prices they pay to ‘rent’ a licence

on assignment with little prospect of ever being able to
purchase a licence for themselves.
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The inquiry has found that the causes of the taxi
industry’s poor performance are longstanding and deeply
entrenched. Most of the industry’s problems stem from
the complex and highly restrictive regulatory framework
within which it operates — a framework that constrains
competition, stifles innovation and directs much of the
revenue generated by the industry away from those
providing ‘on the ground’ services.

Many aspects of the industry’s poor performance are
exacerbated by regulation that limits the total number
of taxi licences. This ensures that the number of taxis is
determined not by customer demand or market forces,
but by an artificial restriction that acts primarily to protect
the incomes of current licence holders. Limiting licence
numbers creates a shortage of taxis, leading inevitably
to higher prices and fewer services. The ability for
licence holders to assign the rights to operate the taxi
also means that there is often no coincidence of interest
between owning a taxi licence and providing the taxi
service. Other regulations further erode incentives to
improve services, such as fare controls, restrictions on
vehicle design and compelling taxi operators to affiliate
with a booking network.

Taxi drivers are central to how Victorians feel about

taxi services, with many people complaining about a
decline in driver quality, knowledge and standards of
behaviour. However, the inquiry’s investigations confirm
what most Victorians already know: drivers are well and
truly ‘at the bottom of the food chain’ in the taxi industry.
The vast majority of drivers do not own or operate the
vehicles they drive and most work under unfair bailment
arrangements that offer none of the basic protections and
entitlements enjoyed by many other workers, such as
annual leave, sick leave or superannuation. On average,
drivers earn below the Australian minimum wage, while
working long hours with scant respect or reward. It is little
wonder many do not remain in the industry for long.



Drivers also have almost no ‘voice’ in their industry and
little power to effect change. With few exceptions, the
taxi industry has failed to value drivers as the ‘face’ of
the industry and as the critical element that determines
whether consumers have a good or bad experience.
Instead, the industry has relied on a continual supply

of low paid drivers, with little regard for the service
implications of high driver turnover. In recent times, the
supply of drivers has tightened but, rather than offer
better pay and conditions to attract and, importantly,
keep good drivers, the industry has opted to maintain
the status quo — continuing to try to recruit new, low
paid drivers into the same bailment system while doing
nothing to retain experienced drivers. At the same time,
the industry has pressured the Victorian Government for
a fare rise, despite concerns expressed by some drivers
and others that this may suppress consumer demand for
taxi services even further and despite strong evidence
that the benefits of fare increases accrue to taxi licence
holders rather than to operators and drivers.

Melbourne taxi licences are now worth almost half a
million dollars and the vast majority are leased out (or
assigned) by licence holders to taxi operators for ever
increasing prices. This places great cost pressures on
taxi operators who, in turn, offer very little to drivers.
Sitting alongside the taxi licensing regime (and often
intimately tied to it through confusing and interlinked
arrangements) is another group of players, including
booking networks, taxi brokers, taxi clubs, the providers
of electronic payment systems and the providers of
ancillary services to the industry — many of whom benefit
from the effects of restrictive regulation.

There are now significant anti-competitive forces at play
within the industry, most notably the concentration of
power with the major taxi networks and Cabcharge.
There are also regulations that prevent alternatives to taxi
services — such as hire car services — from competing
with taxis. Decades of constraints on competition

mean that the mindset across the industry is focused

on retaining the status quo and protecting incumbent
interests, rather than seeking ways to promote
competition and improve services to consumers.

Restrictive regulation also provides few incentives

for the industry to exceed basic benchmarks or look
beyond existing service types. Aside from a few pockets
of entrepreneurship, the industry has failed to seize
opportunities to expand into new markets, establish new
services or significantly improve existing services. Where
individual operators do attempt innovation, they are often
thwarted by regulatory barriers that restrict their ability to
offer more flexible services to customers. When these
restrictions are combined with a situation where much of the
revenue generated by the industry flows to licence holders,
it is not difficult to see why the industry is stagnating.

These are complex problems that will not be easy to resolve.

One approach adopted in other countries to tackle these
issues is to move to an open market — where there are
no limits on licence numbers and licences are available
for a small administrative fee. While there is a view in
some parts of the Victorian industry that an open market
is neither achievable nor desirable, the experiences of
several countries, such as Singapore, New Zealand and
Sweden, suggests that an open market can function well
and deliver benefits to consumers. The main lessons
from these and other places are that a successful open
market requires oversight over fares and retention of
controls on safety and service quality, and the effective
enforcing of these regulations.

The inquiry has examined in detail the case for an open
market in Victoria. The inquiry considers that there

are no strong public interest grounds for continuing to
restrict entry to the taxi market. These restrictions are
clearly detrimental to competition and innovation, as well
as making it very difficult for a wider range of people,
including drivers, to operate their own taxi businesses. In
addition, as the inquiry has found, the holders of these
restricted licences are able to capture a substantial share
of industry income without re-investing their rewards
back into the industry. The industry’s performance suffers
as a result.

CUSTOMERS FIRST 21



However, the inquiry considers that, although generally
desirable, a move to a full open market is not possible
or desirable at present. In particular, reducing licence
values to close to zero — as would occur in an open
market where taxi and hire car licences are essentially
‘free’ — without compensation is likely to cause significant
hardship to some licence holders. In the absence of
other reforms, for example driver remuneration, such a
move would also likely result in an over-supply of taxis at
certain times of the day and week. Victoria’'s overall taxi
fleet now has low utilisation and occupancy rates and
consumer demand is weak. For the industry to remain
viable and deliver benefits to consumers, reform needs
to take account of these problems and include measures
to improve the efficiency and quality of services, as

well as increasing consumer demand for services. It is
also important to note that liberalising licences alone is
unlikely to generate greater consumer choice without
complementary pro-competitive measures affecting
networks and operators being in place. Further, moving
to an open market in isolation from other measures will
not address directly a key concern customers have

with taxis: the poor performance of taxi drivers. The
inquiry considers that both suitable ‘pre-conditions’
prior to moving to full open entry, combined with an
understanding of the complementary measures required
under the new approach, are needed to support a
successful reform during the transition phase and over
the long term.

Accordingly, the inquiry does not consider a full open
market is a practical option at this time. Instead, the
inquiry is adopting a more gradual path of reform that
sets the industry on a new direction towards a more open
and competitive market. The inquiry is recommending

a package of regulatory reforms that aim to enhance
competition and performance across the industry. These
measures are designed to increase and improve the
supply of taxis, restore trust in the industry and boost
the demand for taxi services.
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The inquiry’s strong view is that comprehensive
regulatory reform of the taxi and hire car industry is
long overdue. Taking a piecemeal approach to reform
will only deal with the symptoms of the many problems
identified in this report. It will also reduce the chances
of ever achieving substantive reform of the industry.
Accordingly, the inquiry’s reform package aims to
generate a fundamental shift in the focus and balance
of taxi and hire car regulation. Under the inquiry’s
proposals, regulation will become more outcomes-
focused and less prescriptive; more responsibility will
be placed on industry for good service performance;
and, most importantly, competition will be allowed to
operate more effectively to enhance performance.

The inquiry’s reforms are carefully interlinked: in many
instances, it will not be possible to achieve the desired
outcomes if a series of complementary actions are not
taken. For example, it will not be possible to improve

the quality of drivers and their pay and conditions
without licensing reform, removal of traditional bailment
arrangements and measures that reduce costs and
increase revenues of taxi operation. Similarly, it will not be
possible to improve services for people with a disability
in isolation from general solutions for improving driver
quality and licensing reform, as well as implementing
specific changes such as a more reliable booking system
for wheelchair accessible taxis (WATSs).

The reform package can be implemented over a number
of years and be monitored by the new industry regulator,
the Taxi Services Commission (TSC). However, major
reforms should commence immediately to ensure that
Victorians see and experience the benefits of change as
quickly as possible.

The reform pathway set out by the Taxi Industry Inquiry
focuses on what needs to be done to give consumers
a quality experience when they choose to use taxi

and hire car services. In other words, the inquiry’s
recommendations focus first and foremost on what’s
good for taxi and hire car users, not on what’s good

for the industry — although significant benefits will also
accrue to those industry participants who are willing to
embrace change. In particular, these reforms will reduce
regulatory burdens, remove the barriers to new entrants
in a number of areas and help the industry to develop
new services and expand into new markets.

The evidence is compelling: allowing the taxi and hire car
industry to continue in its current form is untenable. Hard
decisions for industry reform need to be taken today and
not deferred, as has happened so often in the past.



The inquiry’s long-term vision for
the future of Victoria's taxi and hire
car industry

Taxi and hire car services are a small but vitally important
part of the transport system in Victoria. They provide
flexible, point-to-point transport that gives people a level of
mobility not offered by other services such as trains, trams
and buses. For people using public transport, taxis can
provide the critical last connection to home to complete
their journeys. Taxis are important to the business and
social lives of Victorians, and for tourists and visitors to

the State. Crucially, taxis — and to a lesser extent — hire
cars provide a vital means of transport for Victorians with
special travel needs, such as elderly people or people with
a disability, and when other forms of public transport or
private vehicle use are not available (such as late at night
or in small towns and isolated rural communities). Taxis

are an important means of transport for people who have
been out drinking and who should not be driving their own
vehicles. The taxi and hire car industry makes an important
contribution to the Victorian economy.

For these reasons, a high performing taxi and hire car
industry that offers consumers a wide range of point-
to-point travel choices is very valuable to the Victorian
community and economy.

The taxi and hire car industry today is a complex one,
burdened with extensive and ineffective regulation, and
failing to innovate and deliver the types of service and
level of service quality expected by the community. The
package of reforms recommended by the inquiry sets the
course of the industry in a new direction, aiming to create
a different and better future for the industry over several
years. The inquiry’s long term vision is that the taxi
and hire car industry evolves to become more open,
competitive, diverse and dynamic, and much more
responsive to the requirements of customers.

A strong customer-focus — and a willingness to explore
better ways of providing services — will be the hallmark
feature of a continually evolving taxi and hire car industry.
Services will be reliable, safe and readily accessible and will
be offered by a range of different service providers: from
individuals to groups of businesses and larger networks.

Consumers will have a wider range of services from
which to choose, multiple ways to pre-book services
(including online and smartphone applications) and a
range of options in relation to price, vehicle type and
travel experience. These services will be shaped to
respond to customers’ current and emerging needs.
There will be services such as share rides and taxi
shuttles operating across the state and, in parts of
regional Victoria, taxis will operate as small buses, filling
gaps in the public transport network and providing
affordable access to employment, services and
recreational activities.

An expanded and vibrant hire car market will be
operating alongside taxis, expanding the choice of pre-
booked point-to-point services available to consumers.
Some of these services will be ‘luxury’ services; others
will offer different types of service, depending on what the
market wants. At Melbourne Airport, information kiosks
will be available to explain the available transport options
to consumers and bring greater order to the booking and
provision of hire car services.

People with a disability or reduced mobility will have
access to reliable and safe taxi services — and to a
broader range of services — and will have to wait no
longer than other taxi users for a cab. Taxi drivers will be
better trained in assisting people with a disability. Better
targeted financial assistance will be available to support
consumers with reduced mobility to access point-to-
point transport. Taxi organisations that offer wheelchair
accessible taxis will provide a highly responsive service
that meets minimum standards set by government.

Information about the taxi and hire car industry will be
publicly available and it will be easy for consumers to
verify details about particular taxi organisations and
drivers, the services they offer, the prices they charge
and how they are performing. The industry regulator will
have ongoing and direct access to data that enables it to
monitor the industry more effectively, resolve complaints
more quickly and make better decisions about industry
policy and regulation.
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Obtaining a taxi or hire car licence will be less costly,
providing an affordable opportunity for any person who
meets approval criteria to enter the market, and allowing
the market (rather than Government) to determine the
balance of supply and demand.

Competition, not regulation, will be the main driver for
improved standards. Where standards are set, they
will relate to driver and passenger safety, accessibility
and service quality, and be focused on outcomes
rather than on prescriptive requirements. Regulatory
‘red tape’ and compliance costs will be greatly
reduced, and regulation will no longer stand in the
way of taxi networks and taxi and hire car businesses
pursuing new services or competing for bus or
community transport work. Taxis and hire cars will be
considered in transport planning and better integrated
with public and community transport services.

The industry will not be concentrated within a handful of
major players; it will be much more diverse and dynamic,
with a range of large and small service providers and
networks offering greater choice and flexibility in services.
The costs of operating a taxi will be lower and service
providers will have more choice in the networks they

join, the services and equipment they purchase, and

the types of service they provide. Taxi businesses and
networks will have more incentive to adapt and provide
innovative services within a streamlined regulatory system
where compliance will be less costly and more efficient.
There will be more networks and businesses of various
sizes that offer a bigger range of services. There will be
an expanded range of pre-booked, door-to-door travel
options, opening up new opportunities for networks and
taxi and hire car businesses to tap into new markets.

Taxi drivers will be better qualified and paid and will work
under improved conditions, enabling the industry to
attract and retain high quality and experienced drivers.
There will be more owner-drivers as a result of more
affordable opportunities to obtain licences. Drivers will
have excellent knowledge about the cities and areas
where they are driving, will be seen as ‘ambassadors’ for
Melbourne and Victoria, and will be respected and valued
within the industry and by customers.
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Customers First: Service, Safety, Choice

The inquiry’s proposed reform package — Customers
First: Service, Safety, Choice — sets a new direction for
the industry toward our vision for the future. The package
has three core aims: increasing and improving the supply
of taxis and hire cars, restoring trust in the taxi industry
and boosting the demand for taxi and hire car services.
Key reforms are highlighted below. The package is

set out in detail in chapter 23. As noted earlier, these
recommendations should be considered as an integrated
package of reforms that will need to be implemented in
full to have the required impact.

INCREASE AND IMPROVE SUPPLY

There will be more taxis and hire cars
on the road, more competition and
innovation in the market for pre-booked
services and more opportunities to
enter various segments of the taxi and
hire car markets. Customers will benefit
from greater availability and choice of
services, and from more reliable and
accessible services.

More taxis

The inquiry proposes to change the restriction on the
issue of taxi licences across Victoria from a restriction on
the numbers available to a policy whereby, for a set price,
any qualified person can purchase a new licence from
the Government at any time. There will be no quantitative
limit on the number of licences issued and no restrictive
‘public interest’ test applied by the regulator. New
licences will not be free but will have fixed prices to be
paid annually.

This change will mean that the number of taxi licences,
and therefore service availability, will increase over time
and will no longer be subject to regulatory decision-
making. Instead, the decision to enter the market will

rest with those who are best placed to make commercial
judgements — individuals and firms already in the industry
and those outside the industry who are willing to risk
capital in a new competitive venture. Importantly, this new
approach will give existing drivers and assignee operators
an opportunity to purchase a taxi licence and become
taxi business owners themselves without having to meet
in one payment the high cost of current licences.



All new licences will be available for a five year term at a
fixed price, paid upfront each year. The new licences will
be able to be sold but will not be able to be ‘assigned’
—that is, the holder of the licence must operate, and

be fully responsible for, the service provided under the
licence. Licences will have a uniform set of conditions
and will be issued to provide services in four specific taxi
zones. The new zone system allows appropriate prices
to be set for new licences in the different service areas
and ensures services will be provided to low profit areas.
It also reflects the adoption of a principle of rationalising
zones where possible to promote competitive and
efficient service.

e Zone 1: Greater Melbourne — This zone will combine
the existing metropolitan and outer suburban zones
(Dandenong and Frankston).

e Zone 2: Urban — This zone will combine the regional
cities of Ballarat, Bendigo and Geelong (currently
deemed as separate urban zones) and other service
areas where current licence values are above
$200,000.

e Zone 3: Regional — This new zone will comprise
service areas where current licence values are
between $100,000 and $200,000.

e Zone 4: Country — This zone will comprise all other
parts of the State not covered by Zones 1, 2 and 3.

In the Greater Melbourne zone, the inquiry considers that
an appropriate price for a new licence, one that reflects the
balance of interests between existing licence holders, other
industry participants and consumers, is $20,000 per year
for a conventional licence and $16,400 per year for a WAT
licence (price approximates the current market discounting
of WATSs). This should not be increased or indexed over
time. This price will also effectively cap the return on
existing conventional licences (the assignment fee) at
$20,000 per year, enabling existing investor licence holders
to continue to obtain an income from their licences.

At this price, there will likely be some new entry, but it
will not be dramatic. In the longer term, the effects will
e more significant. Licence values will no longer feed
into higher taxi fares; the number of owner-drivers will
increase; and the industry will be better placed to meet
changes in demand and to seek out new opportunities.

This new licence policy should be extended across
Victoria and the restrictive ‘public interest’ test removed.
The inquiry has heard that problems of restricted supply
and availability are more problematic in regional areas,
where growth in new licences trails population growth.
This is reflected in very high licence values, even in towns
with fewer than 50,000 people.

Taking into consideration the same balance of interest
issues and using recent licence transfer values (or, where
no value is available, inferring a licence value from areas
with similar service populations and number of licences),
the inquiry’s recommmended licence prices for the three
non-metropolitan zones are:

e Zone 2: Urban - conventional $12,000 per year;
WAT $9,400 per year

e Zone 3: Regional — conventional and WAT
$6,500 per year

e Zone 4: Country — conventional and WAT
$2,000 per year.

Details of how the inquiry has grouped these service
areas and reached these recommended prices are set
out in chapter 23.

More hire cars

The inquiry is proposing a relaxation of the regulation
covering hire cars to enable them to provide a wider
range of services. Under the inquiry’s reforms, hire cars
will be known as Pre-booked only cabs (PBOs). As

with taxis, the public interest test currently applying to
the issue process for country hire car licences will be
removed and all new PBO licences will be granted ‘as of
right’ to approved applicants who wish to purchase them
at a set price.

Separate metropolitan and country hire car zones will be
abolished and new and existing licences will be authorised
to operate a pre-booked service anywhere in the state.

A consolidated, uniform PBO licence will be adopted
statewide with a uniform set of conditions. Licences will be
of no fixed term, be permitted to be sold but not assigned,
and restricted to pre-booked operation only.

PBO licences will be available for purchase at any time

to approved applicants at a one-off set price of $40,000.
The approach recommended here in relation to the way
licences are to be issued is not a substantial change from
that which currently applies.

The current requirement for vehicles to meet the value
of the luxury vehicle tax threshold will be removed and
replaced with new minimum vehicle standards that allow
for greater choice and flexibility in the types of vehicles
selected for providing PBO services.

Over time, the inquiry expects these changes to increase
service availability and lead to the emergence of more
diverse pre-booked services, ranging from the luxury,
‘high end’ market to more affordable and/or specialised
services. These developments will give Victorians a much
greater choice in point-to-point travel options.
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More diverse and better vehicles

Restrictions on the types of vehicles that can be used

as taxis and hire cars should be relaxed, generating
greater choice for taxi users and enabling the industry

to offer new services and attract more customers. In
particular, the inquiry is recommending the removal of
current impediments to using purpose built, universally
accessible vehicles that are already available, such as the
LLondon black cab.

Taximeters capable of voice transmitting elements of
the fare, better dome light design and the ability to use
smartphones to identify taxi owners and drivers should
become features of taxi vehicles.

Advertising on taxis and hire cars will be permitted,
subject to strict rules to ensure vehicles maintain a
professional image. This will give taxi businesses an
additional source of revenue, improving their viability,
especially in country areas.

The inquiry is also seeking the community’s views on
removing the requirement for taxis to be painted yellow in
the country and regional zones, and allowing networks in
the Greater Melbourne and urban zones to choose their
own distinctive livery (to be approved by the regulator),
enabling them to offer more noticeable brands and
improving competition.

More networks and more choices for taxi businesses

The inquiry considers that major reform to
regulation affecting network service providers

is required in order to improve performance. In
particular, regulation that results in market power
and restricts competition should be removed.

Under the inquiry’s reforms, networks and other
groupings of taxi service providers will become
Authorised Taxi Organisations (ATOs) and will take greater
responsibility for maintaining service standards and
quality amongst their members (see A new permit system
of approval and responsibility for service).

The requirement for taxi operators (who will
become ‘permit holders’ under the proposed new
streamlined system) to affiliate with a network
(ATO) will be removed. Taxi permit holders will be
free to join one or more approved ATOs or they
may choose to operate independently, provided
they meet certain safety and service standards,
including greater oversight by the regulator.
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Entry requirements for ATOs will be reduced, cutting

the regulatory burden on these organisations and
encouraging new entrants and competitors. Through
these measures, the inquiry aims to support the
development and growth of a market where ATOs will
have to compete to supply services to taxi permit holders
and drivers, as well as taxi users. The reforms will also
encourage new participants to enter the market to deliver
innovative booking and other services.

Over time, these reforms should lead to more ATOs
of various sizes and specialties, and consumers who
are better informed about the services, price and
performance being offered by these organisations.

RESTORE TRUST

Service standards and driver quality
will improve through the introduction
of a new streamlined permit system
and better training, testing and
remuneration of taxi drivers. Taxi permit
holders (operators) and networks
(ATOs) will be directly responsible for
the services they and their members
provide, information about service
performance will be readily available
to consumers,; and there will be clear
avenues to resolve complaints.

Better quality drivers

It is very clear that the critical element in a satisfactory

taxi or hire car experience is the quality of the driver. It is
equally clear that Victorians are generally dissatisfied and
disappointed with the quality and behaviour of taxi drivers.

The inquiry is recommending a package of reforms to
improve the taxi industry’s ability to attract and keep
good, experienced drivers.

The inquiry’s licensing reforms will significantly lower the
barrier to entering the taxi market. This will give drivers
with aspirations to forge a career in the industry a clear
path to purchasing and operating their own taxi and/or
PBO businesses.



The taxi driver accreditation scheme will be retained, but
with changes made to toughen up entry requirements,
improve the training curriculum and introduce
independent testing. All taxi driver applicants will be
required to have held a Victorian Driver Licence for a
minimum 12 month period prior to being accredited,
ensuring a minimum level of experience with Victorian
road conditions and laws.

New Greater Melbourne zone drivers will be required to
undertake and pass an independent examination known
as the ‘Greater Melbourne Knowledge’, which will test
drivers against the competencies of the taxi driver training
course, including local knowledge, English language,
customer service skills (including for customers with a
disability) and safety awareness.

While recognising that training is an important
element in building the pool of quality drivers, the
inquiry’s strong view is that the most important factor
is increasing drivers’ remuneration and improving
their working conditions. While acknowledging the
difficulties involved in improving taxi driver pay and
conditions, the inquiry believes that efforts can and
should be made to overcome these difficulties.
Having considered a range of alternative approaches,
the inquiry is proposing a new mandatory Driver
Agreement that must be entered into by all taxi permit
holders (see A new permit system of approval and
responsibility for service) and drivers. The Agreement
will contain minimum terms, conditions and payment
arrangements published by the Victorian Government.

The new Driver Agreement will replace existing bailment
arrangements and will include conditions such as
Occupational Health and Safety responsibilities,
insurance obligations, service standards required of the
driver and dispute resolution mechanisms. The inquiry

is also proposing to establish a better revenue sharing
arrangement for drivers within the Driver Agreement. A
minimum percentage is recommended of no less than
60 per cent of the fare box revenue that must be paid to
the driver. An alternative of establishing a minimum hourly
rate for the hours drivers work in peak and non-peak
times, or possibly allowing drivers and permit holders to
choose between either a specified minimum percentage
of fare box revenue or minimum hourly rates when
entering into the Driver Agreement, is also outlined. The
inquiry welcomes the views of industry and stakeholders
on these further options.

The inquiry has been mindful of the fact that, because
driver remuneration has been forced to such low levels
under the current system, there is a practical issue of
how taxi permit holders will be able to afford to pay
higher remuneration for drivers. The inquiry has made
a number of recommendations that directly seek to
enhance the viability of taxi permit holders and lower
their costs, boost demand for taxi services and make
it possible for them to pay their drivers more. With this
in mind, if the minimum share of fare box revenue is
adopted, the inquiry considers that a rise from the current
industry practice of 50 per cent paid to the driver to a
minimum of 60 per cent strikes a reasonable balance
between affordability and the interests of drivers —and
ultimately passengers.

Improving driver pay and conditions is critical to
attracting and retaining quality drivers and addressing

a key concern Victorians have about taxi services. The
inquiry recommends that, in year five of the reform
implementation program, the TSC review the continuing
necessity of the Driver Agreement. At this point, the

TSC should assess the adoption of reforms by industry
and the impact of these measures on driver pay and
conditions. The review should specifically consider

the extent and effectiveness of the use of the Driver
Agreement as compared with employment arrangements,
as well as growth in numbers of owner-drivers and other
indicators of industry retention of drivers. If the reform
measures have not sufficiently improved driver pay and
conditions the Government could consider the further
step of requiring all drivers to be engaged under a written
employment contract.

Improved safety for drivers and passengers

While the safety aspect of taxi and hire car services is
complex and multi-faceted — and requires responses
from the industry, government, local councils, police and
others — the inquiry considers that more can be done to
improve the safety of taxi drivers and passengers. The
inquiry has also found that a number of safety measures
introduced in recent years have been reactive and ad
hoc, with little investigation into their costs and benefits
before imposing them on the industry and consumers,
often at considerable expense.
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The inquiry is recommending that, in future, regulatory
impact assessments be required before the TSC
implements any major safety initiative in the taxi and hire
car industry.

The inquiry is also recommending:

e Animmediate moratorium on the roll out of the new taxi
safety cameras while the TSC undertakes a cost and
benefit assessment of the application of the new camera
standard in country Victoria. More generally, further
consideration should be given to how to reduce costs
and improve competition in the camera supplier market

e The inclusion of safety management responsibilities
for taxi permit holders and drivers in the proposed
new Driver Agreement, including a requirement on
permit holders to provide a safe working environment

® The removal of the exemption for Victorian taxis
and hire cars from the mandatory use of child
restraints for children aged one year or older but
less than seven years.

The inquiry’s proposed move away from prescriptive
regulation towards an outcomes-based approach will
also apply to safety. This will mean that taxi businesses
and drivers have more choice about how they achieve
safety-related outcomes, but that these outcomes — and
the efficacy of existing and future safety measures — will
be heavily scrutinised and closely monitored.

Empowering consumers

The number of people and firms involved in the taxi and
hire car industry, and their overlapping responsibilities,
makes it confusing for consumers to identify who is
responsible for delivering services, direct a complaint
about poor service to the appropriate place or evaluate
the performance of different service providers. The inquiry
is making a number of recommendations to provide
consumers with more information about the industry and
its performance, and a more effective complaints process.

To increase transparency about the identity of taxi

and hire car industry participants and accountability
for service, a database of industry participants will be
established and made available publicly on the TSC
website. Technology improvements should be adopted
to enable taxi users to use their smartphones to read a
barcode in each taxi vehicle that provides information
about the licence holder, permit holder and driver.

The TSC will also have a much larger role in providing
information services, advice and assistance to consumers
to enable them to make informed choices.
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Complaints about service delivery will primarily be the
responsibility of service providers, with the TSC setting,
monitoring and enforcing stringent performance outcomes.

A new permit system of approval and responsibility
for service

The inquiry has found that, despite being detailed

and prescriptive, the existing regulatory regime does

not create accountability for the delivery of service
standards; rather, it contributes to considerable confusion
amongst industry participants and an avoidance of
responsibilities that translates to poor outcomes for taxi
users. The regime is far from ‘best practice’ and imposes
unnecessary costs on taxi and hire car businesses.

The inquiry is proposing a significant overhaul of the
regulatory regime and is recommending that elements of
the regime be repealed.

Two approaches are critical to this overhaul. First, the
inquiry is proposing a new streamlined permit system
that will clarify accountability for the delivery of taxi and
hire car services and set minimum service standards
for independent permit holders and ATOs. The new
system will encourage greater competition between the
suppliers of services and give them greater flexibility to
offer customers quality services and products. Permit
holders will be permitted to hold both taxi and PBO
licences, providing an opportunity to expand and diversify
their businesses by combining different service offerings
and developing new products that appeal to existing
customers or cater to new markets.

Secondly, the inquiry is recommending a stronger
emphasis be placed on outcomes-based regulation,
which will require clear outcomes to be achieved, but
allow industry to choose how to deliver these outcomes.
Prescriptive service standards will not be applied to
ATOs; instead, minimum operating rules will be set

out in regulation and the regulator will report on ATO
performance, ensuring that this information is publicly
available and accessible to consumers. ATOs will also be
made subject to the consumer guarantee provisions of
the Australian Consumer Law.

Over time, these measures should also increase the
number of people in the industry who own and drive
their own vehicles and clarify that existing licences that
are transferable and assignable are held for investment
purposes only, not for directly operating a taxi or PBO.



More accessible services

The inquiry received many submissions, letters and
comments from taxi users with a disability, their families,
carers and advocates, and disability service providers.

It is clear to the inquiry that taxi services play a vitally
important part in the lives and wellbeing of many people
with a disability. Unfortunately, it is equally clear that
people with a disability experience poor and unreliable
taxi services more frequently and with more serious
consequences than other taxi users in the community.

While the inquiry’s general recommendations in relation to
licensing reform, driver quality and vehicle diversity should
improve the accessibility of taxi services for people with
reduced mobility, the inquiry considers that a number

of other more targeted measures are also needed to
significantly improve the performance of services to this
group of Victorians.

In making these specific recommendations, the inquiry
has found that that the number of WATs within the
metropolitan taxi fleet appears to be sufficient — the
problem is that these vehicles are not being organised
and operated effectively. Accordingly, the inquiry is
proposing the establishment of a central booking service
for the Greater Melbourne zone to provide easier, more
reliable booking of WATs. All WAT vehicles will be required
to join the booking service, which will operate under
contract to the TSC.

Other measures being proposed by the inquiry include:

* An expansion in the Multi Purpose Taxi Program
(MPTP) to assist Victorians aged 80 years or over
who have their private vehicle driving licences
suspended by VicRoads as a result of a fitness to
drive assessment

e Replacing the Tariff 3’ surcharge on the distance rate
with a flat fee, reducing the incentive for WAT vehicles
to seek long fares from the airport instead of jobs for
passengers using a wheelchair

e The retention of the WAT vehicle subsidy scheme for
country and regional areas.

Improved regulation and a more effective regulator

The inquiry is proposing a fresh approach to restore
public trust and industry confidence in the regulation

of the taxi and hire car industry. The inquiry’s
recommendations aim to generate a fundamental shift
in the focus of government regulation and in the balance
between government, industry and market regulation.

The inquiry endorses the intention of the Victorian
Government to establish the new regulator, the TSC,

as an independent authority that operates separately
from the Department of Transport and that is overseen
by a multi-member commission. Building on this, the
inquiry considers that more can be done to ensure

the regulator’s impartiality, accountability and overall
effectiveness, and makes a number of recommendations
to this effect.

The inquiry is also proposing that all regulation that
affects the taxi and hire car industry be examined to
assess continuing its necessity in light of the directions
expressed by the inquiry, to reduce duplication and to
ensure that, as far as possible, it is outcomes-based
rather than prescriptive.

Importantly, the TSC should also have the power to
require taxi permit holders to provide real time trip and
shift data direct to the regulator and for ATOs to provide
service delivery data on a regular and ongoing basis. This
will require significant investment by the regulated but
there will be significant pay offs as a result. This should
greatly improve the TSC'’s ability to develop effective
regulation and monitor its implementation.

Revenue obtained from the sale of new taxi and PBO
licences should be directed to industry reform and the
delivery of better services to the community, including
support for safe taxi ranks, the extension of the MPTP and
the creation of the new central booking service for WATs.
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BOOST DEMAND

Removing impediments to taxis
providing fixed route and share ride
services, better integrating commercial
passenger vehicles with the broader
transport system and moving over time
from fare control to fare competition will
enable the industry to boost demand
and realise its potential. It will also result
in customers having a much greater
choice in the types of services available.

New and more flexible services

The inquiry has concluded that taxis and hire cars

are falling well short of realising their potential as key
elements of the transport system in Victoria. In particular,
the inquiry sees no justification for not allowing taxis

and hire cars to compete either indirectly or directly

with buses and other public transport, and for removing
regulatory and other impediments standing in the way
of the industry moving into new markets and improving
occupancy trends.

The inquiry is recommending the removal of the
requirement under the Bus Safety Act 2006 for taxis with
10 or more seats to seek registration as a bus in order
to operate ‘set fare’ or ‘set route’ services. Taxis will not
be defined as buses and permit holders will be permitted
to offer fixed route services without having to seek a
separate and duplicative registration.

Legislative and fare setting impediments associated
with the introduction of multiple hire services such
as share rides and taxi shuttles will be removed.
Commercial passenger vehicle services will be
more fully integrated with other transport services
in policy and planning, and consideration will be
given to funding or utilising taxis as a complement
or alternative to community and public transport.

To reduce waiting times for taxis, the inquiry is proposing
the adoption of measures to increase the access taxis
have to bus lanes along freeways and major roads.
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Fares

The inquiry has reviewed the operation of taxi fare
regulation in Victoria and found that the current system
of regulation imposes some significant costs, alongside
delivering benefits for consumers. The costs include that it
discourages competition where it is feasible — particularly
for pre-booked work — and that it restricts innovation by
service providers that might offer higher quality, higher
price services or services with a different fare structure.
Further, the averaging effect of fare regulation creates
distortions, as seen in short trip refusals and long queues
of taxis at the airport. The inquiry’s recommendations
aim to reduce some of these costs and encourage more
competition so that some of the benefits from price and
service differentiation can be realised.

The inquiry is proposing a two stage process to move
from fare regulation to fare competition over time. Taxi
fares in the Greater Melbourne and Urban zones will
continue to be regulated in the short to medium term,
and determined by the Essential Services Commission
(ESC) with input from the TSC. ESC decisions should
be final. Fares set by the ESC will change from being
prescribed fares (fixed amounts) to maximum fares,
giving permit holders and ATOs the ability to offer
discounted rates below the maximum fare to consumers.
In country and regional zones, where pre-booked
services predominate, the TSC will be empowered to
allow a move from maximum fares to a price notification
system following the implementation of licensing
reforms in those areas. Following the first three years

of the reform program, the TSC will assess the extent
and effectiveness of fare competition to determine if

it is suitable to move from maximum to notified and
monitored fares in the Greater Melbourne and Urban
zones in the future.

It is also proposed that fares be restructured and
simplified. This will include better matching operators’
costs with fares, which requires an increase in taxi fares
late on Friday and Saturday nights (peak times), offset
against a reduction in fares at all other times (off-peak), and
increasing the flagfall and reducing the price per kilometre
for the Greater Melbourne zone to address the undesirable
practices of short fare refusal and airport overcrowding.



Reducing the service fee for electronic payments

The inquiry considers that the 10 per cent service fee
charged on all electronic payments in Victorian taxis is
excessive. The inquiry considers this high charge is linked
to both a lack of competition in the payments systems
markets and, more broadly, to the lack of competition in
the taxi services market in which payment systems are
used. The inquiry is recommending that:

e Barriers to entry into payments processing be
reduced by changing the arrangements for the MPTP
scheme and changing the approvals process for
EFTPOS devices in Victorian taxis

e The 10 per cent service fee that is levied on electronic
payments for taxi fares be brought under regulation
as part of taxi fares and set at a level that better
reflects the resource costs of providing the service.
The inquiry recommends this be set at five per cent of
transaction value unless further evaluation by the ESC
as part of regular fare reviews determines otherwise.

The inquiry also notes that there are promising
technological developments occurring in Australia and
overseas that present alternatives to using taxi specific
payment processing systems and that offer the benefit
of lower processing fees for taxi users. The inquiry is
recommending that any regulation in this area facilitate,
rather than stifle, such innovation.

Guide to this report
This report is structured as follows:

Part A - Background and overview

is provided (chapter 3).

Part B - Victoria’s taxi and hire car industry

areas (chapter 5).

Part C - Regulating the industry

Part E - Strategy for reform

Appendices

This part of the report sets out the circumstances surrounding the establishment of the Victorian Taxi Industry
Inquiry and the inquiry’s Terms of Reference (chapter 1). It describes the principles and approach adopted by the
inquiry and the inquiry’s progress since May 2011 (chapter 2). A summary of the main themes raised with the inquiry

This part gives an overview of the current structure, operation and performance of Victoria’s taxi and hire car
industry, including the various elements that make up the industry (chapter 4) and the industry’s performance in key

This part examines the regulatory regime governing the industry. Chapter 6 describes the history of taxi and hire
car regulation and reform in Victoria and sets out the case for regulation of the industry. Chapter 7 summarises the
current regulatory framework, while chapter 8 examines the role and performance of the industry regulator. Chapter
9 explores alternative approaches to taxi and hire car regulation from other jurisdictions.

Part D - Understanding and improving industry performance

Part D provides a comprehensive analysis of the factors influencing performance in taxi and hire car services.
Chapter 10 assesses the impact of regulation on the performance of taxi and hire markets in the key areas of entry
restrictions, licence assignment, fares and competition constraints. Chapters 11, 12 and 13 examine performance
in the areas of networks, payment systems and driver quality. Chapter 14 explores specific issues in relation to hire
cars. Chapter 15 discusses the role of taxis in providing transport access for people with mobility disadvantage.
Chapters 16 to 18 explore specific issues relating to country and regional services, safety and sustainability.

This part sets out the inquiry’s strategy for reform of the taxi and hire car industry. Opportunities for the industry
to expand, access new markets and develop new services are examined in chapter 19. Chapter 20 describes
options for setting and regulating fares. Chapter 21 examines taximeters. Chapter 22 sets out a fresh approach
to regulating the industry and the future role, structure and responsibilities of the new industry regulator. Finally,
chapter 23 discusses and explains in detail the inquiry’s recommendations for reform.

The report’s appendices include a more detailed description of the inquiry’s community engagement activities,
a list of public submissions received by the inquiry, details of publicly available research and technical papers
accompanying the report, and additional information on dome lights and taxi brokers.
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Chapter 1.

1. Inquiry background

On 28 March 2011, the Victorian
Government established an independent
inquiry into the Victorian taxi and hire

car industry. Announcing the inquiry,

the Victorian Premier, Ted Balllieu,
identified a number of problems

with the industry and stated:

It is obvious that the current industry structure and
regulation has failed. It has entrenched a lack of
accountability for on-the-ground taxi services by the
major industry participants.’

The Premier nominated key tasks for the inquiry as
including improving low levels of public confidence,
providing better security and support services for
drivers and safety for customers, and ensuring drivers
are properly trained and knowledgeable. The Premier
indicated that he expected the inquiry to address “long-
standing and deep-rooted” issues and to recommend
“sweeping reforms” to the industry.

At the same time as establishing the inquiry,

the Government announced a two-stage reform
process for the Victorian taxi and hire car industry.

In the first stage, the Taxi Industry Inquiry will conduct
a comprehensive investigation into service, safety
and competition issues in the industry. In the second
stage, following the completion of the inquiry, a new
Taxi Services Commission will take over the role of
industry regulator from the Victorian Taxi Directorate.
The Commission will operate as a statutory authority
with powers to reform the industry.

1 Office of the Premier of Victoria, Media Release (28 March 2011),
Taxi services reform to commence with industry inquiry
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1.1. Terms of Reference

The Taxi Industry Inquiry is being conducted by the Taxi
Services Commission, a new body established under the
Transport Integration Act 2010.

The Commission has been given a range of powers and
responsibilities to facilitate the inquiry, including powers
in relation to the collection and disclosure of information,
the holding of public hearings and the publication of
reports. These powers and responsibilities are contained
in the Transport Integration Act 2010 and the Transport
(Compliance and Miscellaneous) Act 1983.2

The Taxi Industry Inquiry’s Terms of Reference require
the inquiry to undertake a wide ranging review of the
Victorian taxi and hire car industry, focusing on core
issues related to customer service, safety and the roles
and accountability of industry participants. The overall
aim of the inquiry is to instigate major and enduring
improvements to key aspects of the industry.

2 Copies of these Acts are available at the Victorian Legislation and

Parliamentary Documents website: www.legislation.vic.gov.au


http://www.legislation.vic.gov.au/

Terms of Reference

The Commission will have broad scope to review
the sector and its performance against the
following principles:

e Customer and service focus

e Safety for passengers and drivers

e Support for and training of drivers

e Integration with other forms of public transport

e An outcomes-based and accountable
regulatory framework

e Market design that is effective, efficient and
promotes competitiveness

e Sustainability, in economic, environmental and
social terms.

The overall aim of the Commission is to instigate
major and enduring improvements to service,
safety and competition to Victoria’s commercial
passenger vehicle industry.

The inquiry should be wide ranging and consider
all point to point transport services including taxis,
hire cars and other demand responsive services
with a particular focus on service outcomes.

The Commission should conduct broad ranging
consultation to determine the views at all levels,
including consultation with the general public and
expert industry and other key stakeholders.

The Commission must prepare a final report and
make recommendations focussing in particular on
the following:

e The appropriateness of the structure of the
taxi industry including the accountability of the
range of industry participants with a particular
focus on commercial incentives to participants
including licence holders to improve services
to passengers

e Service delivery and employee conditions,
in particular the working conditions, training,
standards and remuneration of drivers, and
how these contribute to service standards
and outcomes

Competition in the sector, in particular
focussing on vertical integration, anti-
competitive practices and incentives
for innovation

The effects of regulation, particularly relating
to entry to the taxi market through capped
licence numbers and to price controls and
taxi fare setting arrangements, and how these
impact on customer service and innovation

The performance of the Multi-Purpose
Taxi Program and Wheelchair Accessible
Taxis in providing service to people with
disabilities and a broad range of mobility
disadvantaged people

The current and potential role of taxis, hire
cars and other demand responsive transport
services in an integrated transport system,
with a focus on the role of these services in
social inclusion

Options for reform including benchmarking
safety and service standards, appropriate
market-based, legislative and administrative
solutions, and communication technology
advancements that may be harnessed, to
facilitate improvements in the safety, service
and environmental performance

The appropriate regulatory and service model
for long term regulation and operation of the
industry, focussed on service outcomes
Examine, evaluate and report on other models
and new approaches in the taxi and hire car
sectors both in Australia and overseas

Transitional arrangements from the current
regulatory and service arrangements to the
recommended model

Any other related matters.
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The inquiry team

The Taxi Industry Inquiry is headed by Professor Allan Fels AO, assisted by Dr David Cousins AM.
Professor Fels and Dr Cousins are supported by a team with expertise in the taxi industry, transport
economics, regulatory regimes, competition policy and other specialist areas.

Professor Allan Fels AO

Professor Allan Fels AO is Dean of the Australia

and New Zealand School of Government. He

was Chairman of the Australian Competition and
Consumer Commission (1995 to 2003); the Trade
Practices Commission (1991 to 1995); and the
Prices Surveillance Authority (1989 to 1992). He
was co-chair of the OECD Trade and Competition
Committee from 1996 to 20083. Professor Fels was
Director of the Graduate School of Management of
Monash University, and Professor of Administration at
Monash University (1984 to 1991). He is a Patron of
the Mental Health Council of Australia and of SANE,
Chairman of the Haven Foundation which provides
accommodation, care and support for mentally ill
people, and a member of the National Mental Health
Advisory Board.

Professor Fels is or has been a member of a number
of advisory boards to the Australian and Victorian
Governments. He was appointed an officer of the
Order of Australia in 2001.

Dr David Cousins AM

Dr David Cousins AM is a consultant and

Adjunct Professor with the Centre for Regulatory
Studies, Faculty of Law, Monash University. He

is an economist who has had senior positions in
government, university and private consulting.

He was a Commissioner with the State Services
Authority Victoria and Professorial Fellow with
Monash University from 2008 to 2011; Director

of Consumer Affairs Victoria (2002 to 2008);
Commissioner Australian Competition and
Consumer Commission (1999 to 2002); Director
KPMG Consulting (1995 to 1999); Chairman Prices
Surveillance Authority (1992 to 1995) and Member
Prices Surveillance Authority (1989 to 1992).

In January 2009, Dr Cousins was appointed a
Member of the Order of Australia in recognition
of his contribution to consumer policy and its
administration in Australia.
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1.2. Issues leading to the inquiry

Announcing the Taxi Industry Inquiry, Premier Ted Baillieu
identified the key problems with Victoria’s taxi industry as:

e | ow customer satisfaction
e Safety and security for passengers and drivers
e |nsufficient support for drivers

e Too many poorly-skilled drivers with inadequate
knowledge

* A high turnover of drivers resulting in a shortage of
experienced drivers

e Complex ownership and management structures
e A lack of competition

e Too much industry revenue not being directed to the
service providers — the taxi drivers and operators.®

The Premier described the industry as “troubled” and in
need of “significant reform to drive improvements in service”.

Introducing the legislation to establish the Taxi Services
Commission in June 2011, the Minister for Public
Transport, Terry Mulder observed:

Victorians are fed up with the never-ending problems
in the taxi industry and the appalling reduction in
levels of service over recent years ... While many taxi
operators and drivers do a good job, the problems
driving customer dissatisfaction are clear: the long
queues for a taxi in the Melbourne CBD and other
entertainment districts on a Friday or Saturday night,
drivers who do not know where to go, taxis that do
not turn up, drivers who will not accept a short fare,
violent incidents and unsafe behaviour.

Victorians are embarrassed when a dirty taxi or a
poorly trained driver gives international visitors an
unfavourable first impression of Melbourne. They are
angry when they hear that taxi licences cost up to half
a million dollars while taxi drivers are earning less than
the minimum wage.*

3 Office of the Premier of Victoria, Op. Cit.
4 Parliament of Victoria, Legislative Assembly, 2 June 2011

In May 2011, the commencement of the inquiry

was accompanied by media reports of the Victorian
Department of Transport (DOT) Customer Satisfaction
Monitor (CSM) recording the lowest levels of satisfaction
with taxi services since the survey began in 2005. Key
problems identified by the CSM included difficulties

in obtaining taxis off the street and at ranks, a lack of
information about taxis and poor passenger experiences.®

There has also been a significant increase in formal
passenger complaints about taxi services lodged with the
Victorian Taxi Directorate in recent years, with the number
of complaints trebling between 2004 and 2010.8

These problems reflect longstanding concerns and
complaints about the performance of taxi services
raised through formal and informal channels by taxi
users, business and tourism groups, community
organisations and local councils, as well as by many
industry participants. Generally, these issues have been
accompanied by dissatisfaction from both within and
outside the industry about aspects of the taxi market’s
structure, operations and regulatory environment, and
by considerable public debate about the impact of
deeper structural and systemic issues on the industry’s
competitiveness and performance.

The DOT has recognised the deep seated nature of
the industry’s problems for some time and has been
supportive of this inquiry, as have other economic
regulators and central government agencies in Victoria.
The DOT has also seen the inquiry as a continuation of
the broad transport reform agenda it had been leading
in Victoria and nationally in recent years.

5 See chapter 5
6 See chapter 5
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Chapter 2.

2. 'The inquiry's
approach

The inquiry formally commenced

on 12 May 2011 with the release

of a background paper, Setting the
Scene, that outlined concerns with
the industry, posed questions for
consideration by the inquiry and called
for submissions from the Victorian
community and industry participants.

2.1. Key principles

In accordance with its Terms of Reference, the Taxi
Industry Inquiry’s broad approach has been to review
the performance of taxis, hire cars and point-to-point
transport from first principles — going beyond an
examination of the current structure, regulation and
performance of the industry to determine what ‘best
practice’ taxi and hire car services might look like.

In doing this, the inquiry has been conscious of the
fact that there is little point in undertaking reform of
the industry if the resulting outcomes fail to meet
the requirements and expectations of the Victorian
community. The inquiry’s position has been that all
elements under investigation should be assessed
against the service consequences for taxi users.

The inquiry’s approach is summed up in the observation
of Dr Ron Ben-David, Chairperson of the Victorian
Essential Services Commission:

The once-in-a-generation opportunity handed to this
inquiry to ‘reconceptualise’ the reform agenda
suggests that the inquiry should not be bound to the
known taxi industry in its thinking. Its thinking should
not start with licence holders, assignees, drivers and
bailment agreements, network service providers,
electronic transaction providers or regulators. Rather,

it must go further back; much further back; all the way

back to the service offering. What is required (by

consumers) and what is to be produced (by whoever)

in order to meet that demand?

In this context: Taxis are a service,
not an industry.’

1 Ben-David, Ron (September 2011), Taxi reform: Putting an end to
the rents and myths — Paper prepared for the Taxi Industry Inquiry,
Melbourne, p.8
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To explore potential reforms in this context, the inquiry used
a number of methods to develop a clear understanding

of what Victorians need and want from taxi and hire car
services, the unmet demand for these services and whether
better and new services are being hindered by the current
regulatory regime governing the industry. In examining
options for regulatory and other reforms, the inquiry focused
particularly closely on the potential impact of reforms on the
consumers of taxi and hire car services.

The following key principles have guided the inquiry’s work:

e Public interests are at the forefront of the inquiry’s
analysis and recommendations, particularly the
interests of current and potential consumers of taxi
and hire car services.

e A balance should be achieved between industry
self-regulation, direct regulation by government and
regulation by competition. There should be a larger
role for markets and competition within the industry
and a bigger role for industry self-regulation.

e Regulations that are not necessary to protect
the public interest should be removed to reduce
regulatory burden on the industry. The regulatory
regime should be more effective and efficient.

e Reforms proposed by the inquiry should support an
efficient, competitive and innovative industry.

¢ Reform must be evidence-based and practically
achievable within a reasonable timeframe.

2.2. Inquiry activities

From May 2011 to March 2012, the inquiry’s activities
have included:

e Conducting customer surveys and surveys of taxi
and hire car licence holders, operators and drivers

e Consulting with individuals and organisations with
an interest in taxi and hire car services, including
customers, businesses, disability service providers
and advocacy groups, local councils, unions,
academics, government departments and agencies,
and industry bodies

Consulting with industry participants, including
drivers, operators, licence holders, network service
providers and state and national associations

e Hosting forums for taxi drivers, hire car operators and
mobility disadvantaged taxi users

¢ Hosting an independent roundtable of economists
and transport experts

® \Visiting regional areas and hosting nine regional
forums across Victoria



e |ssuing eight publications, including issues papers
on taxi services in regional Victoria, booking services
and hire cars

¢ Reviewing submissions to the inquiry and conducting
in-depth interviews with selected respondents

e Maintaining active social media platforms for the
duration of the inquiry

e Collecting and analysing industry data

e Commissioning specialist consumer and
economic research

e Developing and modelling reform options

¢ \Visiting other jurisdictions to study taxi and hire car
service models and consulting with regulators in
Australia and overseas.

The inquiry team has endeavoured to meet or talk with
as many interested people and organisations as possible
and provided a number of channels for people to contact
the inquiry, including mail, email, telephone, Facebook
and Twitter.2

The inquiry received a total of 393 submissions in
response to the Setting the Scene background paper and
accepted submissions, letters and email comments until
17 February 2012. All submissions have been considered
by the inquiry. Non-confidential submissions are available
on the inquiry website.®

2.3. Inquiry methodology

The inquiry took the following approach to its
investigation of the Victorian taxi and hire car industry:

e Understanding the current structure and operation of
the industry (see Part B)

e |dentifying problems within the industry and exploring
their underlying causes (Parts B and D)

e Examining the reform approaches adopted in other
jurisdictions (see Part C)

* |dentifying the current regulatory framework and the
role of the industry regulator, and analysing the case
for regulation of the industry (see Part C)

e Understanding the impact of regulation on the
industry’s performance (see Part D)

e Seeking the views of taxi customers and the broader
Victorian community on what they want from taxi and
hire car services, and canvassing the views of industry
participants on how the industry’s performance can
be improved (see Part A)

2 See Appendix A for a description of the inquiry’s community engagement
3 See Appendix A for a full list of submissions received by the inquiry

¢ |dentifying those aspects of the industry that should
be regulated to improve performance and deliver
services that meet customer and community
demand, and recommending a strategy for reform to
improve service and other outcomes (see Part E).

The inquiry has drawn on previous studies covering
various aspects of the taxi and hire car industry,
conducted its own research and commissioned external
research. The inquiry has also undertaken detailed
modelling to assist in the development and assessment
of options for reform.

2.4. Obtaining information and data

Successful, effective and sustainable reform must be
evidence-based. While a great deal has been written
about the Victorian taxi and hire car industry — and
extensive anecdotal material is available — the usefulness
and accuracy of this material varies widely.

All past investigations, reports and inquiries into the
Victorian taxi industry have been frustrated to some
degree by an inability to obtain concrete operational
data by which the performance and other basic
characteristics of the industry can be measured. Similar
difficulties have been encountered by practically all past
inquiries into the taxi industries of other Australian and
international jurisdictions.

Because such concrete data has been so difficult to
obtain, researchers and policy makers have typically
had to resort to survey data, industry supplied estimates
and the cooperation of a small sample of industry
participants, such as taxi operators, who have kept
records of reasonable quality.

While these methods have merit, data collected in such
a fashion has an inherent tendency to reflect errors.
This is because, among other things, certain variables
and industry segments may not be represented in

the samples, and degrees of self-interest mean that
information might be supplied selectively.

The Taxi Industry Inquiry has obtained more information
and knowledge about the Victorian taxi and hire car
industry than any of these reviews, and has subjected
this information to analysis and modelling. However, in a
number of areas, the inquiry continues to be limited in its
ability to recommend reforms due to a lack of adequate
data, the reluctance or inability of the industry to provide
relevant or useful data, and the failure of the industry
regulator to collect such data.
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From the outset, the inquiry considered that a
comprehensive and accurate industry dataset would

be critical in reaching evidence-based conclusions from
which effective and achievable reform recommendations
could follow. A data collection strategy was devised and
implemented in the earliest stages of the inquiry.

To some extent, the inquiry was already in a relatively
advantageous position regarding the kinds of data

it could request from the Victorian Taxi Directorate

(VTD). The VTD holds driver and vehicle shift records

as a by-product of Multi Purpose Taxi Program (MPTP)
administration, and, in recent years, the standard of

data held about industry participants has been greatly
enhanced through the implementation of the taxi industry
accreditation scheme.

Further, the Transport (Taxi-cab Industry Accreditation)
Regulations 2007 specify records that taxi operators and
network service providers (NSPs) are required to keep.
Of the three schedules in the regulations that prescribe
record keeping requirements, Schedule 2 — records to
be kept by large NSPs — is the most comprehensive.
Schedule 2 effectively formed the basis of the inquiry’s
initial data request to industry.

The inquiry believed that its request could be met with
relative ease by large NSPs, given that the majority of
data requested was already required to be kept by those
NSPs. Nine NSPs in Victoria are defined as large (having
40 or more affiliated taxis): the four metropolitan NSPs,
the two outer suburban NSPs and the respective NSPs
based in each of the three urban zones. These NSPs were
presented with the inquiry’s data request in July 2011.

The data request asked for detailed information under the
following twelve broad categories:

e Trip Data

e Shift Data

* Emergency Warning Device Data
e Complaints Data

* Disciplinary Procedure

e Communications System Failure
e (Global Positioning System (GPS) Failure
e Training Provided

e Affiliation Agreements

* Account Records

e Payment Records

e Fleet Data.
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For the most part, these twelve categories mirrored
Schedule 2 of the regulations with one notable exception:
whereas the regulations only require NSPs to report (and
supply to the licensing authority if requested) details
about trips booked through the NSP, the inquiry required
that the NSPs provide details for every trip undertaken by
each taxi affiliated to the NSP. Furthermore, the inquiry
required a far greater degree of detail about each trip,
such as the distance travelled for each trip, the latitude
and longitude coordinates of the trip start and end
locations, and, for a booked trip, the method by which it
was booked.

The inquiry requested this enhanced detail about all trips,
regardless of whether the trip was booked through the
NSP, in the knowledge that all large NSPs had adopted
dispatch systems that captured this level of detail. The
inquiry considers that the dataset that it has managed to
acquire and subsequently analyse is likely unparalleled
by any that has been collected before during an industry
investigation or by an industry regulator (without the
benefit of having data streamed directly to the regulator
from the fleet).

However, collecting the data proved particularly onerous.
Without exception, each of the nine NSPs experienced
some difficulty in supplying the data requested and, in
some cases, demonstrated a reluctance to cooperate
with the inquiry. The inquiry’s ongoing frustration with the
progress of data collection led to the issuing of a formal
notice to each of the NSPs on 18 October 2011. The
inquiry’s consultation records reflect that follow-up and
discussion regarding the data request involved more than
two hundred instances of inquiry contact with the NSPs
and, in some cases, their dispatch service providers.

Despite the inquiry’s intense efforts, it took close to six
months before even a portion of the requisite dataset
could be secured. This portion enabled the inquiry to
conduct some preliminary analysis, which gave an initial
indication of state of industry activity. Nevertheless, even
as the remainder of the data requested was provided,
there were continuing problems. In many cases, data
had to be resubmitted because it was incomplete or
contained errors. Significant delays also arose due to
some NSPs’ lack of in-house technical capability to
extract and compile the data, or because their dispatch
service providers were unresponsive in providing
technical support.



It was only towards the later stages of the inquiry’s
investigation that the inquiry acquired sufficient data
upon which accurate modelling and analysis could be
based. While some gaps remained in the raw data,

the inquiry was able to confidently ‘patch’ the dataset,
accounting for seasonality and extrapolating from the
majority of the actual data. In effect, the result has been
the development of a full dataset covering every trip by a
metropolitan taxi in 2011.

The inquiry also had access to more than a year’s worth
of trip data for all outer suburban taxis and the vast
majority of urban taxis. This data, combined with the shift
data requested from the VTD, proved to be an extremely
rich source of information and, as noted above, possibly
the most complete and reliable dataset ever compiled
about any Australian state’s taxi industry.

This dataset was subjected to rigorous analysis by the
inquiry, the results of which are incorporate throughout
this report, particularly in chapter 5. The inquiry also
had the industry data geo-coded, which provided detail
relating to established taxi zones and the importance
of Melbourne Airport to the metropolitan taxi fleet.

The results of some of this work can be seen in maps
throughout the report.

As mentioned above, the inquiry’s initial expectation
was that fulfiling the data request would be relatively
straightforward for Victoria’s nine large NSPs and that
data collection could then focus on intermediate and
small NSPs, and on at least a significant sample of
taxi operators. Given the inquiry’s experience with the
ostensibly more sophisticated large NSPs, it became
clear that extending the data collection strategy in this
direction would be futile.

The lack of concrete data about country taxis means that
the inquiry’s analysis has been metropolitan-focussed.
This is concerning given that the scant data the inquiry
did obtain about country taxis, along with anecdotal
evidence, suggests that the profiles of metropolitan and
country taxi operations are quite different.

On the operator side, the inquiry was more fortunate

in that a number of industry participants volunteered
comprehensive and detailed data about their operations.
These data was critical to ascertaining information
around operator costs and also went some way towards
substantiating the results from the inquiry’s NSP data
analysis. By issuing an operator survey, the inquiry
attempted to cast the net further and collect a greater
sample of operator data. As expected — given the
inquiry’s understanding of taxi operators’ record keeping
standards generally — this was met with limited success.

The absence of a reliable and comprehensive source of
operator data remains an ongoing concern. The lack of
data in this area, along with the lack of data on country
taxis and the failure of large NSPs to provide accurate
data in a timely manner, gives strong support to the
argument for data to be collected directly from the cabs
independently by the new industry regulator.

The poor availability of accurate, realiable and timely
data in critical areas is of concern for several reasons:

e |t makes it difficult for policy makers to assess
the success or otherwise of current regulations
and policies, and to design and implement effective
new policies.

e |t makes it very difficult for the regulator to focus its
attention on ‘problem areas’ or to adopt a risk-based
approach to compliance.

® |t constrains competition, as consumers have no
means of comparing performance between taxi
networks and/or operators.

e |t greatly exacerbates the difficulties in integrating taxi
and hire car services more fully with community and
public transport services.

As Ambassador Taxis, Taxilink and Cabways note in their
joint submission to the inquiry:

In the absence of verifiable data going forward, it is
extremely difficult to gauge the ongoing performance
of the industry, including the ability to monitor the
effects of industry changes.*

Manually collating data is also labour intensive and

costly on both the industry (in collecting and collating the
data) and on the regulator (in converting the data into a
useable form) and results in large amounts of unusable or
untrustworthy data.

4 Ambassador Taxis, Taxilink and Cabways, Submission to the Taxi
Industry Inquiry, SS238, p.7
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[t is essential that the same kind of data that has
enabled the inquiry to measure the performance of
the industry is made available to the new industry
regulator, the Taxi Services Commission, on an ongoing
basis to ensure that the Commission can monitor
industry performance as a matter of course. In the
immediate term, this will be important in assessing
the effect of the inquiry’s proposed reforms to ensure
that these effects are positive; in the longer term, this
data will be vital in adjusting policy settings as needed
so that service delivery and safety is optimised.

The most effective way to collect this data is directly
from the cab so that meter events and details including
latitude and longitude coordinates can be obtained.
Notwithstanding this, data will still be required from
networks so that the performance of the booking aspect
of taxi and hire car services can continue to be assessed
and publicised.

Inquiry finding

=>» The poor availability of data in reaction to
crucial aspects of the industry’s performance
hinders the development of effective regulation.
The industry regulator needs timely access to
reliable information and the best way to obtain
this information is directly from the cab.
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2.5. Compliance with the Transport
Integration Act 2010

As noted in chapter 1, the Taxi Industry Inquiry is being
conducted by the Taxi Services Commission, which is
classified as a ‘transport body’ and ‘transport system
agency’ under the Transport Integration Act 2070. This
classification requires the Commission to have regard

to a number of objectives and principles in exercising

its powers, making decisions and performing functions.
The inquiry has adopted governance processes to
ensure that its approach and recommendations take into
account the Act’s objectives and principles.

These objectives and principles are summarised in
Appendix C.
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Chapter 3.

3. Main themes raised
with the Inquiry

As noted throughout this report, the

Taxi Industry Inquiry has taken the view
that there is little point in undertaking
reform of the taxi industry if the resulting
outcomes do not meet the demands and
expectations of the Victorian community.

To ensure that potential reforms are explored from

a service perspective, the inquiry adopted a strong
consumer focus and implemented an extensive
community engagement strategy. The strategy involved a
number of methods to better understand what Victorians
need and want from taxi and hire car services, their
concerns about existing services and their suggestions
for improving services.

Several mechanisms were used to canvass as broad

a range of views as possible and provide different
avenues of access to the inquiry team, including formal
submissions, community forums, customer and industry
surveys and confidential consultations. As noted in
chapter 1, the inquiry received 393 submissions. The
inquiry’s social media strategy was highly successful,
with over 6,500 passive Facebook views per month and
441 Twitter followers. The inquiry’s online presence has
proven particularly valuable, allowing contributors to raise
and debate ideas and reforms, and capturing a wide net
of interested people.

In addition to community engagement, the inquiry
commissioned research into consumer concerns and
issues, including:

e Market research — to understand customer
experiences, views and attitudes in relation to taxi and
hire car services

e Consumer detriment — to examine the impacts of poor
services, both financial and emotional, on taxi use

e Consumer demand — to understand the demand
sensitivities and elasticities of customers against a
range of service choices and options.

The results of this research are reported in chapters 5
and 19 and referred to throughout the report.
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A number of themes emerged from the inquiry’s
consultations and commissioned research submission,
surveys and consultations and submissions. These
themes reflect common concerns with taxi and hire

car services raised by consumers, community and
business groups, and industry participants. This chapter
summarises the main themes raised with the inquiry. The
views of taxi users, industry participants and others about
the peformance of taxi and hire car services are also
noted in the relevant chapters of the report.

Details of the inquiry’s community engagement program
and research projects are set out in Appendices A and B.

3.1. Service quality and performance

The inquiry found widespread dissatisfaction with the
quality, reliability, cost and availability of taxi services
across Victoria. Many concerns raised in submissions
and consultations relate to well-publicised issues that

led to the establishment of the inquiry." In addition, the
inquiry’s commissioned research on consumer detriment
estimated the financial and time cost of poor taxi services
over the previous 12 months at around $133 million.?

Generally, taxi users feel there is room for significant
improvement in taxi services, particularly in relation to the
reliability and timeliness of booked services, the quality of
drivers and the availability of cabs during peak periods.

More broadly, the research commissioned by the

inquiry found that the average customer satisfaction
rating with taxi services was 5.4 out of 10. Over one third
(89 per cent) of taxi users reported having had a problem
with taxi services in the last 12 months. More than half
(52 per cent) of these problems related to ‘unprofessional
driver conduct’, while half related to ‘route issues’. Other
problems related to driving infringements, fare refusals
and issues relating to fares.®

-

See section 1.2

2 Latitude Insights (2012), Taxi Servcies Commission: Consumer
Detriment Research — Prepared for the Taxi Industry Inquiry,
Melbourne

3 Ipsos Social Research Institute (2012), Taxi and Hire Car Research

2011 - Prepared for the Taxi Industry Inquiry, Melbourne



Seeking the views of Victorians

The inquiry’s comprehensive community
engagement strategy aimed to ensure that as

many Victorians as possible had an opportunity to
contribute their views on the future of taxi and hire
car services. The inquiry actively sought input from
individual taxi and hire car users in Melbourne and
regional Victoria, and from organisations with an
interest in taxi and hire car services such as local
councils, community service providers and business
groups. Activities undertaken by the inquiry include:

e Submissions to the inquiry — The inquiry received
393 submissions over the course of the inquiry.

e Community forums — The inquiry hosted
a number of forums, including community
‘open houses’ in regional centres and a forum
co-hosted with VCOSS to discuss ways to
improve taxi and hire car services for mobility
disadvantaged people.

e Consumer surveys — The inquiry encouraged taxi
users to complete an online customer survey,
which was completed by more than 500 people.

e Online access to the inquiry — Victorians
could download consumer surveys and send
comments to the inquiry through the inquiry’s
website, as well as through a Facebook page,
Twitter and YouTube.

e Consultation — The inquiry consulted directly with
individuals and groups across Victoria, including
local councils, community groups, MPs,
transport experts and economists, and business
and industry associations.

e Commissioned research — The inquiry
commissioned research into customer behaviour
and decision-making in relation to using taxis
and hire cars, consumer detriment associated
with taxi services, and demand for taxi and
hire car services.

Many taxi users are dissatisfied with the current standard
of taxi booking services provided through network service
providers (NSPs). These concerns include:

e Difficulties booking a taxi over the phone during
peak times with calls often going unanswered or
callers waiting for long periods of time before an
operator responds

e No certainty that a taxi will arrive at the time
requested (or show up at all), even where it has been
booked well in advance

e Unacceptably long wait times in Melbourne, with no
communication from the booking service about why
the delay has occurred or when the taxi may arrive

e The apparent inability of the booking companies to
provide basic information to customers, such as
where a booked taxi is or when it will arrive.

Many taxi users are mystified as to why the taxi industry
is not using widely available technologies such as GPS
tracking, smartphone applications and the internet to
improve booking and other services.

These concerns about reliability are leading many
consumers to turn away from the large booking
companies, preferring instead to use regular trusted
drivers or secondary networks (either accredited formal
networks or informal groups of drivers). The benefits of
using these networks nominated by users include being
able to pre-book a taxi well in advance with confidence
that it will turn up on time, being able to establish a
regular schedule for taxi services (such as a weekly trip to
and from the airport), and having access to a regular and
trusted driver.

The inquiry found clear evidence that driver quality is
central to whether customers are satisfied or not with
taxi and hire car services. Complaints and concerns
about the quality and competence of taxi drivers feature
prominently in submissions and comments to the inquiry,
and in forums and consultations.

The main concern about driver quality raised with the
inquiry is drivers with poor local knowledge. This concern
is raised repeatedly by casual and regular taxi users and
by tourism-related businesses.

The biggest problem I've got is that the drivers don’t
know where they’re going.*

4 lpid., p.85
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Some taxi drivers appear to lack appropriate training
and knowledge of destinations. This is a particular
problem for ... international or interstate guests
wanting to get from Crown to other destinations
around Melbourne.®

Other concerns include drivers taking indirect routes,
limited competency in English, fare refusals (particularly
short trip refusals and refusals to carry passengers with a
disability) and poor conduct (such as unsafe driving and
rude or discourteous behaviour).

Many people feel there has been a noticeable decline in
the quality of taxi drivers in recent years. Some believe
this is the result of too many inexperienced, part-time or
temporary drivers working in the industry.

Taxi users and industry participants believe there is scope
to improve driver accreditation and training practices:
however, strong opinions have been expressed to the
inquiry that poor driver quality is directly linked to low
rates of pay and poor working conditions.®

Almost all taxi drivers who responded to the inquiry
expressed dissatisfaction with their remuneration and
working conditions, with most feeling that they work long
hours for very low rates of pay. This is particularly the case
for drivers who do not own the taxis they drive. These
views are also held more broadly, with many members
of the Victorian public believing that any industry reforms
should improve pay and conditions for drivers. Many taxi
users believe that better driver pay and conditions will
enable the industry to attract and retain better drivers,
with flow-on effects for overall service quality.

A number of submissions argue that taxi drivers

should be recognised as employees, noting that the
current arrangements deny drivers access to standard
employee benefits such as regulated working hours,
minimum rates of pay, sick leave, workers compensation
and superannuation.

The inquiry found considerable dissatisfaction with the
availability of taxi services, with the main concerns being
availability late at night in the Melbourne CBD (especially
on Saturdays and Sundays in the early hours of the
morning), availability during major events in Melbourne and
general availability in outer metropolitan and regional areas.

5 Crown Melbourne Limited, Submission to the Taxi Industry Inquiry,
SS88, p.2
6 Chapter 13 contains a detailed discussion of these issues
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A number of submissions raise the lack of services
in Melbourne’s outer suburbs where the country
zone meets the metropolitan zone. Tourist areas that
experience fluctuations in demand also report poor
service availability at times of peak demand.

In central Melbourne, taxis are the main public transport
service operating on Saturdays and Sundays in the
early hours of the morning when there are still significant
numbers of people in the city. One Victoria Police officer
told the inquiry:

There are nowhere near enough taxis on Friday
and Saturday nights between the hours of midnight
and 7am. The city has over 1600 licensed venues
and is a hub of activity during these nights and
there is a significant shortage of taxis during

these periods.”

The City of Melbourne believes that the current level

of taxi availability at these times contributes to an
environment where people are unable to leave the central
city area and make their way home, which leads to a
higher likelihood of conflict near late night venues. The
council also reports that very long wait times at ranks
leads to frustrated customers walking onto the road to
hail taxis and conflict between customers and drivers.

In outer metropolitan areas, where Melbourne’s public
transport system is struggling to keep up with rapidly
growing suburbs, taxi users, businesses and local
councils have concerns about the poor availability of taxi
services (especially in areas where there are only one or
two taxi companies).

Generally, most taxi users feel that there are not enough
taxis on the road in Melbourne or in large regional
centres. However, many industry participants argue that
there are too many taxis on the road in Victoria, that
most taxis are underutilised for most of the time they are
operating, and that increasing the number of taxis will
reduce drivers’ incomes.

The Victorian Taxi Association (VTA) contends that it is
“simply unachieveable” to expect a taxi to be “waiting
and ready to go whenever and wherever someone
wants” and that a more effective solution to improving
late night transport options in Melbourne is to extend
public transport operating hours, rather than increasing
the number of taxis.®

7 Dean Anderson, Submission to the Taxi Industry Inquiry, SSO5, p.1
8 Victorian Taxi Association (VTA), Submission to the Taxi Industry
Inquiry, SS60, p.7



With Australians increasingly nominating cost of living
concerns as the most important issue facing the nation,
it is perhaps not surprising that the cost of taxi services
is raised in numerous submissions and discussions with
the inquiry.

Specific concerns about fares are:

e The overall level of fares is too high.

e The current fare structure provides an incentive for
drivers to queue for long periods at Melbourne Airport
competing for a small number of highly lucrative fares,
reducing the availability of taxi services across the rest
of the city.

e The fare structure is not sufficiently flexible to allow
new, more affordable services (such as share ride
services) to emerge.

e The 10 per cent service fee charged by payment
processing providers for processing non-cash
payments is widely perceived as excessive, especially
by the business community.

More broadly, the declining affordability of taxis is seen as
having a particularly detrimental effect on Victorians who
are already disadvantaged in their transport options:

e When added to other cost of living increases, the
price of using taxi services is becoming prohibitive for
people on pensions and low incomes.

e Even with the Multi Purpose Taxi Program (MPTP)
subsidy, taxi services are too expensive for many
people with a disability, especially those who need to
use taxis regularly and those that need to travel long
distances to access services.

e The cost of taxi services in outer metropolitan areas
of Melbourne and smaller regional towns, where
public transport service is relatively poor, restricts
the mobility of people who do not have a car. Local
councils report that this can have an impact on
access to social and recreational activities for young
people and elderly people in particular, increasing any
pre-existing isolation and disadvantage.

e The cost of taxis means they are too expensive for
long distance travel for people living in rural and
remote communities. While bus services are usually
available, in many small communities these services
run infrequently or to a limited number of destinations.
For residents without access to a car, these limited
travel options can increase their social isolation.

These concerns are summed up by Ms Cath Smith, Chief
Executive Officer of VCOSS:

For some people, taxis constitute an essential
component of the transport system, which

addresses mobility needs that may not currently

be accommodated by any other transport service.
People with a disability, low income earners, and
those who live in transport disadvantaged communities
are often high users of taxis and are the hardest hit
by expensive taxi fares.?

There is very strong support within the industry for a fare
increase, with the VTA and others noting that fares have
not increased since December 2008 and have not kept
pace with CPI increases and the rising price of LPG.

Drivers continue to be concerned about their
personal safety, especially when driving late at night.
While some drivers feel that safety has improved
through measures such as protective screens,
cameras, alarm systems and GPS technology, many
believe that drug- and alcohol-fuelled behaviour

is making their jobs more difficult than ever.

While Victoria’s taxi industry is perceived generally
as having a good record of passenger safety, some
concerns have been raised repeatedly with the inquiry:

e Passenger safety late at night at taxi ranks — The
industry, the City of Melbourne and councils in larger
regional cities have informed the inquiry of their efforts
to improve late night safety at taxi ranks through the
development of safe taxi ranks and are proposing a
number of options to further improve safety at ranks.

e Child safety — Specifically in relation to taxis being
exempt from regulations that require children up to
the age of seven to be restrained in an approved child
restraint or booster seat.

e \Women and people with a disability — Respondents
report that women and people with a disability are
more likely than other taxi users to report feeling
unsafe travelling in taxis at various times, mainly due
to inappropriate driver behaviour (such as drivers
asking personal questions of women passengers and
being aggressive or argumentative).

e QOrganisations representing people with a disability
report significant concerns about inadequate
wheelchair restraints or lack of driver knowledge in
using them.

©

Victorian Council of Social Service (VCOSS), Submission to the Taxi
Industry Inquiry, SS191, p.2
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e \Vehicle safety — Some taxi users are concerned about
poorly maintained vehicles.

Generally, passenger safety is not seen by taxi users and
the public as the sole responsibility of the taxi industry,
but as a shared responsibility between industry (licence
holders, operators and drivers), government and other
organisations, such as Victoria Police, local councils, late
night venues and the organisers of major events.

Around 10 per cent of submissions to the inquiry are from
taxi users with a disability and organisations concerned
about taxi services for mobility disadvantaged users.

This significant group of consumers responded in large
numbers to the inquiry’s Setting the Scene discussion
paper (comprising 25 per cent of all responses) and

has also engaged with the inquiry through other means,
including the joint Taxi Industry Inquiry-VCOSS forum.

While there is acknowledgement that services for people
with a disability have improved, significant concerns
remain. The most common concerns are:

e Very long waiting times (up to and exceeding three
hours) for people requiring wheelchair accessible taxis
(WATs), especially during peak times, with many users
having little confidence in being able to book a taxi
and receive the service in a reasonable timeframe

¢ Drivers being discourteous to passengers with a
disability, including ignoring directions about preferred
routes, taking circuitous routes to destinations when
a passenger is unable to object and failing to provide
assistance when it is clearly required, such as refusing
to help a person enter or exit the cab

e Poor driver communication skills in providing
services to people with a disability (especially where
customers have sensory disabilities or difficulties
in communicating their wishes) and a concern that
drivers have a poor understanding of the diversity of
people with a disability.

Taxi users and disability groups believe there is a need for
improvements in driver training, as well as other reforms,
to address these concerns and provide a much higher
standard of service for people with a disability.

While the MPTP is generally viewed positively by people
with a disability and the organisations supporting them, a
number of concerns with the program have been raised
with the inquiry, including:
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e |tis restricted to people with a severe or permanent
disability, and is not available to people who are
temporarily disabled or frail older people

e The subsidy caps disadvantage people who have
a need to make multiple trips or who need to
make longer trips, such as people living in rural
and remote areas

e The complexity of the application process is a barrier
to people accessing the program

¢ The financial hardship test for the program
disadvantages people with a disability who are
employed, but who lack any other means of
getting to work.

Many contributors to the inquiry feel that the MPTP
should be made more flexible and more responsive to the
diverse needs of mobility disadvantaged taxi users.

Not only do concerns with regional taxi services differ
from those experienced in metropolitan Melbourne, the
transport needs and the delivery of taxi services also vary
from town to town and region to region.

Compared to Melbourne, there is a high level of
satisfaction with taxi services in regional areas and there
are fewer safety concerns for drivers and passengers due
to passengers often knowing their driver, good vehicle
maintenance and initiatives such as safe taxi ranks.
However, taxi users, local councils and businesses and
community groups report a number of concerns:

¢ Problems with availability in large regional cities,
with taxi numbers failing to keep pace with
population growth

e |Long wait times in some areas

e A shortage of WATs and limited service choice and
flexibility in services, especially in smaller towns and
remote communities

e Poor integration with public and community transport

¢ Insufficient taxi services during periods of high visitor
numbers in some regional tourism destinations.

Short trip fare refusals by taxi drivers in Melbourne feature
prominently in submissions to the inquiry.

The Victorian Taxi Directorate (VTD) reports that more
than 530 complaints lodged with the regulator in 2010/11
related to short trip fare refusals, with a large number of
refusals reported during 3pm to 5pm on weekdays.©
Anecdotal evidence to the VTD suggests that the worst
locations for short trip refusals are in central Melbourne.

10 Information provided by the VTD



The City of Melbourne, Crown Casino, Melbourne Airport
and business groups report feedback from taxi users about
drivers being discourteous when asked to accept a short

Community groups highlight the impact on people with
a disability and older people of the reluctance of drivers
to accept short trip fares. Travellers Aid, which is based

fare, attempting to extract a fee above the metered rate for at Flinders Street Station and assists travellers with a
a short journey, making excuses for being unable to take the disability, told the inquiry:

fare, or trawling the streets for longer fares near taxi ranks
where requests for short trips are known to be common. On many occasions, taxi drivers have refused the
people we assist access to services on the basis
that they are short fares. They actually ask where
the individual is travelling before allowing them

in the vehicle.™

The City of Melbourne points out that the reluctance

of drivers to accept short trips may have an adverse effect
on perceptions of Melbourne as a good place

to do business:

The ability and more importantly a preparedness
to move across and within the city on short trips
for business people is a significant benefit to
business.

Case study

Positive experiences

While many negative comments about taxi services have been received by the inquiry from the Victorian community,
a number of positive experiences have been reported. In particular, high levels of satisfaction are reported with the
performance of secondary taxi networks in providing personalised, reliable services tor regular customers. Benefits
reported by taxi users include knowing which driver is coming and when, having access to a trusted driver and being
able to negotiate flat fares for regular trips.

The inquiry has also received positive reports about individual drivers, such as drivers making special efforts to return
personal items left in taxis, drivers who offer ‘extra’ assistance (such as helping elderly passengers with their shopping)
and drivers with particularly clean and well-maintained taxis.

The inquiry heard many stories about a high standard of service being provided to taxi users with a disability and older
people by their ‘regular’ drivers. The inquiry also received reports of regional taxi operators responding positively and
professionally to requests from disability service providers to deliver customised services to people with a disability.

In its submission to the inquiry, Scope observes:

A more personalised service from regular drivers has enabled many people to lead more inclusive lives in their
community... For many people with disabilities who have complex needs, taxis would not be an option for
them if these relationships could not be developed.'

Reflecting this comment, one user told the inquiry of her experiences using a secondary network:

What a treasure [my regular driver] has proved to be! If he can’t pick me up, he even texts me to see if | got
home OK. Several times | have visited relatives in the country and he has made sure that | made it safely to
Travellers Aid ... Customer service is his first priority.'*

Some respondents to the inquiry point out that while there are established avenues to complain about poor
service, there are no well known or public ways of reporting good service. Others urge the inquiry to consider
initiatives to recognise and reward excellent service, such as certificates that can be displayed in taxis, badges or
insignia on uniforms, a ‘Driver of the Year’ award or an alternative pay structure that rewards excellence.

11 City of Melbourne, Submission to the Taxi Industry Inquiry, SS166, p.10 12 Travellers Aid, Submission to the Taxi Industry Inquiry, SS132, p.4
13 Scope, Submission to Taxi Industry Inquiry, SS67, p.15
14 Ruth Kruger, Submission to the Taxi Industry Inquiry, SS30. p.1
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3.2. Regulation, competition and
industry operation

A range of concerns were raised with the inquiry relating
to the industry’s structure, competition within the industry
and the impact of the current regulatory regime on the
industry’s performance.

Seeking the views of industry

The inquiry actively sought the views of industry
participants on their perceptions and concerns
about the taxi and hire car industry, how
services can be improved and fair and effective
regulatory reform can be achieved. The inquiry
has been particularly diligent in pursuing leading
stakeholders who were under-represented in
submissions to the inquiry.

Activities undertaken by the inquiry include:

e Submissions to the inquiry — Of the 393
submissions received by the inquiry, around
60 per cent have come from industry
participants.

e Regional forums — The inquiry’s regional
stakeholder forums gave industry participants in
regional areas the opportunity to raise issues and
concerns directly with Professor Fels and the
inquiry team.

e Taxi drivers forum — More than 50 taxi drivers
attended a forum with Professor Fels and Dr
David Cousins to share their experiences and
views of the taxi industry.

e Surveys — Current Victorian taxi drivers, taxi
operators and licence holders were invited to
complete separate surveys, as were hire car
operators. These surveys were distributed
through the inquiry’s website and Facebook
page, as well as being available at forums and
regional visits hosted by the inquiry. More than
1,200 people responded to these surveys.

e Online access to the inquiry — Industry
participants could contact the inquiry team,
download surveys and send comments to the
inquiry through the inquiry’s website, Facebook
page, Twitter and YouTube.

e Consultation — The inquiry consulted directly
with industry participants, including taxi and hire
car licence holders and operators, NSPs and
secondary networks.

The VTD also conducted industry consultations
(based around its regular industry forums) and
shared the results with the inquiry.
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Restrictions on the issuing of taxi licences have been
raised repeatedly in the inquiry’s consultations. Many
respondents to the inquiry argue that these restrictions
have made licences too expensive, preventing more
people from entering the industry. In turn, this is seen as
leading to a consolidation of control within the industry
and anti-competitive practices, as well as reducing

the potential number of taxis available in Victoria and
adversely affecting service quality.

Support for lifting current restrictions on issuing taxi
licences ranges from calls for an unlimited release of new
perpetual licences to the controlled release of new types
of licences, such as ‘weekend only’ licences or licences
confined to geographic zones. There are also calls for the
Victorian Government to buy back all perpetual licences
and replace them with annual licences leased directly
from the government.

Those in favour of retaining licence restrictions argue
that it maintains the viability of the taxi industry and is
an effective regulatory tool for managing taxi numbers.
These people believe that while increasing the number
of licences may alleviate demand in peak periods, it will
exacerbate the oversupply of taxis during other times.

Current licence holders are concerned about the impact
on the value of their licences and the payment of fair
compensation if restrictions are eased or eliminated
altogether. Licence holders argue that investing in a taxi
licence is no different to investing in shares or real estate
and that any regulatory changes adversely affecting

the market value of a private property right must be
accompanied by appropriate compensation measures.

A number of people holding licences are long-term
investors in the industry and their licences provide income
or support during retirement. These licence holders are
concerned that a reduction in the value of licences will
cause them significant hardship.

Some submissions received by the inquiry suggest that
the supply of licences cannot be addressed without first
introducing measures to restructure the industry, such as
regulating or prohibiting the assignment of licences and
establishing drivers as employees. These people argue that
such restructuring will lower the value of licences as purely
financial instruments, establish the ‘real’ value of licences
and change the dynamics of running a profitable taxi
service. This will enable an undistorted picture to emerge of
the availability of taxis in relation to the supply of licences.



There is a strong view in sections of the industry that
the inquiry also needs to examine the Victorian
Government’s role in leasing around one quarter of
the state’s taxi licences and the impact this has on the
quality of taxi services.

The assigning of licences (where a licence holder effectively
leases the right to operate a taxi-cab for an annual feg) has
also been raised repeatedly with the inquiry.

Assignment is seen by some taxi operators as having

a detrimental impact on service quality. A small group

of operators see the ‘demise of the professional cabbie’
(and an associated decline in service quality) as stemming
from the removal of the limitations on assigning licences
to a third party in 1987. Generally, these operators want
to see regulatory changes that require licence holders

to operate the taxi(s) associated with their licence(s).

Assignment fees are also seen as adding to the
pressure on operators and drivers, as well as
contributing to higher fares. Large institutional
licence holders argue that it is mainly smaller
holders who do not take a responsible approach to
assignments, with one company commenting:

Our perspective is that assignment fees should be set
at realistic and reasonable levels that allow the
operators and drivers to earn a fair income.’®

There are also significant concerns about the practices
associated with assignments, including licence holders
exploiting vulnerable operators (such as those whose
assignments are expiring but who have purchased a
vehicle under finance) and instances of commissions and
‘under the table’ payments that add to assignment fees.

Many people commenting to the inquiry feel that current
regulatory arrangements governing the industry are
overly complex, impede competition and innovation, and
do not provide sufficient incentive for service providers
to improve service quality. While acknowledging that
some core regulations are necessary for ensuring high
standards of safety and service quality, these people feel
there is a strong case for a reduction in regulation across
most aspects of the industry.

15 Gange Corporation, Submission to Taxi Industry Inquiry, SS124, p.1

Most large institutional taxi licence holders are strongly
opposed to a more open licensing regime or large scale
regulatory reform, viewing it as a risky and costly option
that will not address concerns about service quality or
availability. These licence holders generally do not believe
broader reforms or restructuring of the industry are needed
and point to their expectation that the capital value of their
investment should not be adversely affected by changes in
regulation or that this will not occur without compensation.

However, a number of smaller licence holders and

taxi operators are supportive of substantial regulatory
reform, particularly in areas such as licence assignment,
payment systems, affiliation with network service
providers (NSPs) and opening up opportunities for new
and more flexible services.

Some industry participants, mainly taxi operators, are
highly critical of current regulations that compel them to
affiliate with a NSP, seeing this requirement as restricting
their business options and limiting their ability to bargain
for better value in the services they receive from NSPs.
Some of these operators also see reduced competition
in network services as having had a detrimental effect on
service quality.

Generally, these operators — and other observers of the
industry — argue that the dominant NSPs now exert
too much control over the industry through their cross-
ownership of licences, fleets and electronic payment
systems; their brokering of vehicle sales and taxi
licensing; and their close relationship with Cabcharge.

Conversely, the VTA argues that:
A key reason that Victorian taxis are better equipped
than those in other jurisdictions is because Victoria’s

NSPs are large enough to invest in real goods and
services that benefit the customer.’®

16 VTA, Op. Cit., p.13
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The inquiry found widespread concern about
transparency, accountability and standards within the
taxi industry. These concerns are raised in submissions,
consultations and community forums, with the following
main issues identified:

e There is no public transparency about the
identity of accredited taxi and hire car industry
participants, including taxi licence holders,
operators, drivers and NSPs. There is no easy
way for members of the public to find out who
controls or operates vehicles, or to ascertain
whether operators and drivers are accredited.

e Compared to public transport services, there is
little public information available on the use of taxis.
This means that many anecdotal assertions about
taxi services remain unverified by evidence.

e There is little knowledge within the community
about service standards and the taxi industry
is not required to report publicly on meeting
service standards, as is the case with public
transport services such as trains and trams.

* There s a high level of dissatisfaction with the
current mechanisms for making a complaint about
taxi services, with many taxi users choosing not
to make a complaint because they have little
faith it will result in any action being taken.

e There is a strong view among some individuals
and organisations that problems with taxi
service quality are due, at least in part, to taxi
licence holders having no formal responsibility
for ‘on-the-ground’ service outcomes.

Many respondents to the inquiry, particularly the business
community, feel that the industry lacks a strong customer
service culture and that this is reflected in customer
service not being given a high priority by operators and
drivers. A number of taxi operators echo this sentiment,
expressing frustration about what they perceive to be

the failure of the industry to take the lead in developing a
stronger focus on customer service, including involving
operators in setting and adhering to service standards.
However, this criticism is rejected by the VTA, which
asserts in its submission:

There is no issue of greater concern to the industry
and all its stakeholders than customer satisfaction.

This fact is often lost in the debate about Victoria’s
taxi service.””

17 VTA, Op. Cit., p.2
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The VTA also argues that poor service quality is not

as pervasive as anecdotal evidence suggest, and
cautions against setting ‘unrealistic and unachievable’
expectations for the industry, especially around response
times and taxi availability.

There is considerable industry dissatisfaction with

the VTD, including concerns about the effectiveness

of the regulator’s monitoring and enforcement activities,

its responsiveness to industry concerns and its handling

of complaints. Some industry participants perceive the
VTD to be reluctant to investigate broader concerns about
the structure and operation of the industry, and believe
that it does not always act in the interests of all participants
in the industry.

Industry participants feel that the VTD is unappreciative
of and unresponsive to their concerns, that it does not
take sufficient action against operators who do not
comply with regulations and does not consult adequately
with the industry. These participants suggest this non-
collaborative relationship with the industry has left the
industry suspicious of policy and operational changes
and has led to policies being developed to better suit the
regulator, rather than the industry or consumers.

There is a strong public perception that the VTD’s
complaints handling process is inadequate, difficult to
access and that little or no follow-up will result from lodging
a complaint. The inquiry received feedback from some
disability advocacy groups and taxi users with a disability
that there is insufficient promotion from the VTD about
where and how passengers can direct their complaints.

A number of taxi users believe that drivers are not
motivated to improve their conduct as the VTD does
not take sufficiently strong action against drivers.
Some agencies have suggested that the complex
structure of the industry appears to contribute to
the difficulties experienced by the VTD in enforcing
compliance with regulations.

Groups such as the Victorian Equal Opportunity and
Human Rights Commission, National Disability Services
— Victoria and Scope have noted the positive steps taken
by the VTD to facilitate input from passengers with a
disability into the performance of taxi services.

Generally, there is strong support for a new regulatory
body that is independent of the industry and government,
that is accountable, transparent and effective, that can
provide client feedback and that is subject to high-level
review of its decisions regarding complaints and its
monitoring of trends.



3.3. Hire cars

Very few service concerns were raised with the inquiry

by hire car users. This is possibly because customer
satisfaction is particularly important to hire car companies
as they rely largely on repeat business, word-of-mouth
referral and corporate customers. In addition, as hire cars
largely service the ‘luxury’ or special occasion markets,
customers have few concerns about service availability:
having decided to pay the premium price, customers

are generally satisfied as long as the service meets high
standards of reliability, safety and quality.

A number of corporate users of taxis and hire car
services feel there is scope for hire cars to compete with
taxis and play a greater role in delivering ‘premium style’
taxi services. These views are shared by some hire car
operators, who believe such competition will generate
benefits for customers through lower costs and better
quality and more flexible services. These consumers and
operators point out that advances in technology and the
development of tailored services in both the hire car and
taxi markets render regulations constraining competition
increasingly obsolete.

The inquiry has heard from many hire car operators
arguing for a total overhaul of current licensing types
and conditions. In particular, there is dissatisfaction with
current regulations that prevent regionally based hire car
operators from completing jobs that are wholly within the
Melbourne metropolitan hire car zone while metropolitan
operators can operate anywhere in Victoria.

Other issues raised by operators include driver
accreditation training, payment options for annual fees,
the luxury car qualification (and the difficulty of operators
in buying an Australian-made hire car), competition with
taxis for pre-booked services, the restrictions on using
personalised registration plates and the general lack of
opportunities to compete more directly with taxis.

Strong views are held by some hire car operators that too
many Special Purpose Vehicle licences have been issued
and that poor monitoring of these licenses means that a
significant number are being used outside their licence
conditions. Hire car operators are also dissatisfied with
the performance of the VTD in policing illegal operations
(such as touting at Melbourne Airport) and in consulting
with the industry.

3.4. Looking to the future

Many people have commented to the inquiry about
how taxi and hire car services might look in the future.
Generally, these people note that changing consumer
preferences and expectations — along with advances
in technology — will influence the future structure of the
industry and the services it provides. The main themes
raised with the inquiry in this respect are:

® Increasingly, customers expect services that are
tailored to their specific needs — and there is no
reason to suppose that their expectations in relation
to taxi services will be any different. As the use of
sophisticated personal devices and applications
continues to grow, customers will also expect to have
ready access to real-time information about services
and more convenient booking and payment systems.

e The industry will need to be more innovative in many
areas of service delivery to keep pace with the social
and demographic changes likely to occur in Victoria
over the next decade. These changes include an
ageing population (and the need to engage with
an “increasingly active, informed and sophisticated
generation of people over 557'8), strong growth
in Victoria’s large regional cities and Melbourne’s
growing outer suburbs, and the shift to a carbon
constrained economy.

¢ Integrating taxi services more closely and effectively
with the public transport system and the community
transport sector is also nominated by local councils
and community groups as being critical to meeting
the future travel needs of Victorians.

e There will be opportunities for the industry to grow
taxi occupancy rates and establish new avenues of
business. However, the current regulatory regime
places many barriers in the way of the industry entering
new markets and taking up new opportunities.

Inquiry finding

=>» There are high levels of customer dissatisfaction
with the quality and performance of taxi
services. Through various channels, taxi users
are sending a clear message to the industry
that it needs to be more focused on customer
service, on fixing well known and longstanding
problems and on dealing more diligently and
effectively with complaints.

18 City of Melbourne, Op. Cit., p.7
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Chapter 4.

4. 'The industry today

Taxi and hire car services in Victoria

are delivered through an intricate web

of legal, commercial and economic
arrangements involving taxi and hire car
licence holders, taxi operators, drivers,
taxi networks, payment system providers
and many others.

These services operate within a complex regulatory
framework that has both shaped the industry and
evolved in response to the development and expansion
of the industry over time.

Key features of the industry — including its structure, the
various participants and their roles, and the industry’s
performance in critical areas — are summarised in this part
of the report. Part D provides a deeper analysis of the
performance of the industry and its component markets,
illustrating the causal factors behind the industry’s
performance and service outcomes.

4.1. Taxi and hire car services

Taxi and hire car services are a small but important part of
transport services in Victoria, representing approximately
seven per cent of total public transport patronage in
metropolitan Melbourne and about 32-35 million trips in
Victoria annually. They provide flexible, ‘point-to-point’
transport that gives people a level of mobility not offered
by other services such as trains, trams and buses. They
are critical to the business, social and recreational lives
of Victorians and make an important contribution to
Victoria’s liveability.

Taxis and hire cars play a critical role in Victoria’s tourist
industry, giving visitors their first and last impressions of our
state and having a major impact on the long term ‘brand’
of Melbourne and Victoria. The industry also makes a
substantial economic contribution to Victoria, generating
annual revenue of between $700 and $800 million.

Crucially, taxis — and to a lesser extent — hire cars provide
a vital form of transport to groups of Victorians with
special travel needs, such as the elderly and those with
mobility issues. They can also play a vital role when other
forms of public transport are not available (such as late
at night or in small rural communities) or when a demand
responsive, point-to-point service provides the quickest,
most convenient or most cost-effective travel experience.
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Taxis are restricted to carrying a maximum of 11
passengers, but most have the capacity to carry four
passengers at a time, limiting their potential to provide
mass transit. Nonetheless, during major events and

at Melbourne Airport, taxis transport large numbers of
people, indicating that they have a role in mass transit in
addition to their primary role as a ‘sweeper’ service.

The community’s need for taxi and hire car services is
met by a complex industry that has many players and
that is subject to a high degree of government regulation
in some areas.! The fundamental elements of regulation
in Victoria have remained largely unchanged for many
decades. Core elements, such as licensing individuals
to provide rank and hail taxi services (originally known
as ‘hackney carriages’), extend back to the 1850s.
Other key features of the current industry structure
were established in the 1920s and 1930s, including
government-imposed restrictions on the number of
licences, regulating fares and the use of bailment

(or lease) arrangements with drivers.?

See Table 4.4 for an overview of Victoria’s taxi and hire
car industry — then and now.

4.2. The industry today - taxis

There are 5,258 taxi licences across Victoria, including
699 wheelchair accessible taxis (WAT): 4,335 of these
licences (around 82 per cent) operate in metropolitan
Melbourne and the remainder in outer suburban areas
and regional Victoria. Each taxi licence allows for the
operation of one taxi within a specified zone. Taxi licences
are effectively a government-granted permission to
operate a taxi vehicle and are issued subject to various
conditions.

Broadly, there are three types of taxi licence in Victoria,
with the type of licence determining the services the
taxi is able to provide:

e Conventional licence — the most common type of
licence. Taxis with these licences are able to operate
24 hours a day, 7 days a week.

e Peak service licence — taxis attached to these type
of licences are known as ‘green top’ taxis due to
their livery. These taxis are only allowed to operate
in the metropolitan area between 3pm and 7am,
and 24 hours during major events.

e WAT licence — taxis with WAT licences are designed
to transport people in wheelchairs. WATs may also
be high occupancy vehicles that can carry up to 11
passengers when not carrying people in wheelchairs.

-

Chapter 7 describes the regulatory regime applying to the industry
Chapter 6 provides more detail on the history of regulation and
reform of the Victorian taxi and hire car industry
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The three broad types of licence described are mostly
perpetual (ongoing) licences. However, since 2002, no
new perpetual licences have been issued in Victoria.

Some licences are transferable (meaning they can be
bought and sold) and assignable (meaning the right to
operate a vehicle under the licence can be assigned
or ‘leased’ to another person). Other licences are
transferable, but not assignable; peak service licences
are not transferable or assignable (see Table 4.1).

Further conditions on licences divide the taxi market into

zones (see Table 4.2). Each taxi is zoned to a particular

The zones are:

e Metropolitan — metropolitan Melbourne
e Quter suburban — Frankston and Dandenong
e Urban - the cities of Geelong, Ballarat and Bendigo

e Country — all other areas (generally, country taxis
are licensed to operate within three to 12 kilometres
of the local post office).

Taxi licences are not available on demand: rather,
the government restricts the number of taxi licences.
The effect of this restriction is that conventional
(perpetual) licences have obtained a scarcity value in

area, with the intention being that the taxi should be used
primarily to service the community within that zone. Taxis
cannot pursue rank and hail work outside their zone, but

can respond to pre-bookings outside the area.

Table 4.1 Victorian taxi licence conditions

Zone

Hours of operation

Transferable

Assignable

Conventional taxi

Perpetual

All zones

24 hours a day
7 days a week

Yes

Yes

Fixed term
(10 years)

Yes

No

the market and are able to be assigned (that is, leased),
providing the opportunity for licence holders to obtain
substantial rents from assigning their licences.®

Wheelchair
accessible taxi

Fixed term
Perpetual (10 years)
All zones

24 hours a day
7 days a week

Yes Yes

Yes No

Peak service taxi

Metropolitan zone only

From 3pm to 7am each day

24 hours a day during
designated major events

No
No

Table 4.2 Number of taxi vehicles by type and zone, as at March 2012

Conventional No vehicle* WAT TOTAL
Metropolitan 3808 11 516 4335
Country 406 4 115 525
Outer suburban 127 1 33 161
Urban 202 0 35 237
TOTAL 4543 16 699 5258

* Licence issued but not attached to a vehicle

Source: VTID

3 These issues are discussed in detail in chapter 10
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Behind every taxi journey lies a series of complex and interlocking arrangements that involve various legal and
commercial relationships. The main roles of the key participants in delivering taxi services are shown in Figure 4.1.

Figure 4.1 Key participants in the taxi industry

ﬁ

Assigns

Bails

q

Drives

Current regulatory input

Industry participants often play more than one role in
service delivery. For example, some operators drive their
own taxis and some network service providers (NSPs)
also operate or have interests in fleets of taxis.*

Taxi licence holders

Victoria’s 3,500 taxi licence holders have acquired their
licences either by purchasing them from another licence
holder or by purchasing a licence from the Victorian
Government. The majority of taxi licence holders are
not required to operate the licensed taxi themselves:
they can ‘assign’ the right to operate a vehicle under
the licence to a taxi operator.® Around 70 per cent of
assignable metropolitan taxi licences are now operated by
a person or company other than the licence holder. For
regional licences, this proportion falls to around 26 per
cent. The assignment process allows licence holders to
make a return on their investment in the licence through
assignment fees (currently around $30,000 per year).

While the price of conventional taxi licences is ultimately
determined by what buyers are willing to pay, the current
average market price for a Melbourne metropolitan licence
is approximately $467,000 (as at April 2012). The value of
these licences has more than doubled in nominal terms
since the early 2000s, reaching a high monthly average

of around $521,000 in December 2010. Recent sales
have been mostly in the $450,000 to $490,000 range.

4 Chapters 10 and 11 provide further analysis of vertical integration
and competition in the taxi services market

5  While some licence types (such as peak service and 10 year fixed
term licences) cannot be assigned, these licence types represent
a relatively small proportion of overall licences
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Taxi operators

An individual, incorporated body or association, or a
partnership that operates one or more taxis, is known as
an operator. Some operators own the taxi licence, while
others have been assigned the right to operate a vehicle
under a licence by a licence holder. Taxis may be driven
by the operator themselves or ‘bailed’ (rented) to drivers.

While there are a number of large and medium sized
fleet operators, the vast majority of Victorian taxis are
operated by people who manage only one or two taxis.
In some cases, operators own a single vehicle and

drive it themselves, bailing to another driver when they
are not driving the vehicle. Operators purchase the taxi
vehicle and are responsible for the maintenance of their
vehicles and for meeting the administration requirements
for their taxis, including driver payments and bailment
agreements, NSP affiliation fees, assignment fees (unless
they are an owner-operator) and vehicle insurance.

There are approximately 3,000 taxi operators in Victoria.



Network Service Providers

Under current regulations, each taxi must be affiliated by
its operator to a taxi booking company or depot, known
as a NSP, for receipt and dispatch of bookings and to
connect to an emergency alarm system.

NSPs’ key public role is the taking of bookings and the
dispatch of bookings to drivers. In recent times, NSPs
(particularly in Melbourne) have started offering an
increasing range of ancillary services and infrastructure to
their affiliated taxi operators, such as car fit outs, financing,
repairs, taxi licence brokerage and driver training.

A series of mergers and acquisitions has resulted in the
majority of control of the NSP industry in Melbourne
vesting with two major networks: Black Cabs (13CABS)
and Silver Top Taxis. Platinum Taxis, a third smaller
NSP, also operates in Melbourne. Two large outer
suburban NSPs, Dandenong and Frankston, are

not part of the metropolitan zone. Most regional and
country townships have their own local NSPs.

Current legislation also recognises ‘secondary networks’.
These are less formal taxi networks whose members
pass bookings amongst themselves, typically by mobile
phone or pager. Members of secondary networks must
also have an affiliation with a primary NSP.6

Drivers

Drivers provide the face-to-face transport service to
customers. There are approximately 15,000 active

taxi drivers in Victoria, of which more than 12,000

work in the Melbourne metropolitan area. Drivers of

all commercial passenger vehicles, such as taxis, hire
cars, special purpose vehicles and buses, are regulated
via a common commercial passenger vehicle driver
accreditation scheme.

Most taxi drivers ‘bail’ a taxi from an operator, generally
negotiating a revenue split of the total fares taken during
their shift (historically, this has been 50:50) or a fixed fee
for the shift. Typically, bailee drivers are responsible for
their own holiday and sick pay, superannuation and for
paying GST and income tax to the Australian Taxation
Office. Some operators and licence holders also drive
their own taxis, but these are a minority of taxi drivers.

6 See chapter 11 for a detailed examination of networks
and the booked taxi market

The number of short-term and part-time taxi drivers has
grown over recent years, with many overseas students
now driving taxis in Melbourne. Turnover of drivers is
high, requiring 1,500 to 2,000 new drivers to be trained
and accredited in Victoria each year.

Others
Other key industry participants include:

e Cabcharge - a public company that is the major
provider of taxi EFTPOS payment systems and also
has significant other interests in the taxi industry
Australia-wide, including ownership interests in NSPs
and licences’

e Manufacturers and suppliers of in-taxi
equipment that is required by regulation, such
as meters, booking and dispatch systems,
cameras and GPS equipment

¢ Registered training organisations (RTOs) — which
provide training for taxi drivers and operators. Four
RTOs in Victoria are authorised to conduct taxi driver
training. These RTOs are regulated by the Victorian
Registrations and Qualifications Authority or the
Australian Skills Quality Authority. Some of the RTOs
that deliver driver training packages have links to the
taxi industry

* Taxilicence brokers — who manage the transfer and

assignment of taxi licences. Many brokers are also
employees of NSPs or large taxi operators.

7 See chapter 12 for a detailed examination of the payment instruments
and processing market
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Who uses taxis?

Each year, Victorians make around 32-35 million taxi
trips. Research conducted for the Taxi Industry Inquiry
found that approximately two in three Victorians

(66 per cent) have used a taxi at least once in the past
12 months, equating to around 3.7 million taxi users
across Victoria.®

The choice to use a taxi is influenced by the
travel requirements and circumstances of
individual passengers, who generally fall into
one of the following groups:

e Travellers — people who require transportation to or
from the airport (around 19 per cent of taxi users)

e Social / entertainment / late night users — people
who use taxis and hire cars instead of taking their
car to and from functions or events (65 per cent)

¢ Business travellers — people who use taxis and
hire cars for business purposes (16 per cent)

¢ Light or occasional users — people who use
taxis less frequently and mainly in special
circumstances, such travelling to or from the
airport when going on holiday (57 per cent)

¢ Rural and regional users — in some parts of country
Victoria where other forms of public transport are
limited, people may use taxis more regularly, fitting
into one or more of the above groups

e Users with reduced mobility — people who use
taxis because they cannot drive or easily access
other forms of public transport, including the elderly,
people who use wheelchairs and those with a
disability that affects their mobility (8 per cent). Taxis
are particularly important to this group of users who
have severely limited transport options. Without
access to the point-to-point service provided by
taxis, many of these Victorians would be unable to
access employment, health and other services, or
social and recreational activities.

Research undertaken for the inquiry found that about
six in 10 Victorian taxi users are light users, having

only used or tried to use a taxi once every two to three
months or less often. One in four are moderate users,
using a taxi at least once a month to two to three times
a month. Just 16 per cent are heavy users, using taxis
once a week or more often.

Men use taxis more frequently than women; younger
people tend to use taxis more frequently than older
age groups; and taxi use is more frequent amongst
users living closer to Melbourne’s CBD.
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Latitude Insights (2012), Taxi Services Commission: Consumer
Detriment Research - Final Report, Prepared for the Taxi Industry
Inquiry, Melbourne, p.8. All other information in this box is derived
from the Latittude Insights paper

4.3. The industry today - hire cars

Hire car licences are issued for pre-booked point-to-point
commercial passenger vehicle work undertaken in luxury
vehicles. There are currently 2,681 hire car licences
operating across Victoria, with the majority based

in Melbourne (see Table 4.3).

There are a number of important differences
between taxis and hire cars:

e Hire cars are most commonly modern luxury sedans
or stretched limousines, although special purpose
and vintage vehicles used for specific purposes such
as weddings or tours also fall within this category.

e Hire car vehicles (with the exception of hybrid
vehicles) must have a recommended retail price
greater than the luxury car tax threshold.

e Hire cars cannot be hailed in the street or work from
a taxi rank. They can only operate after a customer
pre-books the service with the hire car operator.

e Hire cars are not permitted to have meters. Hiring
rates are not regulated and charges are negotiated
between the driver and customer in advance of the
vehicle being hired.

e Hire car vehicles must be managed and operated
by, or under the direct control of, the licence holder
(that is, an owner-operator or owner-driver model).
This differs from the assignment system in operation
for the majority of taxi licences.

e Hire cars are not required to maintain 24 hour
communication networks, make security screens or
CCTV systems available or install driver duress alarms.

e The hire car sector does not provide wheelchair
accessible services.

Hire car licences are issued for operation in either
metropolitan Melbourne or in regional Victoria. Zoning
arrangements permit a metropolitan licence holder to
operate statewide, while country hire cars can drop off
or pick up within the metropolitan area but not complete
a journey within that area.

Hire car licences are available on demand for a set price
and are issued by the Victorian Taxi Directorate (VD).
The licence fee for a metropolitan hire car is $60,500 (or
$40,000 for exclusive operation of a hybrid vehicle), while
a country hire car licence fee is $20,500. These licences
trade at slightly reduced levels on the secondary market.



Special Purpose Vehicle licences are issued for the pre-
booked carriage of passengers for weddings and tours
at a fee of $2,000. Restricted Hire Vehicle licences, which
are issued for the pre-booked carriage of passengers in
vehicles aged over 25 years, motorcycle/tricycle tours,
4WD off-road tours and vehicles with between eight

and nine seats, are issued free.

Table 4.3 Victorian hire car licence numbers,
as at March 2012

Metropolitan Hire Car (MH) licences 925

Country Hire Car (CH) licences 70

Special Purpose Vehicles (SV) licences 984

Restricted Hire Vehicles (RH) licences 702

Total 2,681
Source: VTD

Hire car licences (with the exception of RH licences) can
be transferred by application to the VTD, but are not
assignable.® Hire car drivers generally have an owner
interest: bailment arrangements are not common in the
hire car sector. Hire cars also operate under a more
‘minimalist’ regulatory model than taxis.'®

Who uses hire cars?

Research conducted for the Taxi Industry Inquiry
found that the main reasons people use a hire
car are:

e Travel to and from the airport
(89 per cent of users)

e Special occasions such as weddings, birthdays
and debutant balls (22 per cent)

e Social/entertainment outings (9 per cent)

e \Visiting friends and family (7 per cent)

¢ Running errands and getting to and from
appointments (7 per cent).

People chose a hire car over a taxi or other forms of
transport for convenience (18 per cent) and reliability
(13 per cent) or because they were celebrating a
special occasion (14 per cent).

Hire cars with specific licences are also used for
non-emergency patient transport and 4WD and
other tours.™

9 Refer to sections 149(1) and 144(1c) of the Transport
(Compliance and Miscellaneous) Act 1983
10 Specific issues relating to hire cars are canvassed in detail in chapter 14
11 Information in this box is derived from Ipsos Social Research Institute
(2012), Op.Cit.
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Table 4.4 Victoria’s taxi and hire car industry — then and now

Number of taxi
licences available

Taxi licence values

Assignments

Taxi drivers

Number of hire
car licences

Hire car licence values

Assignment values

Passenger trips (million)*
Vehicle kilometres (million)*
Average trip length (km)*

Passenger kilometres
(million)*

Fare revenue ($2011 m)*

Average fare ($2011)

1985

2,987 conventional taxis
14 WATs

Average metropolitan taxi
licence values around $61,700

Approximately 4 per cent of
taxi fleet with approved taxi
licence assignments

Approximately 6,000
regular drivers

78 hire car licences

132 special purpose
vehicle licences

N/A

N/A

25.1
233.7
7.6
143.0

$237.84
$9.47

1998

3,110 metro taxi licences,
including 70 WATs

137 outer suburban taxi licences,
including 14 WATs

239 urban taxi licences, including
14 WATs

413 country taxi licences,
including 37 WATs

Metropolitan taxi licence values
over $260,000

Approximately 45 per cent
of metropolitan taxi licences
were assigned

Approximately 9,000
active drivers

442 metro hire car licences

55 country/urban hire
car licences

579 restricted hire vehicle licences

895 special purpose vehicle
licences

Metropolitan hire car licence
values between $70,000 to
$80,000

Metropolitan average value of
$1,800 - $2,000 per month

224
390.0
10.0
280.0

$414.63
$18.51

2011
(as at December 2011)

4,336 metro taxi licences,
including 512 WATs

161 outer suburban taxi
licences, including 32 WATs

237 urban taxi licences,
including 35 WATs

523 country taxi licences,
including 114 WATs

Average metropolitan licence
values around $478,000

Approximately 70 per cent of
assignable metropolitan taxi
licences are assigned

Approximately 15,000
active drivers

925 metro hire car licences
70 country hire car licences

702 restricted hire
vehicle licences

984 special purpose
vehicle licences

Licence fees set by the
Victorian Government:
$60,500 (metro), $40,000
(metro hybrid), and $20,500
(country)

Average secondary market
value of metropolitan hire car
licences around $55,000.

Metropolitan average value
of $2,520 per month

26.3
N/A
9.7
255.4

$621.10
$23.57

* Note: Statistics only for metropolitan and outer suburban (Frankston and Dandenong) zones, except for 2011 where only metropolitan zone

data is available

Sources for table: Foletta (1986), KPMG (1999), VTD, Melbourne metropolitan taxi networks (data supplied to the Taxi Industry Inquiry)
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4.4. The industry regulator

Victoria’s taxi and hire car industry is governed by a
complex regulatory regime that extends across several
legislative instruments, including both Victorian and
Commonwealth legislation. The regime is administered
and applied through the VTD, which was established

in 1994 as an administrative unit within the Department
of Transport (DOT). The VTD is headed by a General
Manager and exercises its powers under delegation from
the Secretary DOT. Derived from the high level functions
and powers set out under the Transport Integration

Act 2070 and detailed provisions for taxi and hire car
regulation contained in the Transport (Compliance and
Miscellaneous) Act 1983, the VTD’s key functions are:

e Taxi and hire car licensing

e Taxi and hire car driver accreditations

e Taxi industry accreditations to licence holders,
operators and NSPs

e Compliance and enforcement activities

e Approving equipment for use in taxis.

The VTD is also responsible for:

e Administering the Multi Purpose Taxi Program (MPTP)
(subsiding taxi travel costs for people with a disability)
and a country WAT subsidy

¢ Regulating driving instructor authorities
e Developing operational policy and reviewing regulations

e Liaising and consulting with participants in the
taxi and hire car industry and with consumers.

A summary of the current regulatory regime is provided in
chapter 7; an analysis of the VTD’s role and performance
in applying the regulations is set out in chapter 8; and a
detailed analysis of the impact of the regulatory regime
on various aspects of industry performance is contained
in Part D.
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Are taxis regarded as public transport?

Taxis are regarded as public transport by some, but
not by others. This lack of consensus is not helped by
differing opinions on what constitutes public transport.

In 1999, KMPG Consulting briefly commented on the
role of small commercial passenger vehicles within the
public transport system in its report on the National
Competition Policy Review of Taxicab Legislation to
the then Victorian Department of Infrastructure. KMPG
noted that “...support in submissions for the notion
that taxi-cabs...are part of the larger public transport
system in Victoria” was in part due to “regulations that
require taxi-cabs to be ‘common carriers’ — that is, they
must be able to be hired on demand.”'? The report fell
short of saying that taxis are public transport.

The Federal Government appears to take the view
that taxis are public transport. For example, taxis are
referred to as a ‘conveyance’ that provides a ‘public
transport service’ in the Disability Standards for
Accessible Public Transport 2002 (Cth). In its 2002
report on the implementation of National Competition
Policy, the National Competition Council commented
that “taxis and hire cars constitute part of the public
transport system”.'®

The Victorian Government’s position is less clear.

In its submission to the inquiry, the Department of
Transport observed that a key constraint to improving
taxi services is the historic regulatory and industry
structures that reinforce taxi and hire car services as
‘private’, rather than ‘public’, forms of transport.'

However, in the Victorian Auditor-General’s recent
review of the performance of public transport, there is
no mention of the government’s role in regulating and
setting policy for taxi services. The Auditor-General
notes that public transport has the dual roles of
providing efficient, mass transit and delivering social
transit, and then lists metropolitan and regional trains,
trams and light rail, SmartBus, local bus and regional
coach as the various modes of travel that contribute to
those roles. Taxis are notably absent from this list.®

12 KPMG Consulting (1999), National Competition Policy Review of
Taxi-cabs and Small Commercial Passenger Vehicle Legislation,
department of Infrastructure, Melbourne, p.26

13 National Competition Council (2002), Assessment of government’s
progress in implementing the National Competition Policy and
related reforms, Volume one: Assessment, Ausinfo, Canberra

14 Department of Transport, Submission to the Taxi Industry Inquiry,
SS168, p.4

15 Victorian Auditor-General’s Office (February 2012),

Public Transport Performance, PP No. 104, Session 2010-12, p.26

Also notable is the fact that Public Transport Victoria, the
recently established statutory body tasked with planning,
coordinating and managing the Victorian public
transport system does not have a role in regulating taxi
services. A separate statutory body, the Taxi Services
Commission, has been established for that purpose.

Views in submissions

There is strong community support for the view that
taxis are an essential component of Victoria’s public
transport network. For example, the City of Melbourne
opens its submission to the inquiry by stating:

Taxis are a form of public transport, offering
24-hour service, door-to-door delivery, services for
special needs, responsiveness to demand and
flexibility in destination.’®

Many local councils, particularly those servicing regional
areas, told the inquiry that they considered taxis to be
part of the public transport network. For example, the
East Gippsland Shire Council observed that:

Taxis play a crucial and active role in providing
‘public transport’ to our community...[they] need
to be recognised as part of an integrated public
transport system and play a key role in connectivity
within and between our townships.'”

Similarly, Ms Christine Fyffe, the Member for Evelyn,
sees taxis as:

... a crucial part of the public transport network for
residents of the Yarra Valley, as it is quite often the
only form of public transport accessible.®

VCOSS is of the view that:

...the taxi system is part of a broader public,
community and active transport system.

The inquiry was urged by local councils, community
groups, transport experts and others to resolve

the ambiguous status of taxis and move to formal
recognition of taxis as public transport, in the belief that
this is essential to improved transport planning and

the better integration of taxi services into the broader
transport network.

16 City of Melbourne, Op. Cit., p.1

17 East Gippsland Shire Council, Submission to the Taxi Industry
Inquiry, SS84, p.3

18 Christine Fyffe (Member for Evelyn), Submission to the Taxi Industry
Inquiry, SS64, p.1

19 VCOSS, Op. Cit., p.5
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Even those individuals and groups who do not see
benefits in formal recognition believe that an improved
understanding of the role of taxis within the broader
transport network is needed. For example, without
prescribing a particular outcome, the Victorian Taxi
Association observes:

An important part of the inquiry should be to create
a consensus between the community, government
and the industry about the role of taxis within the
broader Victorian public transport system.?°

The inquiry also identified strong community support
for integrating taxis more closely with the broader
public transport network and using taxis to replace or
complement fixed route services in places with few
public transport options.

There is little doubt that taxis fill gaps when public
transport fails. As one individual told the inquiry:

A large group of people, who for various reasons do
not have access to a car, utilise taxis for travel needs
or use them as a supplement to public transport...
Taxis are also a fall back option for people who rely
on public transport when a connection is missed,
services are disrupted, routes are inconvenient or
when poor weather makes it less attractive. Taxis
are particularly important in outer areas when local
bus services are infrequent, unreliable or have
limited hours.?’

What roles do taxis play in the transport system?

The inquiry’s view is that taxis are a mode of private
commercial transport that plays two key roles in the
transport system: taxis are both a complement to and
an alternative to public transport.

A complement to public transport

Taxis act as a complement to public transport at
times when:

e Public transport is operating at infrequent intervals
or not operating at all — for example, late evening,
outside of peak hours or after midnight

e Public transport cannot meet demand — for
example, during major events

e Passengers need to be connected from one transport
mode to the another — for example, when a tourist
arriving at an airport needs to be driven to the nearest
train station to get to their final destination

20 Victorian Taxi Association, Op. Cit., p.6
21 Andrew Herington, Submission to the Taxi Industry Inquiry,
SS843, p.1

e A door-to-door service is required for convenience
or to reduce travel time — for example, when a
business executive needs to travel to a meeting.

Seamless integration and coordination with other
modes of transport, both private (such as airlines and
cruise ships) and public (such as trains and trams) and
a more competitive market are needed to ensure taxis
and hire cars can fill the ‘gaps’ in transport services.

An alternative to public transport

Taxis are an alternative to public transport in
situations where:

e Passengers cannot access public transport — for
example, people with reduced mobility or special
needs such as frail older people, vision impaired
people or those who are temporarily unwell

e Public transport is not available — for example,
in remote areas.

When age, disability or geographic isolation limit

a person’s transport options, taxis provide a very
important social service by providing flexible, door-to-
door transport. Taxis are not one of several available
travel options: in many instances, they are the only
travel option. Intervention by government may be
warranted where there is a complete failure by public
and private transport to service the transport needs of
members of the community. For example, in the case
of people with a disability, the Victorian Government
has intervened in the form of financial subsidies and
incentives such as the Multi Purpose Taxi Program,
higher tariffs, grants and WAT training subsidies to
ensure that the market supplies what would otherwise
e uneconomical services.

Inquiry finding

=>» The inquiry considers that taxis are not
public transport. Taxis are a mode of private
commercial transport that plays two key
roles in the transport system: they are a
complement to public transport and also an
alternative to public transport.
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Chapter 5.

0. How the industry
performs

Key messages

e The inquiry was prompted primarily by
public concerns about poor levels of service,
especially relating to taxis. The high level
evidence presented in this section bears out
these concerns and highlights some of the
key factors that contribute to poor service.

e Consumers have become less satisfied with
the standard of taxi services in Melbourne,
particularly the quality of drivers and the
performance of booking companies.

e Consumers are bearing considerable costs
from poor service in Melbourne and this
will likely have a continuing effect on the
demand for taxi services in future.

* Licensing restrictions have reduced availability
of services across Victoria, especially at peak
hours and Friday and Saturday evenings
in larger centres, and generally in smaller
centres. This has benefited licence owners
at the expense of taxi users and drivers.

e Network service providers have the ability to
mitigate poor service, but have little incentive
to do so as they face limited competition and
an increasingly intrusive and burdensome
regulatory system.

e Taxi operators are experiencing low vehicle
occupancy rates. They are also facing
increasing cost pressures, including higher
remuneration demands from drivers,
which are reflected in declining shift
occupancy rates.

e Drivers are the most important element in a
positive customer experience with taxis and
hire cars, but taxi drivers in particular face very
poor working conditions and an average rate
of pay that places them below minimum wage
earnings. High taxi licence prices also mean
they have few prospects of obtaining a licence
and operating their own taxi.
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e Taxi licence values have been rising steadily
since the mid 1980s and were around
$490,000 in 2011. Assignment returns have
also been growing. Total returns from taxi
licence ownership have been exceptional,
with estimated returns in the order of 10 to 16
per cent per annum depending on the length
of licence ownership.

e Qverall, taxi fares have risen by nearly 180 per
cent since 1986, faster than CPI. While this
could be expected given increases in input
costs, there are indications that the industry
has been successful in using fare rises to
compensate for both rising costs and rising
assignment values.

Market performance and service
outcomes are strongly influenced by
market structure.

The market structure — such as the number and type of
firms — is determined by underlying economic factors, but
also by industry regulation.

The Taxi Industry Inquiry has closely examined the impact
of these market and regulatory factors on the industry’s
performance to determine how performance can be
improved to better meet the needs, demands

and expectations of consumers.

Market performance may be assessed in a number of
ways. The competitiveness and efficiency of service
delivery is critical, as efficient and competitive markets are
likely to deliver outcomes that are in the best interests of
consumers. More specifically, markets that operate well
usually meet the following criteria:

e The firms within the market should operate efficiently

e Qutput levels and product quality should be
responsive to consumer demands

e Profits should be at levels just sufficient to reward
investment, efficiency and innovation

e Firms should be innovative and develop and exploit
new services

e Success should accrue to sellers who best serve
consumer wants."

The Victorian Government has specified in its direction
to the Taxi Industry Inquiry that other principles should
also be considered in the assessment of industry
performance. These principles include passenger and
driver safety, integration with other forms of public
transport and sustainability.?

1 This list is paraphrased from Scherer, F M. and Ross, D. (1990),
Industrial Market Structure and Economic Performance (3rd ed)
2 Theinquiry’s terms of reference are set out in chapter 1



An overview of the industry’s current performance
is provided in this chapter, which presents available
performance data across six critical areas:

e Consumers’ satisfaction with taxi and hire car
services, including an estimate of consumer detriment
resulting from problems with taxi services and
booking networks

e The supply of and demand for taxi and hire car
services, including information on availability, trips,
and waiting times

e The level of taxi fares

e The profits in the industry, including profits of licence
holders and operator utilisation data

e Booking network performance
e The remuneration of drivers.

The inquiry presents some high level commentary
about these data in this chapter. However, a detailed
analysis of the factors driving industry performance
results is set out in Part D.

5.1. Customer satisfaction
and complaints

A very direct measure of performance can be found by
looking at measurements of consumer satisfaction with
services, and the level and change in the number of
complaints about poor service.

Figure 5.1 Overall customer satisfaction with taxi services

80

70

60

Customer Satisfaction Index (100 point scale)

50

L v W © © © © N N N N ®© ®
S 0 9 9 9 9 9 5 8 5 S ©°© ©
[C o (R
c a § €S a ¢ 8 £ 2 ¢ S
S ] S S ] S
S 8 Q s S5 $ aQ E, S 8 Q s 5
L L w ! U & += c L L ] L
g 3 & § ¢ 3 2 & & 3 £ § ¢
< 5 0 8§ 4 5 O 5 « 5 O 8 <«
Quarter

Source: Wallis Consulting Group P/L (2011) Customer Satisfaction Monitor

Jul-Sep'08

The available research and data related to satisfaction
and complaints provides compelling evidence that
poor service is costing consumers a great deal and
will ultimately cost the industry as consumers look to
alternatives to the use of taxis.

The Victorian Department of Transport (DOT) Customer
Satisfaction Monitor (CSM) has been conducted
quarterly since 2005. Using computer-assisted telephone
interviewing, the CSM tracks customers’ transport
experiences to gain a better understanding of what drives
and influences customer satisfaction.

As Figure 5.1 shows, customer satisfaction has been
declining steadily since the survey commenced,
although there was some improvement in 2011. Overall
satisfaction with taxis is the lowest of all other modes of
transport in Victoria (train, bus, tram and V/Line trains).

The CSM shows that levels of satisfaction are lowest for
the two biggest companies (Black Cabs and Silver Top
Taxis), with Frankston Taxis recording the highest levels of
customer satisfaction.

Aspects of taxi services where customers are most
satisfied under the CSM are personal security, fares
and payment systems, and taxi booking services.
Customers are least satisfied with taxi drivers, the
price of taxi fares, the process of finding a taxi in
the street and the information provided in taxis. The
key drivers of overall satisfaction are taxi drivers,
travel experience and price of taxi fares.®

Oct-Dec '08
Jan-Mar '09
Apr-Jun '09
Jul-Sep'09
Oct-Dec '09
Jan-Mar '10
Apr-Jun'10
Jul-Sep'10
Oct-Dec '10
Jan-Mar '11
Apr-Jun'1i
Jul-Sep'11
Oct-Dec'11

3 Wallis Consulting Group P/L (2011), Metropolitan Taxis Report
Customer Satisfaction Monitor Survey, October - December 2011
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Passenger complaints registered with the Victorian

Taxi Directorate (VTD) also provide a guide to levels

of customer satisfaction with taxi services. As shown

in Figure 5.2, there has been a steady increase in the
number of formal passenger complaints lodged with the
VTD over the last six years, although the number declined
slightly in 2011. Complaints trebled between 2004 and
2010, supporting other evidence indicating that customer

satisfaction with taxi services has declined in recent years.

Concerns with drivers accounted for about 85 per cent

of all complaints to the VTD in 2011, with the majority of
these complaints relating to driver conduct (92 per cent

of all driver complaints). The top five complaints relating

to driver conduct are unprofessional behaviour, driving

infraction, fare disagreement, fare refusal and route issues.

The next highest source of complaints in 2011 was in
relation to network service providers (NSPs), at 6.6 per
cent of total complaints to the VTD, with 77 per cent of
these complaints relating to their customer service.

The Victorian Taxi Association has argued that the number

of formal complaints lodged with the VTD is very low
compared with the total numiber of taxi trips and that

this likely indicates that customers are generally satisfied.
The inquiry does not accept this interpretation. Aside
from the DOT’s customer satisfaction surveys, the inquiry
commissioned further research that produced clear
findings that problems are widespread and that most
customers who experience a problem with a taxi service
do not make a formal complaint.

To better understand the nature and significance of
problems within the taxi and hire car industries, the
inquiry commissioned research on the ‘consumer
detriment’ that has been associated with use of taxis
and hire cars in Victoria over the last 12 months.

The concept of ‘consumer detriment’ has been
developed by economists and social researchers

to describe the cost of detriment that consumers
experience in purchases they have made. ‘Detriment’
describes circumstances where consumers experience
some problem with the quality or delivery of products or
services they have purchased, such as issues related
to faults, errors, poor service, or the product not meeting
performance claims.* The Australian Government
recognises that identifying and measuring the nature
and magnitude of consumer detriment is a crucial
component of evidence-based policy making.®

Figure 5.2 Number of complaints lodged with the Victorian Taxi Directorate, 2004 to 2011
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4 Further information on work by Consumer Affairs Victoria of the costs
of consumer detriment to Victorians is available at: www.consumer.
vic.gov.au/CA256902000FE154/Lookup/CAV_Publications_Reports_
and_Guidelines/$file/cav_report_consumer_detriment_10.pdf,
accessed 19 April 2012

5 Australian Government (March 2011), Consumer Policy in Australia:
A companion to the OECD consumer policy toolkit, p.19



Consumer detriment has two components:

e ‘Structural detriment’, which is related to either
market or regulatory failures — in the case of taxis, the
key issue of concern is likely to be regulatory failures
that have resulted in limited licence supply, high prices
and poor service.

e ‘Personal detriment’, which arises when goods or
services acquired by consumers do not live up to
expectations — in the case of taxis, this might be
reflected in financial losses incurred due to delays
(such as missed flights and appointments) or in
complaining about services; or non-financial losses
such as emotional stress, frustration and insecurity.

Customer dissatisfaction

The inquiry commissioned two research studies that
touch on the frequency of problems experienced by
taxi users.

These studies both indicate that problems are
relatively widespread.

The Ipsos survey found that four out of 10 taxi users
have experienced a problem with taxi services in
the previous 12 months, while the Latitude Insights
survey found that around nine in 10 users had
experienced a problem.

M

Given the similar nature of the questions asked, the
inquiry is not certain of the cause of the wide range
of problem incidence. Nonetheless, even at the
lower end the incidence is significant.

In both surveys, the vast majority (82 to 84 per cent)
of customers who had a problem with a taxi service
in the previous 12 months did not complain about
the problem.

The inquiry engaged Latitude Insights to undertake some
specific research on consumer detriment in Victoria. The
research found that current perceptions of taxi services in
Victoria are highly varied. On a quality scale of 0-10, just
over one in three (34 per cent) taxi users rated the quality
of the taxi industry negatively (rating 0-4), while 49 per
cent rated the quality of the taxi industry positively (6-10),
denoting a slightly positive skew overall.

The research also found that the incidence of problems is
widespread. Across the total sample of taxi users, 93 per
cent had encountered at least one problem in using taxis
in the past 12 months. This equates to approximately 2.8
million Victorians aged 15 years and older encountering
at least one problem with a Victorian taxi service in the
past 12 months.

Problems with taxi services are common both when
accessing taxis (82 per cent of taxi users) and during
the taxi trip itself (87 per cent of taxi users). Problems
are more likely to be experienced in Melbourne than in
regional Victoria. In fact, aimost half of the problems (46
per cent) experienced by those living in regional areas
occurred in metropolitan Melbourne.

On the specific magnitude of consumer detriment, costs
experienced were broken into emotional, financial and
lost time (which can also be financially valued). The
research found that, extrapolating from the survey data,
the costs from poor service are likely experienced by a
large number of Victorians, as summarised in Figure 5.3.

6 Full details of the objectives, methodology and results of this research
can be found in Latitude Insights (2012), Taxi Services Commission:
Consumer Detriment Research — Final Report, Prepared for the Taxi
Industry Inquiry, available from the inquiry’s website
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Figure 5.3 Victorians experiencing a problem, by type

Nature of detriment experienced extrapolated to Victorian population aged 15 and older
Regarding most recent problem

emotional

28% lost time

17%

Source: Latitude Insights (2012)

50% Incurred some | 81% of Victorian taxi users experiencing a problem incurred detriment

form of detriment’ — 5 3 mj|lion Victorians

32%Incurred | 529, of Victorian taxi users experiencing a problem incurred emotional detriment

detriment = 1.5 million Victorians

46% of Victorian taxi users experiencing a problem incurred lost time

= 1.3 million Victorians

incurred | 28% of Victorian taxi users experiencing a problem incurred financial cost

finsnei® = 790,000 Victorians

Note: To derive 50% in first bar: 66% of Victorians were found to be taxi users, and 93% of that 66% experienced a problem. 81% of those users incurred

some detriment. Hence 66%*93%*81% = 50%.

While it is not possible to quantify emotional costs,
estimates of financial costs and time costs can be
derived by asking consumers about their experiences
and valuing the lost time. Based on problems using or
attempting to use taxis in Victoria over the past year,

the estimated personal detriment to taxi users is about
$133.4 million (see Figure 5.4). As a point of comparison,
the Taxi Industry Inquiry estimates that the total revenue
earned by Victorian taxis annually is approximately $700
to $800 million.”

Figure 5.4 Estimate of total consumer detriment, 2011,
financial and time costs

Time costs
$42.6 million (32%)

Total
consumer
detriment:

$133.4 million

Financial costs $90.8 million (68%)

Source: Latitude Insights (2012)

7  See section 5.2.1
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Consumer detriment from problems with using or
accessing taxi services also appears to be having an
impact on the demand for taxi services. Taxi users who
have experienced problems report shifting in preference
to alternative transport options, with 60 per cent of those
experiencing problems over the last 12 months claiming
they were less likely to consider using a taxi in the future
(19 per cent much less likely and 41 per cent a little less
likely). The most common alternative form of transport
these users would turn to was to drive themselves (61
per cent), followed by asking for a lift from family/friends/
colleagues (57 per cent) and using public transport

(62 per cent). These results also emphasise that the
main substitute for taxis is not public transport but
private vehicles.

5.2. Supply and demand

The poor consumer outcomes highlighted above could
be caused by a number of factors. To better understand
these factors, it is helpful to consider some of the basic
information about how the industry is structured, how

it supplies services and how this influences availability
for consumers and waiting times. Information is also
provided about how consumers use taxi services, taking
these supply issues into account.



Metropolitan Melbourne

The inquiry has been able to obtain detailed trip and
booking records from NSPs in metropolitan Melbourne.
These data represent a significant advance on data
that has been used in previous industry reviews

and publications.

A summary of important high level market indicators
is presented in Table 5.1.

Table 5.1 Revenue and trip data, Melbourne 2011

Total revenue* $621,102,000

Total trips 26,345,700

Average trip length 9.7 km

Average fare estimate $23.57

Trips per non-peak taxi* 6,450

Total passenger kilometres 255,436,225

Average passenger kilometres 62,530

per non-peak taxi"

Average trip time 16 minutes, 4 seconds
Average trip speed 36.3km/h

Source: Tl analysis of metropolitan Melbourne NSP data

Notes: # excludes electronic payment charges, tolls and airport charges
(calculated by applying the VTD fare estimation algorithm to passenger
kilometre data). Also excludes $2 booking fee, tariff 3 levies charged for
high occupancy vehicle work, premium booking fees, liting fees paid by
the government for the carriage of wheelchair users.

" based on an average of 4,232 taxis on the road in 2011, adjusted for
588 peak service taxis

These data indicate that annual trips and trips per taxi
are substantially lower than has been reported in earlier
studies on the Melbourne market.®

From these data, the inquiry has also calculated that the
average taxi in metropolitan Melbourne in 2011 earned
$146,700 in revenue. This is based on an average of
4,232 vehicles being on the road through 2011. As 588
of these are peak service vehicles, which are only able to
operate between the hours of 3pm to 7am, the revenues
for conventional taxis are likely to be just over $152,000
on average.

Across Victoria

The inquiry also obtained some data from other non-
metropolitan Melbourne NSPs. These data can be used
to estimate the total number of trips across Victoria.
The inquiry estimates the total number of trips as being
between 32 million and 35 million in 2011. Total revenue
is likely to be between $700 million to $800 million.

Demand peaks and the split between rank, hail and
booked work

Historically, the split between rank or hail and booked
work in Melbourne has been thought to have been about
50 per cent.® The inquiry’s analysis of NSP data has
revealed that the proportion of booked work has been
significantly overstated. The actual percentage in 2011
was 30.3 per cent booked through an NSP, either ‘ready-
to-ride’ or pre-booked and 69.7 per cent acquired at a
rank, hailed or booked through another source such as a
mobile phone.

The pattern of trips is highlighted in Figure 5.5. There are
significant demand peaks on Friday and Saturday nights,
which are extensively catered for by rank and hail work
rather than booked work. The share of rank and hail work
at some times exceeds 80 per cent of trips.

8 For example, see figures reported in the Essential Services
Commission’s 2008 fare review
9 Ibid.
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Figure 5.5 Melbourne total trips index and split between rank and hail and bookings, 2011
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The licence breakdown in the metropolitan zone is shown
in Table 5.2.
Taxi licences

A core constraint on the supply of taxi services is the Table 5.2 Melbourne metropolitan licences, as at March 2012

numbers of licences available. Taxi licences are issued

with licence conditions that limit the operation of the Full service licences 3,233
vehicle to a taxi zone. Wheelchair accessible 514

) i taxi licences
A number of different types of licence have also been
issued. Licences have been issued that specifically Peak service licences 588
require the operator to use a wheelchair accessible Total 4.335
vehicle. Other licences include ‘peak service’ licences
that service the Melbourne metropolitan zone, but only Source: VTD

between 3pm and 7am.
Note: 2 WATs operate on a peak service licence, 1 WAT operates on a full
service licence

Table 5.3 shows the number and type of licence issued in
each taxi service area. The majority of taxi service areas
are very small, with fewer than three licences. There

are a similar number of areas with between five and 15
licences, and a few larger areas. The metropolitan area
has by far the greatest number of licences.
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Table 5.3 Numbers and types of taxi vehicles in Victoria by zones, March 2012 #

Less than 3 taxis Number 3 - 15 taxis 15+ taxis
and type
Apollo Bay 1C, 0WAT Cobram 1C, 2 WAT Crown West 18 C, 1 WAT
Ballan 1C,0WAT Euroa 2C,1WAT Sunraysia 14 C,5WAT
Casterton 1C, 0WAT Heathcote 2C, 1 WAT Warrnambool 16 C, 3 WAT
Cohuna 1C,0WAT Koo Wee Rup, 2C,1WAT Port Phillip 17 C, 5 WAT
Tooradin, Lang Lang
Corryong 1C, 0WAT Kyabram 3C, 0WAT Melton, Bacchus Marsh | 20 C, 5 WAT
Dunolly 1C,0WAT Mansfield 2C,1WAT Shepparton 19C, 4 WAT
Foster 1C,0WAT Port Fairy 2C, 1 WAT Latrobe Valley 23 C, 5 WAT
Halls Gap 1C,0WAT Robinvale 2C,1WAT Bendigo 38C, 7 WAT
Koondrook 1C,0WAT Rochester 3C,0WAT Ballarat 50C, 7 WAT
Loch Sport 0C,0WAT St Arnaud 3C,0WAT Geelong 114 C, 21 WAT
Lorne 1C,0WAT Timboon 2C,1WAT Outer suburban zone 127 C, 33 WAT
Merbein 0C,1WAT Drysdale, Port Arlington | 3C, 1 WAT Metropolitan zone 3808 C, 516 WAT
Mount Beauty 1C,0WAT Maryborough 3C, 1 WAT
Neerim South 1C,0WAT Torquay 3C,1WAT
Newborough 1C, 0WAT Ocean Grove* 3.5C, 1 WAT
Quyen 0C,1WAT Camperdown 4C,1WAT
Trafalgar 1C, 0WAT Daylesford 4 C,1WAT
Wahgunyah 1C,0WAT Yarrawonga 4 C,1WAT
Warracknabeal 1C, 0WAT Benalla 3C,3WAT
Welshpool 1C,0WAT Leongatha, Korumburra | 4 C, 2 WAT
Wesburn 1C, 0 WAT Stawell 4 C, 2 WAT
Yackandandah 1C,0WAT Wonthaggi 5C,1WAT
Yarram 1C, 0WAT Ararat 6 C, 1 WAT
Alexandra 2C,0WAT Castlemaine 6 C,1WAT
Anglesea 1C, 1 WAT Cowes 5C, 2 WAT
Bannockburn 1C,1WAT Emerald 5C,2WAT
Beechworth 2C,0WAT Kyneton 5C, 2 WAT
Bright 2C,0WAT Lakes Entrance 4 C, 3WAT
Creswick 2C, 0WAT Pakenham 4 C, 3WAT
Dimboola 2C,0WAT Warragul 5C, 2 WAT
Drouin 2C, 0WAT Colac 6 C, 2 WAT
Garfield 2C,0WAT Portland 6 C,2WAT
Grantville 2C,0WAT Seymour 5C,3WAT
Inverloch 2C,0WAT Yarra Valley 8C,0WAT
Kerang 2C,0WAT Bairnsdale 6 C, 3WAT
Metung 2C,0WAT Echuca 7C,2WAT
Myrtleford 2C,0WAT Hamilton 6 C, 3WAT
Nagambie 1C,1WAT Horsham 4 C,5WAT
Numurkah 2C,0WAT Swan Hill 7 C,2WAT
Orbost 1C,1WAT Western Port 9C,1WAT
Paynesville 1C,1WAT Moe 10C, 1 WAT
Red Cliffs 1C,1WAT Crown East 9C,3WAT
Rushworth 1C, 1 WAT Sale, Maffra 10C, 2 WAT
Tatura 2C,0WAT Wangaratta 9C,3WAT
Wedderburn 2 C,0WAT Wodonga 10C, 5 WAT
Winchelsea 1C, 1 WAT
Woodend 2C,0WAT
Point Lonsdale* 2.5C,0WAT

Source: VTD

Notes: C = Conventional taxi, WAT = Wheelchair accessible taxi, * = One taxi is permitted to stand in both Ocean Grove and Point Lonsdale taxi service
areas. Therefore, in order to accurately represent both percentages and taxis per population, 0.5 of a taxi has been assigned to each of these taxi service
areas, # = This table does not include 16 licences issued but not attached to a vehicle
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An indication, although imperfect, of taxi availability can be derived by comparing the number of licences
on issue to the population served by these taxis. This is shown in Figure 5.6.

Figure 5.6 Number of taxi licences, Victoria, 2011, ratio compared to population within taxi zone
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Source: VTD, Inquiry analysis

Notes: Only zones with more than five licences used in this comparison
These data suggest the following:

e Melbourne is better served with taxis than most other areas in Victoria. The demand for taxi services
is likely to be higher in Melbourne due to factors such as lower rates of private vehicle ownership and
availability of public transport.
e Many areas adjacent to Melbourne have very low taxi to population ratios: the outer suburban zone,
Western Port and Port Philip zones covering the Mornington Peninsula, Emerald, Pakenham and the Yarra Valley.

e (Other major urban centres, such as Ballarat and Bendigo, have fewer than half the number of taxis
per 1,000 population than Melbourne, while Geelong has just over half.

The inquiry further investigated the relationship between observed licence values in non-metropolitan areas
and licences on issue (per 1,000 population). Such a relationship does exist, as illustrated in Figure 5.7: fewer
licences per head of population imply a greater restriction on supply and higher profits earned. This figure
uses data on sale prices for licences in non-metropolitan areas (see Figure 5.20).

Figure 5.7 Relationship between licence values and licences per 1,000 population

$600,000

500,000

§ ¢ Dandenong
o
& & Frankston
o
§ $400,000 *
&
) 4
2 . *
) Peninsula e *
o  $300,000
o *
S *
k]
© AR 2
- *
&  $200,000 *
2 SR 4

*
*
$100,000
R?=0.3123*
* * . *
$0
0.00 0.20 0.40 0.60 0.80 1.00 1.20

Licences per 1,000 population

Source: Tl analysis of VTD data

74



The inquiry has also examined the growth in licences over time (since 2001). Over this period, growth in metropolitan

Melbourne has been greater than in other areas of Victoria. Further, in the last 10 years, the growth in licences has been

slower than population growth in non-metropolitan areas (as shown in Figure 5.8).°

Figure 5.8 Taxi licences issued by type, 2001 to 2011
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Source: Tll analysis of VTD data

Hire car licences

Metropolitan and country hire car licences are issued for
pre-booked point-to-point commercial passenger vehicle
work undertaken in luxury vehicles. Applicants are issued
with VHA, VHB or VHC licence plates depending on their
operational address. Special Purpose Vehicle (SV) licences
are issued for the pre-booked carriage of passengers for
weddings and tours. Restricted Hire Vehicle (RH) licences
are issued for the pre-booked carriage of passengers in
vehicles aged over 25 years, motorcycle/tricycle tours,
4WD off-road tours and vehicles with between eight and
nine seats. Table 5.4 shows the current numbers and
distribution of licence types.

Table 5.4 Hire car licences in Victoria, by region and type

Metropolitan Regional

VHA/VHB 925 0

VHC 0 70

SV 765 229

RH 504 198

TOTAL 2,184 497
Source: VTD

10 See chapter 10

4,336 Metropolitan
e et 523 e COUNTTY

237 Urban

161 Outer suburban

Jan 2008
Jan 2009
Jan 2010
Jan 2011

The inquiry’s data on availability was received from the
VTD, who can track the number of vehicles on the road.
Data on numbers of trips that are taken (including work
pre-booked through the network as well as rank and hail
work) was received from NSPs.

Availability and use through the week

Figure 5.9 plots hourly availability, as well as two
other variables:

e The total number of taxis that would be theoretically
available, based on the total number of licences

e Atrip index, which estimates the maximum actual
taxi use by consumers and gives that a value of 100
(Saturday night) and scales use at other times to this
point. This is plotted on the right hand axis.
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Figure 5.9 Metropolitan taxi availability for whole week, 2011
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These data highlight some performance characteristics A more detailed breakdown of these data allows further
of the Melbourne taxi market: interesting characteristics to emerge.
e Daytime periods are the peak use time during the In Figure 5.10, which covers Monday to Wednesday,
week, while night times are the peak (and overall three further things can be observed:
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peak) on Friday and Saturday nights.

The supply of taxis is much less peaked across the
week than is taxi use, which is much higher on Friday
and Saturday nights.

Friday and Saturday evenings display two distinct
peaks the early evening as people head out to social
engagements and later after midnight as they move
between engagements or return home.

e The pattern of taxi use broadly tracks vehicle
availability, although this does not reveal whether
vehicle availability influences taxi use.

e The peak service vehicles which are allowed
to operate from 3pm result in a spike in vehicle
availability, but this is matched by a fall in taxi use.

* The peak service vehicles must be off the road by
7am, at which point the morning peak demand is

For two brief peak periods each week there is a , -
just beginning.

relative shortage of taxis when it would be expected
that waiting times for customers would significantly
lengthen (each Friday and Saturday evening from
around midnight until about 2am).

It is not clear whether there are sufficient taxis to
meet demand at other times. This would need to
be inferred from utilisation and how close this is to
maximum achievable performance.



Figure 5.10 Metropolitan taxi availability for weekday
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Use through the year

Taxi demand varies across the week and also across the year. January has traditionally been seen as a quieter
month, while there are spikes at Christmas time and during special events such as the Spring Racing Carnival.

Data provided to the inquiry largely bears these perceptions out. January shows a significant fall in trip volumes

compared to other months. December is not as high as might be expected, but this may be explained by a

quieter last week of December. These trends are shown in Figure 5.11.

Figure 5.11 Seasonality in metropolitan taxi trip volumes, 2011
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*Variation in month-by-month volumes is influenced by an inconsistent number of weekend days each month and also major events,
e.g. AFL Grand Final on 1 October

Source: Melbourne metropolitan NSP data
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5.2.4. Trip lengths and fares

Trip lengths

As highlighted in Table 5.1, the average trip length in
metropolitan Melbourne in 2011 was 9.7km.

This average trip length masks some important
information about the distribution of trips. In particular,
the modal trip length (the most common trip length) is
between two and three kilometres and the median trip
length (the mid-point) is between four and five kilometres,
while there is a significant ‘oump’ at the point where
longer airport journeys are an obvious influence. This is
highlighted in Figure 5.12.

Further analysis by the inquiry has revealed that airport
journeys account for 13 per cent of total journeys,

but 30 per cent of fare revenue. Trips below five
kilometres account for more than 50 per cent of journeys,
but less than 24 per cent of fare revenue.

Trip lengths by time

The inquiry’s examination of data on trips reveals

that there is a considerable difference in the pattern
of taxi use across the week. Figure 5.13 shows

that trips tend to be much longer between 5am

and 6am, which appears to come from a significant
‘airport peak’. Late at night, and particularly on Friday
and Saturday nights, trips tend to be shorter and
presumably focused around more central city areas.

Figure 5.12 Distribution of trip lengths, metropolitan Melbourne, 2011
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Figure 5.13 Average metropolitan trip lengths by day and hour
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Trip lengths and fares over time

A further way to look at the data is to observe changes
in trips lengths and average fares over the course of the
day. In Figure 5.14, the ‘airport peak’ is again observable
in the data, with higher trip lengths and average fares at
the times when airport traffic predominates.

The overall average fare varies from $33.28 in the hour
Bam to 7am to $19.38 in the 11pm to 12 midnight time
period. This suggests that while late night users on Friday
and Saturday night are responsible for many journeys,
these journeys tend to be shorter than average. The
influence of the ‘late night tariff’ is also observable in this
figure between the hours of 12 midnight and 5am.

Figure 5.14 Metropolitan average fare and trip distance by hour

16

$33.28

14 Overall average fare = $23.57

Kilometres

Airport trips

As identified above, trips to Melbourne Airport (Tullamarine)
are a significant feature of Melbourne’s taxi and hire car
markets. Compared to other jurisdictions, these trips are
particularly important in Melbourne because the distance
between common origination and destination points

(the CBD) for airport journeys is high. Indicative data on
average trip lengths indicates that the average airport trip
(to or from the airport) covers over 26 kilometres.

Table 5.5 compares airport and non-airport journeys
and reveals some important distinctions, including that
average non-airport journeys are 7.2 kilometres in length
and that 30 per cent of all taxi industry revenue comes
from journeys to and from the airport.

Although the inquiry does not hold any data on hire

car journeys, estimates received by the inquiry are that
over 80 per cent of all hire car revenue also comes from
journeys to and from the airport.
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Table 5.5 Airport and non-airport journeys, metropolitan Melbourne, 2011

Average trip

length (km)
Total airport trips 26.7 13% 3,438,000
Non-airport trips 7.2 87% 22,908,000

% of Revenue
revenue

30% $186,847,000
70% $434,255,000

Source: Melbourne metropolitan NSP data
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The time spent waiting for a taxi is a critical element of
taxi service quality. Notwithstanding the importance of
this aspect of service performance, the inquiry has had
considerable difficulty in obtaining relevant and verifiable
data about the ability of the industry to meet demand at
peak times (and non-peak times).

Surveys of waiting times at major ranks are not undertaken,
either during seasonal peak times or off-peak times. The
inquiry also sought data from major metropolitan NSPs on
observed waiting times across the week for ‘ready-to-ride’
and ‘in advance’ bookings (where the waiting time is the

time between the booking time and the time the taxi arrives).

These data indicate that, despite the common
understanding — and widespread anecdotal evidence — that
it is difficult to get a taxi on Friday or Saturday nights, wait
times for ready to ride passengers who make a booking
through a network are not substantially higher at this time —
only by a couple of minutes. This is shown in Figure 5.15.

Further exploration of these data with NSPs indicated
that the reason for the relatively stable waiting times

is that the network call centres constrain the amount

of bookings that are handled by their systems. This is
done in accordance with their judgement of the number
of bookings that can be effectively covered by the taxis
available to their fleet. Consumers making bookings at
this time receive an engaged tone.

The inquiry therefore concludes that measured waiting
times for pre-booked work do not accurately represent
the true state of unmet demand.

The DOT does commission regular surveys on customer
satisfaction with wait times for booking services and for
finding taxis on the street. Responses are marked on

a scale of 1 to 10, with the most recent available survey
(October - December 2011) indicating that:

e Satisfaction with wait times is significantly higher on
Mondays to Thursdays, rating just over 7 out of 10,
than with wait times on Fridays and weekends, which
rates about 5.8 out of 10."

e Similar findings apply to satisfaction with the availability
of taxis on the street on Mondays to Thursdays
compared to Friday and weekends (7.0 to 5.5).2

e Qverall satisfaction with finding taxis on the street has
fallen from 6.6 to 6.1 between 2006/07 and 2010/11.%

Waiting times for WATs

The Victorian Government has introduced a number of
measures in recent years to improve the performance

of wheelchair accessible taxi (WAT) vehicles, including
lowering waiting times. The 330 new WAT licences (not all
taken up) released through the course of 2010 and 2011
were a significant boost to the WAT fleet in Melbourne
and were designed to ensure that people with mobility
issues can access taxi services more easily.

Figure 5.15 Ready-to-ride response time by day and hour, minutes
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Ready-to-ride waiting time

= = = Overall conventional average

9-10pm
Sun 12-1am 7
3-4am
6-7am 7
9-10am
12-1pm 7
3-4pm
6-7pm 7
9-10pm

11 Wallis Consulting Group P/L (2011), Op. Cit., 3.21, 3.2J
12 lbid., 4.2E, 4.2F
13 Ibid., 4.2A



Figure 5.16 Comparison of ready-to-ride time between conventional taxis and WATs, 2011
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Waiting times for WAT vehicles for ‘ready-to-ride’
bookings and for pre-bookings remain well above those
for conventional taxis. This is shown in Figure 5.16.

5.3. Consumer prices for taxis and
associated services

Figure 5.17 shows the progress of taxi fares, in both
nominal and real (inflation adjusted) terms expressed as
indexes, and the Melbourne consumer price index (CPI).™*

Between 1986 and the present, there have been 19 fare
increases. Overall, fares have risen by nearly 180 per cent
since 1986. The average fare increase granted has been
5.5 per cent. Only since 2005 have these been the result
of the Essential Services Commission (ESC) (public and
transparent) fare reviews.

14 The following discussion uses a fare index which is based on an
‘average’ trip which consists of the flagfall, a phone booking fee, a
10 km distance charge and four minutes of ‘waiting’ time (ie where
the taxi is travelling at a slow speed and the fare is calculated in
increments of time not distance)

August

WAT ready-to-ride

—— WAT pre-booked

15:00
__//\//\/ Conventional ready-to-ride

Conventional pre-booked

October

September
November
December

The big jump in fares around 2000 includes the
introduction of the GST on July 2000 (eight per cent)
and a nine per cent increase in December 2000, which
included 5.3 per cent to account for an LPG price rise,
2.15 per cent to deal with ‘general industry cost rises’,
0.94 per cent to offset the cost of installing cameras and
0.62 per cent to offset WorkCover premium increases.

Fares have risen faster than CPI (meaning they have
grown in real terms) over the last 25 years — CPI rose by
nearly 120 per cent compared to nearly 180 per cent for
taxi fares.
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Figure 5.17 Changes in taxi fares, 1986 to 2012
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Source: Inquiry analysis of VTD, ABS data

There may be good reasons for the discrepancies in the
rate of change in these indexes. The CPl measures a
general basket of goods and services, while taxis are a
service. This service is probably more labour intensive
that the average item in the CPI basket.

Other more comparable indices include those for labour
costs and for transport services. Labour cost index data
from the ABS is only available from September 1997.
Since then, as illustrated in Figure 5.18, both labour costs
and taxi fares have risen by around 60 per cent. As the
cost of labour is a significant proportion of taxi costs, a
close relationship between fares and labour costs might
be expected. However, it should be noted that wages in
fare setting processes are entirely nominal: there is no
evidence that actual payments to drivers have gone up
by 50 per cent over this same period.
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Nominal taxi fares

Melbourne CPI

Real taxi fares
1191
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Since 1986, the transport price index has risen by around
105 per cent, compared to the 180 per cent rise in taxi
fares. Although this might suggest that taxi fares have run
ahead of costs, the transport price index includes many
services that are much less labour intensive than taxis,
such as most forms of public transport, freight and so on.
These activities may have benefited more than taxis from
real reductions in vehicle costs over the last 25 years,
given that the cost of a truck or a bus is a much higher
proportion of total business costs than the cost of a taxi.



Figure 5.18 Taxi fares, wages and Melbourne CPI
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In summary, the information presented suggests

that real fares have risen, but that this is not entirely
unexpected given possible changes in input costs.
However, in combination with data on the price of licence
assignments (discussed in the section 5.4), these data
indicate that the industry has been successful in using
fare rises to compensate for both rising costs and rising
assignment values.

The current fares have been in place since December
2008, following the Government’s response to the 2008
ESC Fare Review. The current fares are set out in Table 5.6.

The structure of the fares has been evolving, but many
elements have been in place for some time. The various
reviews and ad hoc changes have resulted in minor
differences across metropolitan, urban and country zones
— for example, the application of the late night surcharge
and the level of some elements.

All taxis in Victoria are required to have a meter and to
input these fares into their meters. Fares for hire cars are
negotiated and hire cars are not allowed to have meters.

Dec-01
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Dec-07
Dec-08
Dec-09

Dec-10

Taxi fares

Table 5.6 Current Victorian taxi fares

Flagfall

Distance

Time

Metro

$3.20 when
meter is
started

$1.617 per
kilometre

56.6 cents
per minute

if the speed
is below

21 kilometres
per hour

Urban

$3.20 when
meter is
started

$1.634 per
kilometre

57.2 cents
per minute

if the speed
is below

21 kilometres
per hour

Wage index
CPI (Melbourne)

Country

$3.30 when
the meter is
started

$1.67 per
kilometre

58.5 cents
per minute

if the speed
is below

21 kilometres
per hour

For taxis carrying five to 11 passengers for non-
wheelchair hiring where the hirer specifically requests a
larger than standard taxi (regardless of the number of
passengers carried), the following fares apply.

Flagfall

Distance

Time

Metro

$3.20 when
meter is
started

$2.42 per
kilometre

85 cents

per minute

if the speed
is below

21 kilometres
per hour

Urban

$3.20 when
meter is
started

$2.451 per
kilometre

85.8 cents
per minute

if the speed
is below

21 kilometres
per hour

Country

$3.30 when
the meter is
started

$2.505 per
kilometre

87.75 cents
per minute

if the speed
is below

21 kilometres
per hour
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The following extras are automatically calculated on the
taximeter or should be entered on the meter at the start

of the trip.
(ewo — Uban —_Gouniy |
Phone $2.00 $2.10 $2.10
booking
Late Surcharge of $3.00 (midnight to 6am)
night fee | 20 per cent
(midnight
to 5am)
Holiday Surcharge of Surcharge of $3.70 (incl. GST)
surcharge | 20 per centall | all day Christmas Day, Boxing
day Christmas | Day, from 6pm on New Year's
Day, Boxing Eve and all day New Year’s Day*
Day, from
6pm on New
Year's Eve and
all day New
Year’s Day*
Source: VTD

* The existing late night surcharge or late night fee that applies on all other
nights (midnight to 5am) does not apply during the holiday surcharge period

Taxi fares can be paid by a variety of methods. Passengers
can use cash, debit cards, credit cards (such as Visa and
MasterCard) or third party charge cards (such as American
Express and Diners Club). They can also obtain an
electronic or paper-based taxi-specific payment instrument
(a card or voucher) prior to commencing the trip and have
the fare charged to a personal or business account.

Taxi consumers are increasingly turning to use of
electronic payments for taxi fares. This is consistent
with broader trends in the economy towards the use of
cashless payments. The inquiry estimates that around
40 per cent of Victorian taxi fares are paid electronically,
based on a number of sources.™®

All electronic payments in Victorian taxis attract a total
‘service fee’ of at least 10 per cent of the total fare (the
metered fare, any flagfall, booking fee, tolls and GST
payable). GST is also payable on service fees, which
brings the total surcharge to 11 per cent of the value of
the fare, except when a consumer uses a Cabcharge-
branded card.'®

The surcharge on electronic payments substantially
increases the total cost of taxi travel. For instance, a
passenger paying with a credit card for a typical trip to
Melbourne Airport from the CBD will pay around $6.00
on top of the total fare.

15 Based on data from a large Melbourne taxi operator. This is also
discussed in chapter 12

16 Cabcharge chooses to absorb the GST on these transactions,
making its service fee 9.1 per cent
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5.4. Industry profitability

Returns to firms in the taxi and hire car sector are very
difficult to analyse. This is a function of the industry’s
fragmentation and ownership structures, notably:

e There are many small taxi operators and drivers

e Major networks are either privately held or operated
in conjunction with many other businesses, which
makes it difficult to analyse the profitability of network
functions alone.

However, it is relatively easy to analyse returns to
taxi licence holders. The inquiry has analysed these
returns, as well as attempting an assessment of the
returns to operators.

Unlike most licensing systems, taxi licences in Victoria
are not issued to all persons who can meet defined
minimum standards. Taxi licences are limited in number,
although these numbers have grown in an ad hoc
manner over time.

The scarcity of taxi licences means that they attract a
value. The value at which licences are transferred reflects
the expected profits that can be earned from holding that
licence. In turn, expected profits are determined by how
profitable it is to either operate a taxi or hire car using that
licence both now and into future (assuming the licence
lasts for more than one year) or to lease or assign the
licence to a taxi operator.

The income that can be earned by a licence holder
consists of two elements: returns from operating or
assigning the licence and gains in the value of the licence
(known as a capital gain). As capital gains reflect changes
in expectations about future profitability — expectations
that, much like the share market, are highly variable

— licence prices can change quite dramatically even
where there is little obvious change in the profitability of
operating a taxi in any one year.

Trends in taxi licence and assignment values are
summarised below. The impact of these values on fares
and performance is discussed in chapter 10. The effects
are most dramatic on fares (as returns on licences are
recovered from the fare box) and on other regulations that
are required to sustain licence values, such as taxi zones.

Taxi licence values

Taxi licence values have been rising steadily since the
mid-1980s. In 2011, the average monthly sale price of a
metropolitan Melbourne licence was around $490,000,
as shown in Figure 5.19. In recent months, prices have
dropped below this.



Figure 5.19 Melbourne metropolitan taxi licence values, 1981 to 2012
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Data for non-metropolitan licence sales is much less complete and there are also significantly fewer sales of
these licences. Sale prices for the last three years are shown in Figure 5.20.

Figure 5.20 Country, urban and outer suburban taxi licence values, recent sale prices
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Many taxi licences can be assigned to taxi operators. Assignment prices reflect the ‘rental’ value of holding a licence in
that year (or number of years). As profits in the short term are much more certain than longer term influences affecting
licence values, average assignment values are much less volatile than licence prices over the longer term (as shown in
Figure 5.21). Volatility is also affected by the market for licences being much less liquid than that for assignments: data
collected over the last seven years indicates that only around four to 10 licences per month are traded, while over 50
licences per month are assigned (or re-assigned). Nonetheless, the link between assignment values and licence values is
evident, with nominal growth in both values being similar over the period 2004 to 2011.
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Figure 5.21 Melbourne metropolitan licence and assignment values, 2004 to 2012 (Indexed: 2004 = 100)
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Figure 5.22 shows that real (inflation adjusted) assignment returns have also been growing.

Figure 5.22 Annualised metropolitan taxi assignment prices, January 2004 to March 2012
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A further way to examine licence and assignment value data is to consider the yield on the
licence (the annual return from assignment divided by the licence value). As Figure 5.23 shows,
this yield has varied between six and eight per cent over the last seven years.

Figure 5.23 Assignment yield on metropolitan Melbourne taxi licence, 2004 to 2011
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Figure 5.24 records the total return from owning a
metropolitan Melbourne conventional taxi licence since
1975. Over this period, total returns from taxi licence
ownership have been exceptional. Assuming that
assignment returns or the returns from operating the
licence directly have been in the vicinity of six per cent
for an extended period, total returns have been in the
order of 10 to 16 per cent per annum. Holding a licence
for longer periods (more than 20 years) has proven more
lucrative than holding one for shorter periods.

The returns shown in Figure 5.24 may be compared with
the return from holding other speculative assets, such as
shares. For example, over the 25 years between January
1986 to December 2010, taxi licences have offered a
much higher and less variable return than that offered by
Australian shares or property. On a pre-tax basis, shares
have returned 10.8 per cent per annum while residential
property has returned 11.6 per cent per annum, and
(particularly in the case of shares) has delivered these
returns with much greater volatility."

Hire car licence values

Since the implementation of the 2002 taxi and hire

car reforms by the Victorian Government, it has been
relatively easy to purchase a Melbourne hire car licence.
Licences are now issued ‘as of right’ in the metropolitan
area and an unrestricted number of licences have

been available at a price set by the Government. The
Government initially set this price at $66,000, then
lowered it following an ESC review to $60,000 in 2005.
The 2002 reforms and lower hire car licence fees have
led to a doubling in the number of Melbourne licences.
Licences have also been trading on the secondary
market at slightly less than the cost of a new licence.

Figure 5.25 shows the impact of the 2002 reforms,

with the value of traded licences steadying around the
Government’s set price. Transfers for country licences are
infrequent, and, as discussed in chapter 14, the set price
methodology has not been as effective in allowing new
entry in these areas. A public interest test still applies in
relation to the issue of new country hire car licences.

Figure 5.24 Annual return from holding a metropolitan Melbourne taxi licence (capital gain plus assignment returns)
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17 Russell Investments / ASX, Long term investing report: Comparing
10, 20 and 25 year performance of various assets to December 2010,
www.russell.com/AU/_pdfs/market-reports/asx/ASX_Report_2011.pdf,
accessed April 2012
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Figure 5.25 Metropolitan and country hire car transfer prices, 2002 to 2012
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5.4.2. Taxi operator utilisation
and profitability

Profitability and costs

No two taxi operators are alike in terms of their business
structure, revenues and costs. The broad structure of
costs for taxi operators is shown in Figure 5.26. This
structure is based on data supplied to the inquiry from
operators in metropolitan Melbourne and from previous
ESC inquiries into fares. In country areas, this diagram will
look quite different and vary from market-to-market. This
figure assumes that revenue from the taxi is split equally
with the driver.

Figure 5.26 lllustrative structure of annual taxi operator
costs, metropolitan Melbourne conventional taxi

Vehicle
maintenance Assignment fees
8% 17%

Vehicle lease
payments 5%

Network fees 4%

Other
16%

Registration 1%

Insurances 4%

Office and other
overheads 3%

8%

Driver payments
50%
Source: Inquiry analysis of NSP and operator data

The inquiry understands that taxi operators operate in
a highly competitive market. Margins for taxi operators
tend to be low, with significant turnover of operators.
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There are three reasons why margins are low and there
is significant turnover:

Barriers to entry are low, operator accreditation is

a relatively low threshold and the total capital costs
required to enter the industry are not substantial (as
licences may be obtained through assignment).

Fares are regulated, which (at least in principle)
limits achievable returns to that of the median or
‘average’ taxi. If an operator does not do as well as
the average, then losses are made (or should be,

if regulation is effective).

In the system of taxi licensing in Melbourne and
outer suburban areas, where most licences are
leased, lease or assignment payments are a cost to
operators. However, they are not strictly a resource
cost but a residual profit item: assignments represent
what is left after resource costs (payments to drivers,
vehicles and so on) are taken away from revenue.

The implication of this is that rises in revenue or falls in
cost that accrue to all operators (such as a fall in LPG
prices) will result in higher assignment fees. Greater
profits in the short term simply lead to a willingness

to bid these profits away as higher assignment fees in
the medium- to long-term. This means it is very hard
for operators to be successful in the longer term. To be
successful, operators must continually do better than
average and those that cannot are more likely

to exit the industry.

Operator utilisation

Information provided to the inquiry by taxi operators
indicates that there are a number of different performance
benchmarks used within the industry to measure financial
performance. In part, these differences appear to reflect
operators’ different arrangements with taxi drivers.



Key indicators appear to be:

e (QOccupancy — the time the taxi is occupied with a
paying passenger versus the time it is unoccupied

® ‘Dead running’ — the kilometres a taxi vehicle runs
without a paying passenger

e Number of shifts filled, per car per week.

These figures are crucial to determining the revenue
earned and cost incurred by the taxi.

Utilisation (occupancy)

Few operators appear to keep occupancy data as

a matter of course, although it is clearly important
information for operators who enter into revenue-
sharing agreements with their drivers. Higher occupancy
translates directly into greater revenue from the ‘fare box’
and therefore higher profits for an operator.'®

One reason this data is not more widely collected
appears to be that NSPs do not routinely provide taxi
operators with this kind of data.

Information received from NSPs has provided useful
insight into average vehicle occupancy at different times
of the day and week. Data is provided in Figures 5.27
and 5.28 and Table 5.7.

Table 5.7 illustrates that occupancy rates average 28 per
cent across the week (that is, on average, 28 per cent of
the time vehicles available are occupied, and 72 per cent
are available but unoccupied).

Figure 5.27 illustrates that there are substantial changes
in occupancy rates across the week, with rates on Friday
and Saturday night reaching peaks of over 40 per cent.

Figure 5.28 further illustrates how occupancy compares
to vehicles on-road. It shows that the better

occupancy performance on Friday and Saturday occurs
with only relatively minor changes in vehicle

availability. This suggests that the fleet is significantly
under-utilised at other times of the week.

Figure 5.27 Average occupancy by hour of week, Melbourne metropolitan area, 2011
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18 Noting that, as discussed above, industry-wide changes in utilisation
are captured in assignment prices, at least in the medium term
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Figure 5.28 Occupancy and vehicle on-road rate by hour of week, Melbourne metropolitan area, 2011

5,000 100%

F 90%

TAAA L
\ / \\ / \‘u/ " \\/ /\\\j\
P M L

1,000 \V V \/ \/ \/ \/

Taxis On-road

Occupanc

[
2,000 /
[

- 10%

0 0%
E E E E E E E E E E E EE E E EE E E EE E E E E E E E
T ®© QO 9 ®© «© Q 9 © © Q a9 © © Q 9 © © Q 9 © © Q 9 © © a o
T e e s e e e e e e e e e
AN © A © N © N © N © N © ‘(ll © g © g © ‘(ll © g © ‘(\_l © ‘(ll © ‘N_ ©
c 1] o 12 = TB. c
o [ (] w =
s 2 2 é @ @
Taxis On-road Maximum Taxis Available Occupancy Rate (%)

Source: Metropolitan NSP data, VTD

Table 5.7 Average occupancy rates by day and hour of week, Melbourne metropolitan area, 2011

Tuesday Wednesday Thursday Friday Saturday Sunday
12 - 1am 23% 19% 17% 18% 25% 47% 55%
1-2am 19% 16% 14% 14% 21% 42% 54%
2 -3am 16% 13% 13% 11% 19% 36% 49%
3 -4am 15% 11% 11% 17% 29% 45%
4 - 5am 18% 14% 13% 12% 14% 18% 30%
5-6am 25% 20% 19% 18% 16% 16% 20%
6 -7am 27% 24% 23% 23% 21% 21% 23%
7 —8am 31% 31% 31% 32% 29% 22% 22%
8 —9am 37% 38% 38% 40% 36% 23% 21%
9 -10am 32% 33% 34% 36% 33% 24% 24%
10-11am 26% 27% 28% 29% 29% 28% 26%
11am - 12pm 23% 25% 27% 28% 30% 30% 28%
12 -1pm 24% 26% 27% 29% 32% 29% 29%
1-2pm 23% 24% 26% 27% 29% 26% 26%
2-3pm 26% 27% 29% 30% 31% 23% 24%
3-4pm 25% 26% 28% 29% 32% 22% 23%
4 - 5pm 23% 25% 28% 30% 32% 22% 24%
5-6pm 24% 27% 31% 33% 36% 31% 25%
6 -7pm 23% 27% 30% 33% 41% 40% 26%
7 -8pm 22% 25% 28% 29% 39% 40% 23%
8 -9pm 23% 23% 25% 27% 32% 34% 23%
9-10pm 24% 24% 25% 29% 35% 38% 26%
10-11pm 22% 23% 25% 29% 42% 46% 26%
11pm - 12am 20% 20% 21% 28% 45% 51% 25%

Average metropolitan taxi occupancy rate for 2011 = 28%

Source: Metropolitan NSP data, VTD
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The inquiry’s view is that, overall, these data

show that there is significant scope to improve the
current performance of the Melbourne fleet by
increasing the occupancy rate.

Utilisation (kilometres)

A second key measure relates to the number of
kilometres that are driven by the vehicle with a paying
passenger. This is particularly important because LPG
costs are a significant proportion of costs for the operator
(around 16 per cent once driver payments are removed)
and vary with the number of kilometres driven.

The inquiry has received some evidence from operators
on their utilisation rates. These data suggest that an
efficient operation can produce rates of between 50

per cent to 55 per cent. These rates will depend on the
location of the operator; in less dense areas, where dead
running costs are greater, figures often dip below 50 per
cent. Operators working closer to the CBD can achieve
higher rates.

Number of shifts filled

A number of submissions from operators to the inquiry
note the importance of filling shifts. Operators incur a
large number of fixed costs — that is, costs that do not
vary with the number of trips or passenger kilometres
operated by their vehicles. These costs include licence
assignment fees, NSP fees, vehicle expenses, insurance
and registration fees. Major variable costs include driver
payments and LPG. In this context, if shifts are not filled
the operator saves on driver payments and LPG but
makes no contribution to the recovery of the fixed costs
of the business.

Three operators (all of whom run more than 20 taxis) have
provided data to the inquiry that indicates shift coverage
over the last 12 months is considerably lower than it has
been in earlier periods:

e One operator’s data indicates a fall in shift coverage
from 90 per cent of shifts to 70 per cent between
2007 and 2011 (using comparative data from one
week in December).

e Comparative data between October 2010 and
November 2011 provided by another large operator
indicates that shift coverage has fallen from
79 per cent (11 out of 14 shifts) to 57 per cent
(8 out of 14 shifts).

All operators indicated to the inquiry that the release

of 530 new taxi licences by the Victorian Government
through 2010 and 2011 was the reason for the fall in shift
coverage. The inquiry also understands that reduced
numbers of international students coming to Victoria has
reduced the driver pool significantly. This is commented
on further in chapter 13.

5.5. The performance of
booking networks

Sections 5.1 and 5.2.3 comment on two aspects of
booking network performance: consumer complaints and
waiting times for pre-booked vehicles. Two performance
issues were noted: the failure of booking companies to
ensure taxis arrive on time and the failure of booking
companies to handle complaints properly.

A taxi that fails to pick up a passenger elicits some of
the strongest negative customer reactions on service
performance. Two further measures that are of relevance
to this are:

¢ The number of jobs not covered — that is, where a
booking is made but drivers reject it for some reason

e ‘Meter flashes’ — where a job is accepted and
the meter switched on even though there are no
passengers on board. The meter is then rapidly
switched off again. This may happen for a number
of reasons, but it may be due to the driver assessing
the expected fare of the job but then rejecting it as
being too short (as destinations only become known
once the job is accepted). It may also be because
the driver cannot find the passenger (for example, the
passenger may have not been at the agreed location)
but rather than calling this back to the network, a
meter flash occurs and the driver can then identify
themselves as vacant.

These numbers were measured across the metropolitan
Melbourne NSPs and are shown in Table 5.8.

Table 5.8 Bookings placed and completed, Melbourne, 2011

Total NSP
bookings placed

10,732,000

Total NSP
bookings
completed

8,033,000 = 30% of total trips

Total NSP 2,699,000 = 25% of total NSP
bookings not bookings
covered

Total NSP booking | 454,000
“meter flashes”

=17% of NSP
bookings not covered

= 4% of total NSP
bookings placed

Source: Inquiry analysis of metropolitan NSP data

Victoria’s taxi and hire car industry CUSTOMERS FIRST 91



The inquiry recognises that there may be a number of
reasons why bookings are not covered and they are not
all within the networks’ control. That said, the inquiry
considers that networks are not managing drivers
effectively or — where the consumer is at fault — managing
consumer behaviour to limit the number of instances
where drivers accept a booking but there is no fare. As
noted in section 5.1, this is giving rise to considerable
consumer detriment. A number of operators also

raised this issue with the inquiry, noting that they also
experience significant detriment from false bookings.

It is important to understand that booking networks
have two sets of customers. Taxi users call booking
companies to arrange a taxi service. Taxi operators
purchase dispatch services from the booking network.
The networks receive all of their revenue from taxi
operators, to whom they charge affiliation fees. The
inquiry has received a number of submissions from
operators arguing that:

* Prices for network services have increased regardless
of service performance, and regardless of any
economies of scale captured by networks that should
be driving marginal and average costs down.

e Jobs delivered by the network per vehicle seem to
bear no relationship to fees charged.

Both of these claims appear to have some basis. These
claims are further analysed in chapter 11.
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5.6. Driver pay and conditions

Generally, taxi drivers work under conditions where they
enjoy fewer protections and entitiements that most other
workers. The remuneration and working conditions of
drivers are examined in detail in chapter 13.

The inquiry received data on driver remuneration from

a number of different sources. None could be described
as representative of all drivers. While the disparate nature
of taxi operators and drivers makes it difficult to assess
driver earnings with certainty, there is consistent data and
evidence indicating that drivers’ current average earnings
across a week are between $12 and $14 per hour
(exclusive of GST, but not tips).

The inquiry received detailed data for the period 2010-
2012 from a Melbourne-based operator operating in
excess of 20 vehicles, including conventional taxis,
peak service taxis and WATs. Drivers were engaged
on a revenue-sharing basis. While considerable

care must be taken in extrapolating the results of

this data across the rest of Melbourne, checks on

this data against other available sources (including
NSP data and other less detailed operator and

driver data) reveal a degree of consistency.®

Analysis of this operator’s data, which is highlighted in
Figures 5.29 and 5.30, suggests the following:

e Drivers’ earnings from conventional and peak
service taxis are on average just over $13 per hour
over the week.?°

e Night shifts tend to deliver lower earnings early in the
week ($10 to $11 per hour) but higher earnings on
weekends ($17 to $20 per hour). Across the week,
night shifts deliver higher earnings as long as Friday
and Saturday nights are worked.

e Driver earnings (and therefore operator earnings)
are seasonal, with higher earnings in summer than
in winter.

19 Implied driver payments based on an average, non-peak Melbourne
taxi were $69,100 (excluding GST). Dividing this by an average of 50
weeks a year, 10 shifts a week and 11 hour shifts gives an hourly rate
of $12.56 per hour

20 Earnings reported for WAT drivers were higher



Figure 5.29 Estimated hourly driver earnings by day of week,

$25.00

2011

$20.00

$15.00

$10.00 +——

$5.00 1

$0.00

Il

Monday Tuesday Wednesday Thursday

Day shift M Night shift

Source: Data from Melbourne-based operator

Figure 5.30 Estimated hourly driver earnings by month, 2011
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The weekly average rate of just over $13 per hour is
around one dollar per hour higher than the estimate of
$12 per hour?' produced by the ESC four years ago —
prior to the 10.6 per cent fare rise.

From these earnings, drivers must make allowances
for GST and income tax, holiday pay, superannuation
and insurance. Thirteen dollars per hour equates to
under $40,000 per annum, assuming a 60 hour week
(5 x 12 hour shifts) and working 48 weeks per year.
Driver earnings therefore remain well below Australian
average yearly earnings of around $70,000 for
private employees.

21 The ESC actually reports a figure of $13.20 per hour. It is understood
that this figure is inclusive of GST, so the driver payment component is
only 10/11 of that, or $12

Aug Sep Oct Nov Dec

Just over $13 per hour is also well below Australia’s
basic minimum wage for full-time employees of
$15.51 per hour.

Poor driver remuneration contributes to poor service
quality outcomes for consumers. As further discussed

in chapter 13, poor remuneration contributes to high
driver turnover, leading to a regular loss of experienced
and knowledgable drivers. Further, and as discussed in
chapter 22, poorly paid drivers have little at stake in the
industry. This creates enforcement difficulties and, for
some drivers, a culture of non-compliance with regulatory
and tax requirements.
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Regulating the industry




Chapter 6.

0. History of regulation

and reform

Key messages

e Many elements and features of the current
regulatory regime for taxis and hire cars in
Victoria extend back more than a century,
contributing to a regulatory environment that
is complex, piecemeal and outdated.

¢ While some reforms have been undertaken,
the industry’s basic operating model has
not changed significantly since the 1980s
and some structural and operational
aspects remain unchanged since the
1920s and 1930s.

e Since the 1980s, a number of inquiries and
reviews have recommended major reform
of the taxi industry designed to improve its
performance, including removing restrictions
on licence numbers. Recommendations
proposing deregulation of the industry
have largely been ignored.

e Reforms undertaken by successive Victorian

governments in the last 20 years have resulted

in some improvements to the performance
of the taxi industry and lifted standards in
some areas, most notably safety. But the
failure to deliver fundamental regulation and

structural reform of the industry has left many

longstanding problems unaddressed.

e Applying a well-designed regulatory regime
to taxis and hire cars in Victoria has the
potential to deliver significant consumer

benefits without intruding unnecessarily into the

market or unreasonably limiting competition.

Many core elements of Victoria's taxi
and hire car industry extend back to the
1850s and key features of the current
regulatory regime and industry structure
were established as long ago as the
1920s and 1930s.

In recent decades, successive Victorian Governments
have made a number of attempts at reforming the
industry, including making changes to the regulatory
framework, issuing more licences and introducing
licensing and accreditation schemes. This chapter
summarises the evolution of the current regulatory
regime, analyses recent reform efforts and clarifies the
objectives of regulating the industry.

6.1. Evolution of the current
regulatory regime?

The origins of the current regulatory regime in Victoria
date back to 1850 when the Melbourne City Council
(MCQC) introduced laws to regulate horse-drawn ‘hackney
carriages’ under the Licensed Carriages Melbourne
Corporation (Melbourne) Act 1850. This involved the
licensing of individuals to provide taxi services and to
‘maintain the order of owners, drivers and conductors,
and the comfort and safety of passengers’.

Following the introduction of the motor car into Australia
in the early 20™ century, wealthy people were approached
at their homes and offered rides to destinations at
predetermined prices. This activity became known as a
‘private hire car’ service. The term ‘taxi-cab’ also came
into use around this time.

As motorised cars were not covered by the definition of
a ‘carriage’ in existing by-laws, the Victorian Parliament
passed the Motor Vehicle Act 1909, which allowed the
MCC to regulate motorised taxi-cabs (but excluded
private hire cars). Hire cars were only brought under the
regulatory control of the MCC much later in 1939.

1 Material in this section is based on Department of Transport (2007),
History of taxi and hire car regulation in Victoria, internal document
provided to the inquiry by the Department of Transport



The Great Depression initiated a chain of events

for regulation of the taxi industry that still influences
contemporary legislation. Up until this time, entry into the
taxi industry was ‘as of right’, with no restrictions on who
could operate a taxi. The scarcity of employment during
the 1920s and 1930s saw many owners of vehicles enter
into the taxi market to earn a living.

This created significant cost pressures for taxi
companies, due to increased competition from the influx
of new owner-drivers. Owner-drivers could work longer
hours and did not have to pay hourly labour hire costs,
while taxi companies had to pay wages to employee
drivers. To contain costs and remain competitive, two taxi
operators — Yellow Cabs and Red and Checker Cabs —
devised the first type of bailment agreement, where cab
drivers leased the vehicle from their owners and split the
fare revenue. Changes were made to the MCC by-laws to
allow these agreements to be legally enforceable.

At this time, the Drivers’ Union and the Yellow Cab
Company also lobbied the MCC to restrict licences and
remove the ‘as of right’ policy to obtain a taxi licence,
with the Yellow Cab Company arguing that there were
sufficient numbers of vehicles to serve the Melbourne
market. Subsequently, the law was amended to allow the
MCC to limit the number of licences.

The influx of owner-drivers during the Great Depression
also resulted in greater price competition, with many
drivers attempting to attract business by undercutting
fares. Further lobbying by the Drivers’ Union and the
taxi-cab companies led to the introduction of minimum
fares during this period.

With Victoria expanding rapidly, the need for a statewide
regulatory body for licensing and regulating taxis and
hire cars became apparent. In 1932, the Transport
Regulation Board (TRB) was introduced through the
Transport Regulation Act 1932. The TRB recommended
a number of changes to the regulatory environment,
including the introduction of a licence and permit system
for all ‘commercial road motor vehicles’ and the first

set of prescriptive regulations relating to ‘Commercial
Passenger Vehicles’ appeared in 1934. The TRB
ultimately assumed full regulatory control of taxi and hire
cars in Victoria in 1952.

Licences issued by the MCC before 1952 were
transferable but those issued by the Board were not.
This created a situation where a large proportion of
licences could not be transferred. In 1965, the Victorian
Government allowed licences to be transferred provided
the licence owner had a legitimate reason to sell and
leave the industry. This was seen as providing ‘a form of
superannuation or reward’ for a licence owner’s years of
service to the public.

Amendments to the Road Transport Act 1965 permitted
any holder of a licence to transfer the licence, as long as
the Board was satisfied the holder of the licence was a
‘suitable person’. This allowed licence holders to transfer
a licence to another party without having to return the
licence to the Board. All taxi-cab and hire car licences
were now fully transferable.

In the late 1960s, in response to inadequate services

in Melbourne’s outer suburbs, the TRB divided the city
into a number of geographic zones, with existing hire car
owners in each zone given composite rights to operate
as a taxi-cab in that zone. Zoning meant vehicles had to
return to their respective zone before accepting another
hiring. From 1970, hire cars zoned to operate in suburban
zones were designated as suburban taxi-cabs. This
reclassified their hire car licences to taxi licences. In 1979,
the suburban and metropolitan zones were combined
except for the outer zones of Frankston and Dandenong.

In the early 1980s, licences were allowed to be assigned
and operated by a third party under circumstances of
illness, infirmity or death. One aim of this measure was to
provide the licence owner with an ongoing income after
retirement, without the need to sell the asset.

These ‘building blocks’, laid down over 100 years,
continue to provide the foundation for the control and
regulation of Victoria’s taxi and hire car industry today.

By the early 1980s, transport regulation was being
undertaken by a plethora of government departments
and authorities pursuant to range of regulations. The
Government responded to this fragmentation by
introducing the Transport Act 1983. The Act enabled
the repeal of around 100 different Acts, dissolved the
TRB, created the Road Traffic Authority (RTA) to manage
taxi licences and regulation, and established the Road
Transport Licensing Tribunal (RTLT) to hear objections to
applications for commercial passenger vehicle licences.

In 1989, the RTA was merged into VicRoads and in 1993
the RTLT was abolished and its responsibilities handed
to VicRoads. VicRoads’ regulatory role ceased in 1994
when the Secretary to the Department of Transport
(DOT) replaced it as the ‘licensing authority’ under the
regulations and the Victorian Taxi Directorate (VTD) was
established to assist the Secretary with administering
taxis and hire cars.
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While there have been calls for substantial reform of

the industry over the last two decades, regulatory
changes have been relatively restrained, leaving the
long-established basic industry model largely intact. The
most significant of these changes include the staged
introduction of 600 peak service taxi licences from 2003
(with the program completed in 2009), a requirement
for the Minister for Transport to seek the advice of the
Essential Services Commission prior to changing the
level of scheduled taxi fares in Victoria and new powers
given to the regulator to issue a licence that cannot be
transferred or assigned.

In 2006, a securities exchange for managing metropolitan
taxi licences under the auspices of the Bendigo Stock
Exchange (BSX) was introduced. This aimed for greater
transparency in the transfer and assignment of licences.
However, on 21 March 2011, the DOT announced that it
would not extend its agreement with BSX services.?

Also in 2006, new laws were introduced to remove legal
recognition of the VTD and establish the Director of Public
Transport as the licensing authority. The VTD remained

an administrative unit within the Public Transport Division
of the DOT, administering the functions delegated to

its employees by the Director of Public Transport. This
change aimed to incorporate the regulation of taxi
services within broader public transport regulation.

In 2007, a new accreditation scheme for drivers of
commercial passenger vehicles (buses, taxis and hire
cars) was introduced. At the end of the same year, a

taxi industry accreditation regime for licence holders,
operators, and network service providers (formerly known
as taxi depots) was established. The intent of the industry
accreditation scheme was to extend the ‘chain of
responsibility’ for the provision of taxi services beyond the
driver to other industry participants. In particular, these
reforms reflected concerns that NSPs, licence owners
and taxi operators were able to avoid responsibility for
service performance.

In 2008 and 2009, legislation for driver and industry
standards relating to training and safety was introduced.

Following the introduction of Victoria’s new principal
transport statute, the Transport Integration Act 2010,
the Transport Act 1983 was amended and renamed the
Transport (Compliance and Miscellaneous) Act 1983.

2 Further discussion of licence transfer is set out in chapter 10
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It is evident when examining the evolution of the taxi and
hire car regulatory regime that many of the principles
and drafting in current legislation reflect those in previous
regulatory regimes. For example, current licensing
provisions are very similar to those contained in the
Transport Regulation Act 1932. Some principles even
date back to the old hackney carriage regulations prior
to 1900, such as the ‘show cause’ provisions now
reflected in s157(3) of the Transport (Compliance and
Miscellaneous) Act 1983.

6.2. Recent reform attempts

Over the last 25 years, successive Victorian Governments
have undertaken attempts at industry reform in response
to various reviews and inquiries, and to meet Victoria’s
obligations under National Competition Policy agreements.

Foletta Inquiry (1986)

The Foletta Inquiry was established by the Victorian
Government in 1986 following a period of public
complaints about poor quality taxi services. Specifically,
the Government directed the inquiry to examine whether
further taxi licences should be issued in Melbourne, the
conditions and restrictions that should be placed on the
issue of further licences and whether any changes were
necessary to industry and regulatory practices to improve
services and encourage the better use of vehicles.

The inquiry, headed by Bruce Foletta, identified a number
of problems with the industry:

e Poor remuneration of drivers

* A high rate of driver turnover and difficulty in
attracting and retaining drivers

e Unequal bargaining power between drivers
and operators

e High taxi licence values

e |nsufficient numbers of taxis to meet demand during
peak times

e Growing risks to drivers’ safety from violent passengers.

Acknowledging widespread public complaints about taxi
services, Foletta made the observation that:

The role of regulation is not to protect the interest of
existing licence holders or to maintain the market
value of licences. It is to ensure that the public has
access to minimum quality and level of service at a
reasonable cost.®

3 Foletta, Bruce (March 1986), Report of the Taxi Inquiry — Melbourne
and Metropolitan area, Ministry of Transport, Melbourne, p.31



The inquiry recommended removing the controls on entry
to the taxi industry, proposing:

... a significant change in regulatory policy to a
system of conditioned open entry, phased in over five
years with decisions as to whether further licences
are required being made by applicants with a
knowledge of the industry and the demand for service
rather than by regulators’ inquiries.*

Deregulation would have meant significant changes to
the taxi and hire car industry, with the regulating authority
having “an audit role with a strong emphasis on safety
and driver competence and ... the future direction for the
taxi industry [moving] towards self-regulation”.®

Foletta proposed the immediate release of 300 new

taxi licences and 100 licences in each subsequent year.
These licences were to be limited to one per person and
were not to be transferred or assigned for five years.
Proposals were made to amalgamate the Frankston and
Dandenong zones with the metropolitan zone.

Following the Foletta Inquiry, the RTA issued 150 new
metropolitan taxi licences and 10 outer suburban
licences. The Frankston and Dandenong zones were
merged to create a separate outer suburban zone (rather
than merging them with the metropolitan zones) and the
limitations on assigning licences to a third party were
removed from 1987.

NCP review (1995 to 2001)

In April 1995, the Commonwealth Government and State
and Territory Governments signed a series of National
Competition Policy (NCP) agreements designed to
develop a national approach to improving competitive
markets in Australia. One of these agreements, the
Competition Principles Agreement, established a process
for governments to review and reform legislation that
restricted competition by 2000.

A number of reports on taxi regulation were produced in
response to the NCP:

e |n 1999, the Productivity Commission paper,
Regulation of the Taxi Industry, recommended the
deregulation of licence number restrictions while
retaining quality, safety and possibly maximum fare
requirements in legislation. The paper outlined a
range of approaches to making the transition to
deregulation, including dealing with the issue of
compensating current licence holders.®

4 Ibid., p.ii

lbid., p.ii

Productivity Commission (1999), Regulation of the Taxi Industry,
Ausinfo, Canberra

(o))

e |n 2000, the National Competition Council staff
discussion paper, Reforming the Taxi Industry in
Australia, recommended partial deregulation by
removing restrictions on licence numbers. The
paper also examined the issue of compensation and
considered options that ranged from no compensation
to hardship payments to full market compensation.”

e Each State and Territory government carried
out a review of taxi regulation that examined
whether any public benefit resulted from
continuing to restrict entry to taxi markets.

KPMG review

In 1999, the Victorian Government commissioned
consulting firm KPMG to examine the case for reform

of legislative restrictions on competition in the small
commercial passenger vehicle legislation, which covered
taxis, hire cars and other point-to-point transport. The
review considered the objectives of the relevant legislation
covering small commercial passenger vehicles, the
restrictions on competition contained in the legislation,
the benefits and costs of these restrictions and
alternative, more efficient ways to achieve the objectives.

The review found ‘no credible case’ that entry restrictions
in the taxi market addressed a market failure or were in
the public interest, noting that:

...experience indicates that historically economic
regulation of taxi-cabs and hire cars was driven by a
desire to restrict competition in the interests of
incumbent operators and drivers, rather than as a
response to public concerns about safety or other
public interest matters.®

KPMG found that “the public interest restrictions on entry
and many of the intermodal restrictions do not provide net
benefits to the community”,® added to the average cost

of fares and did not ensure good service. However, the
review identified strong evidence that regulation covering
the quality and safety of services was necessary to
address market failure. Accordingly, KPMG recommended
removing entry restrictions on all forms of small commercial
passenger vehicle, while maintaining quality controls.

In relation to the taxi industry, KPMG recommended the
removal of entry restrictions and a buyback of licences,
with the costs recovered through an annual licence

fee. The review also recommended allowing taxi fares
to be set by each taxi depot (with fares assessed for
‘reasonableness’ by an independent government body)
and the removal of barriers to taxis and similar vehicles
undertaking route services in some circumstances.

7 National Competition Council (2000), Reforming the Taxi Industry in
Australia, Staff Discussion Paper, NCC, Canberra

8 KPMG Consulting (July 1999), National Competition Policy Review of
Taxi-cab and Small Commercial Passenger Vehicle , Melbourne, p.72

9 Ibid., p.6

Regulating the industry CUSTOMERS FIRST 99



McQuillen report

In February 2001, the Chairman of the Victorian
Government Steering Committee that had overseen the
KPMG review (Mr Rob McQuillen) recommended against
deregulating entry into the taxi market.°

The McQuillen Report identified many of the same
problems as the Foletta Inquiry and the KPMG review,
including high turnover of drivers, insufficient taxis during
peak periods and service deficiencies in Melbourne’s
outer suburbs. However, McQuillen rejected the KPMG
review’s conclusions, arguing that deregulation would
result in a decline in the quality and safety of taxi services.
Instead, he focused on regulatory measures designed to
support a progressive return to ‘owner driver’ operations
within the industry, including:

* Phasing out investor ownership of taxi licences over
two years

e Restricting the assignment of taxi licences by allowing
only career drivers to assign a licence

e (Capping the assignment rate at a cost to be determined
annually by an independent government body

¢ Releasing 500 to 600 new owner driver licences
limited to peak period operations.

The ‘Kennett’ reforms (1993 to 1994)

In 1993, the Crime Prevention Committee of the Victorian
Parliament recommended the creation of a taxi industry
regulator, primarily to address concerns about the

safety of taxi drivers and passengers.'" As noted earlier
in this chapter, the VTD was established in 1994 as an
administrative unit within the DOT, replacing VicRoads as
the industry regulator.

The Victorian Government led at the time by Premier Jeff
Kennett introduced several further measures designed to
improve the taxi industry:

e Requiring all taxis to be painted a uniform yellow colour
e Requiring all taxi drivers to wear uniforms

e Criminal checks and better training for drivers

e Requiring all cabs to have a working air conditioner

* Age limits for vehicles used as taxis.

10 McQuillen, Rob PSM (2001), National Competition Policy: Review
of Taxi-cab and Small Commercial Passenger Vehicle Legislation —
Summary Report, Conclusions and Recommendations, Melbourne
11 Victorian Parliament Crime Prevention Committee (1993), Developing
a Safer Taxi Industry, Parliament of Victoria, Melbourne
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While there is general agreement within the industry

that these reforms improved public perceptions of the
industry and raised standards temporarily, the reforms are
widely perceived as not having a lasting impact. In 2007,
former Premier Jeff Kennett appeared to acknowledge
this, with the Herald Sun newspaper reporting him as
being ‘saddened’ by the current state of the industry and
observing that “ownership has become more controlled,
often by big business”.'?

Bracks Government’s 17 point plan (2002 to 2008)

In 2002, the Victorian Government led at the time by
Premier Steve Bracks released a '17 point plan’ to
reform the taxi and hire car industry in response to the
NCP review and the McQuillen report. Implemented over
several years, the plan included:

e Alate night 20 per cent tariff on fares in Melbourne,
paid directly to drivers to encourage them to work
during the late night and early morning

e A new power for the industry regulator to issue a
licence with conditions prohibiting the transfer or
assignment of the licence

e A new taxi industry accreditation scheme
(progressively implemented since late 2007), including
operator, NSP and licence holder accreditation
requirements and business and service standards

* A new accreditation scheme for drivers, including a
series of upgrades to driver training

* A review of country taxi services, which led to a
number of actions to improve the viability of taxi
services in regional areas

e A new Taxi Industry Safety Taskforce

e A new scheme requiring the trade and assignment
of taxi licences to be reported on the Bendigo Stock
Exchange (discontinued in early 2011)

* Independent assessment of the need for taxi fare
increases by the Essential Services Commission

* Ataxi services customer charter, setting out the rights
and obligations of passengers and drivers

e FEasing of entry restrictions to the Melbourne hire
car industry by removing the ‘public interest test’
restriction for issuing a licence.

The Government issued 600 new ‘peak service’,
non-assignable taxi licences to career taxi
drivers at a low cost. Resources to the VTD
were also significantly increased to support a
significant step-up in enforcement activities.

12 Herald Sun (22 February 2007), ‘Jeff laments rank disappointments’,
www.heraldsun.com.au/news/victoria/jeff-laments-rank-
disappointments/storye6frf7kx-1111113034790, accessed 7
December 2011


http://www.heraldsun.com.au/news/victoria/jeff-laments-rank-disappointments/storye6frf7kx-1111113034790
http://www.heraldsun.com.au/news/victoria/jeff-laments-rank-disappointments/storye6frf7kx-1111113034790

The National Competition Council (NCC) concluded that,
in proposing the 17 point plan, Victoria was meeting

its National Competition Policy obligations. In its 2003
review of progress in implementing the Competition
Principles Agreement, the NCC stated:

The Victorian Government implemented measures
that are consistent with the four broad principles for
staged reform in the taxi and hire car industry. It
began a process of annually introducing new licences
over 12 years and publicly indicated its commitment
to these annual increases. It also committed to review
the impact of these increases and to adjust the rate
of annual increase if the supply/demand imbalance
does not improve.™

However, the Council made the observation in 2004 that
this positive assessment was “relatively low compliance
benchmark” that should be seen as “an interim step
towards governments better meeting the public interest
objectives established by NCP reviews”."

Reforms since 2008

In addition to the 17 point plan, the Victorian Government
adopted further measures to improve the quality and
availability of taxi services, including:

* |ssuing 530 new greater Melbourne taxi licences,
including 330 WAT licences

e Pre-payment of taxi fares at night (between
10pm and 5am)

e Making driver protection screens mandatory (including
a subsidy to assist in purchasing the screens)

¢ Doubling the Multi Purpose Taxi Program’s trip and
annual cap subsidies

e New performance quotas and a performance based
booking system to improve the reliability and availability
of wheelchair accessible taxi (WAT) services.

13 National Competition Council (2003), Assessment Of Governments’
Progress In Implementing The National Competition Policy And
Related Reforms: Volume Two Legislation Review And Reform,
Melbourne, p.2.11

14 National Competition Council (2004), Assessment Of Governments’
Progress In Implementing The National Competition Policy And
Related Reforms: Volume One: Assessment, Melbourne, p.9.14

6.3. A stocktake of reform

The last 25 years has seen a major change in Victorian
Government competition policy. In particular, National
Competition Policy reforms (which applied to all markets
in Victoria) focused government policy on the need for
clearly defined regulatory objectives and a policy process
that delivers on these objectives in the least intrusive or
restrictive manner possible.

However, a key feature of regulatory and other reforms
covering the taxi and hire car industry has been their
avoidance of tampering with the basic structure of the
industry and its long-established parameters — a structure
that the Foletta Inquiry identified 23 years ago as leading
to poor remuneration for drivers, high taxi licence values
and insufficient availability of taxis to meet demand during
peak periods.

Despite often compelling evidence about the
broader community benefits of greater competition,
successive Victorian Governments have been
reluctant to undertake the fundamental reforms
required to achieve this, instead preferring to rely
on further government regulation of the industry.

While many past reforms have been well-intentioned,
they have largely failed to deliver on promises of an
affordable, high quality and safe transport service.
Regulation has sometimes helped to ‘paper over the
cracks’, but concerns about the adequacy of the
industry’s performance remain. As noted in chapter
1, these concerns are the genesis of the current Taxi
Industry Inquiry.

The inquiry considers that the principles of National
Competition Policy remain as pertinent as ever to the
taxi and hire car industry. Adherence to these principles
does not imply unfettered competition: as discussed
later, it requires a strong understanding of the problems
that taxi and hire car regulation seeks to address and

a consideration of options to solve these problems

that cause the least distortions to normal market
processes. In this way, competition can be harnessed in
positive directions to deliver an efficient and consumer-
responsive industry. Where competition will not deliver
community expectations, well-designed regulatory and
other interventions can increase net community benefits
without encouraging undesirable behaviours.
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Inquiry findings => Despite major reviews recommending
significant reform of taxi and hire car
regulation, successive Victorian Governments
have generally preferred to add more
regulation rather than promote greater
industry self-regulation and market regulation

through competition.

=>» The fundamentals of the regulatory framework
covering taxis and hire cars have been
unchanged for many years.

=> The regulation of licence numbers, fares and
driver remuneration was introduced — and has
developed — largely at the behest of private
interests rather than a concern about the
public interest.

=> While recent Victorian Government reform
efforts reflect an ongoing interest in taxi and
hire car industry performance, it has failed to
significantly improve the longstanding service
and performance problems identified by
previous inquiries and reviews.

Taxi industry reform timeline - 1981 to 2012

17 point Country Taxi Industry
reform plan taxi review Inquiry
Kennett McQuillen
reforms report
Foletta KPMG 600 new 530 new
inquiry review peak period Melbourne
taxi licences taxi licences

A

Y

'y

Metropolitan

Y

| 11

Taxi Industry Safety
Taskforce established

A

VvTD
statewide
Safe Taxi

Audit

'

Licence hire cars begin Bendigo SX
assignments to be issued Bendigo SX reporting reporting
Introduced “as of right” introduced discontinued
Licence VTD established 20% late night tariff Driver protection screens
assignments Fare pre-payment at night
controls
relaxed

New driver

accreditation scheme

Mandatory yellow cabs
Mandatory driver uniforms

New taxi industry
accreditation scheme
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Chapter 7.

/.

The current
regulatory regime

Key messages

The regulatory regime governing taxis and hire
cars in Victoria is a complex and prescriptive
one, delivered through an array of interlocking
and often overlapping Acts and regulations.

The regime imposes requirements on taxi

and hire car licence holders, operators,

drivers and networks and incorporates
licensing conditions, provisions for trading

and assigning licences, industry and driver
accreditation schemes, vehicle and equipment
specifications, record-keeping requirements
and business and service standards.

The Taxi Industry Accreditation Scheme and
the Commercial Passenger Vehicle Driver
Accreditation Scheme comprise the bulk of the
work carried out by the industry regulator.

Some of the current regulatory controls on
the industry are unnecessarily burdensome,
redundant or duplicative.

The complexity of the regulatory regime
makes it difficult for industry participants to
ensure they are fully compliant with all their
legal obligations, and generates unnecessary
cost burdens for industry and administrative
burdens for the regulator.

Despite covering a broad range of matters, the
regime has little clarity of purpose or direction,
including having no clearly identified policy
objectives for taxi and hire car services and

no formal integration of these services within
broader transport planning.

There is general agreement within the
industry and government that the regime
is far from ‘best practice’ and in need of
a significant overhaul.

Within the overarching regulatory
framework for Victoria's transport system,
separate schemes are in place to
regulate the supply of taxi and hire car
licences, driver quality and service and
vehicle standards.

As the Department of Transport (DOT) observed in its
submission to the inquiry:

The taxi and hire car sector has the oldest regulatory
regime in the Victorian transport portfolio. It is also the
only major area of transport activity in Victoria which
is not governed by a discrete statute.’

This complex regime determines how passengers (the
buyers of taxi services) interact with licence holders,
operators and drivers (the sellers of taxi services) and the
nature and quality of the services provided. This chapter
gives an overview of the current regulatory regime

for taxis and hire cars. The evolution of the regime is
described in chapter 6 and the impact of the regime on
the industry’s performance is examined in Part D.

7.1. Legislation covering the industry

Regulation of the taxi and hire car industry is
achieved through a complex array of Acts and
regulations, summarised in the table in Table 7.1.

The key legislative instruments are the Transport
Integration Act 2070 (TIA), which sets out the new
high level principle-based framework for the transport
system in Victoria, and the Transport (Compliance
and Miscellaneous) Act 1983, which contains the
current licensing and accreditation schemes.

1 Department of Transport (DOT), Submission to the Taxi Industry
Inquiry, SS168, August 2011, p.4
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Table 7.1 Enabling Acts and regulations

Legislation title

Transport Integration
Act 2010

Transport
(Compliance and
Miscellaneous)
Act 1983

Transport (Taxi-cabs)
Regulations 2005

Transport (Passenger
Vehicles) Regulations
2005

Transport (Taxi-
Cab Licences —
Market and Tradling)
Regulations 2005

Transport (Taxi-
Cab Industry
Accreditation)
Regulations 2007
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Content and function

Victoria's primary transport statute, the TIA promotes a principle-based statutory regime for ‘an integrated
and sustainable transport system that contributes to an inclusive, prosperous and environmentally responsible
State’. The Act sets out:

e A policy framework for the transport system in Victoria, comprising transport system objectives and
decision-making principles for transport bodies to follow when performing their functions

* The objects, functions and powers of all transport bodies, including the Secretary to the DOT and the new
industry regulator, the Taxi Services Commission.

The TIA does not contain any provisions that directly regulate the taxi and hire car industry.

Formerly known as the Transport Act 1983, this Act was amended in 2010 when the TIA was introduced.

The Act is the primary statute regulating the taxi and hire car industry and regulates the taxi and hire car
licensing and accreditation schemes administered by the Victorian Taxi Directorate (VTD) under delegation
from the Secretary to the DOT.

These regulations contain measures designed to enhance passenger and driver safety and the reliability
and quality of taxi services, including requirements for, or in relation to:

e Driver accreditation, conduct and presentation

e Taxi-cab construction, equipment, appearance and operation

* Hirings, the charging and payment of fares and charges and the operation of taximeters
e The conduct of passengers.

These regulations govern the operation of buses, hire cars and other small passenger vehicles
(other than taxis). The regulations aim to ensure the safe and efficient operation of these vehicles,
and facilitate comfortable and convenient travel in these vehicles.

The regulations set out certificate, licence and record-keeping requirements, plate, signage and device
requirements, vehicle specifications and operations. These include obligations on the driver around ticketing,
fares, timetables and passenger behaviour.

The objectives of these regulations are:
* To authorise persons to trade in taxi licences

¢ To facilitate the operation of an orderly, transparent and efficient market for the transfer of,
and the assignment of the right to operate vehicles under, certain taxi licences.

The regulations authorise specific persons to trade in taxi licences and the specification of exchanges

by the licensing authority. All reasonable steps must be taken to ensure that dealings are conducted,
recorded or disclosed in accordance with specified systems, methods or rules. Dealing-related information
must be recorded or disclosed, unless exemption is provided by the licensing authority.

These regulations support the industry accreditation scheme by prescribing:
e FEvidence and other things that must accompany an application for accreditation

e Conditions to which accreditations are subject relating to the keeping of records, the submission of
information to the licensing authority and the inspection and auditing or records.

The regulations set out the prescribed information that participants in the taxi industry are required to provide
to the licensing authority at the time of an application for accreditation and to keep as records and provide to
the licensing authority over time.

These requirements are directly related to the various business and service standards that apply to each
industry participant and are intended to provide the licensing authority with information to enable it to assess
whether participants are meeting their respective business and service standards. The specific requirements
include different obligations for:

* | icence holders, who are required to keep and provide records to the VTD on assignees

e Operators, who are required to keep and provide records to the VTD on taxi operations, including
(but not limited to) the number, value and distances travelled per trip as well as records on inspections,
faults, maintenance and complaints. Operators are also required to provide information on the drivers
who operate their taxi(s)

* Primary network service providers, who are required to keep and provide records to the VTD on
their activities, including (but not limited to) bookings, response times, emergencies, complaints,
and disciplinary actions.

Failure to comply with the regulations is an offence attracting financial penalties.



Legislation title Content and function

Road Safety Act

This Act regulates the vehicle registration and licensing regime applying to all vehicles and road users in

1986 Victoria (including taxis and hire cars). The Act also sets out the general obligations of road users in relation

to responsible road use and the obligations of driving instructor authorities.

Other legislation with | Motor Vehicle Standards Act 1989 (Commonwealth)
an impact on the taxi | Eqtaplishes national motor vehicle standards and other related matters.

and hire car industry

Bus Safety Act 2009

Act 1983.

Victoria’s principal OH&S regime.
Equal Opportunity Act 2010

Essential Services Commission Act 2001

Occupational Health and Safety Act 2004

Disability Discrimination Act 1992 (Commonwealth)

Provides protection for all Australians against discrimination based on disability. Includes specific standards
for access to buildings, public transport and other areas.

Establishes the Essential Services Commission (ESC) as the primary economic regulator of essential services
in Victoria. The ESC has a role under the Transport (Compliance and Miscellaneous) Act 1983 in reviewing
taxi fares, licence fees for hire car licences or special purpose vehicles upon referral by the Minister.

Provides the safety accreditation regime for bus services in Victoria. In certain circumstances, this regime
overlaps with the taxi and hire car accreditation regime under the Transport (Compliance and Miscellaneous)

Protects Victorians from discrimination on the basis of their personal attributes (such as age, gender and race)
in certain areas of public life, including the provision of goods and service.

Accident Compensation Act 1985 & Accident Compensation (Workcover Insurance) Act 1993

State legislation that provides for compensation to injured workers. Taxi drivers are entitled to personal injury
insurance cover for work-related incidents.

7.2. The licensing and
accreditation schemes

Administering the taxi and hire car licensing and
accreditation provisions — and associated compliance
and enforcement activities (Part VI of the Transport
(Compliance and Miscellaneous) Act 1983) — comprises
the bulk of the work carried out by the industry regulator
in Victoria.? These provisions have been heavily influenced
by the historic development of the taxi and hire car
industry (as outlined in chapter 6). The major elements of
the regulatory structure are depicted in the figures in the
following figures.

2 Chapter 8 examines the role and performance of the regulator

Figure 7.1 Licensing scheme

Section 24*

Transport (Compliance Transport Integration
and Miscellaneous) Act Act 2010
1983 Part VI

Transport (Taxi-cab
Licences — Market and
Trading) Regulations 2005

Section 162

Section 144 N -
Licence Conditions

Transport
(Passenger Venhicles)
Regulations 2005

Sections 162 and 256

* Must have regard to the transport system objectives and
decision making principles set out under Part 2 of the Act.
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Figure 7.2 Accreditation schemes

Taxi-Cab Industry
Accreditation Scheme

Section 24*

Section 133

Section 133C

Sections 137E and 162

Driver Accreditation
Scheme

Section 24*

Section 169A

Sections 162 and 256

* Must have regard to the transport system objectives and decision making principles set out under Part 2 of the Act.

Figure 7.3 Vehicle standards and equipment

Section 95

Vehicle
Standards and
Equipment

Section 24*

Sections 137E and 162

Section 133C

Section 133C

Sections 162 and 256
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Under Victoria’s licensing scheme, it is technically the
vehicles that are licensed. The Transport (Compliance
and Miscellaneous) Act 1983 defines a taxi-cab as:

...a commercial passenger vehicle which is used

or intended to be used for hiring by the public on
demand and which operates by being hailed or from
a stand appointed for the use of such vehicles or
which has been previously booked or ordered but
does not include such a vehicle which operates
solely by being previously booked or ordered.®

For the purposes of the Transport (Compliance and
Miscellaneous) Act 1983, taxis and hire cars are a class
of commercial passenger vehicle, which is defined as:

any motor vehicle (together with any trailer fore-car
side-car or other vehicle or device, if any, attached
thereto) which is used or intended to be used for
carrying passengers for hire or reward.*

Under sections 139 and 158 of the Transport
(Compliance and Miscellaneous) Act 1983, a commercial
passenger vehicle must not operate on a highway without
being authorised to operate by a licence, permit or other
authority under the Act.

Issue of licences

The licensing authority may grant an application for a
taxi-cab licence under section 143 of the Transport
(Compliance and Miscellaneous) Act 1983. In deciding
whether to grant such an application under this section,
the licensing authority is required to have regard primarily
to the interests of the public. However, metropolitan taxi-
cab licences are usually issued by the licensing authority
under section 143A.

Under section 143A, the Minister for Public Transport
(the Minister) may make an order for the granting of
taxi-cab licences in a specified taxi-cab zone or zones.
The metropolitan taxi-cab peak service licences and the
recent 200 conventional fixed-term taxi licences and
330 wheelchair accessible fixed-term taxi licences in
the Greater Melbourne area were released under section
143A. The Minister may specify that the licence fees

to be paid for licences granted under section 143A are
to be determined by tender or are to be a fixed price.
The Minister can also specify who is eligible to apply

for a licence and the procedures to be followed by

the licensing authority for the granting of the licences.

3 Section 86 Transport (Compliance and Miscellaneous) Act 1983
4 lbid.

Taxi-cab licences can be issued on the basis that the
licence may be, or must not be, transferred or the
subject of an assignment (section 143D). Since 2000,
no transferable or assignable licences have been issued
in Victoria.

An applicant whose application for a commercial
passenger vehicle licence is refused may apply to
the Victorian Civil and Administrative Tribunal (VCAT)
for a review of the licensing authority’s decision.

The licensing authority is also empowered to grant an
application for a hire car licence under section 142 of

the Transport (Compliance and Miscellaneous) Act 1983
if the licensing authority is, amongst other things, satisfied
that the applicant is a fit and proper person to hold the
licence. The licensing authority must have regard to
various matters, including whether the granting of the
application would be likely to adversely affect the viability
of the provision of existing taxi or hire car services in the
relevant district.

Licence conditions

The Transport (Compliance and Miscellaneous) Act 1983
specifies a number of implied conditions of commercial
passenger vehicle licences. For example, a licence holder
must commence operating a commercial passenger
vehicle service within 90 days of being sent a notice that
the licence has been granted.® There are also implied
conditions that relate particularly to taxi-cab licences. For
example, any late night surcharge or holiday surcharge
paid by a passenger must be retained by the taxi driver.®

Section 144 also separately empowers the licensing
authority to attach other conditions appropriate to the
service to be provided as it thinks proper to impose in
the public interest.

The licence conditions that are attached to taxi licences
vary depending on the category of licence: conventional
perpetual, conventional fixed-term, wheelchair
accessible, multi-purpose (M50), high occupancy (M80)
and peak service. A wide range of matters is covered by
licence conditions, including general conditions covering
zoning, taxi availability, fare setting and Multi Purpose
Taxi Program (MPTP) equipment and processing. Special
conditions cover such matters as security cameras, child
restraints, age of vehicles, driver ID display, advertising on
vehicles and vehicle performance data.

Licence conditions can be varied at any time by the
licensing authority, pursuant to section 146 of the Act.

5 Section 144(2)(g) Transport (Compliance and Miscellaneous) Act 1983
6 Section 144(5) Transport (Compliance and Miscellaneous) Act 1983
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Under sections 144 and 144A, the Minister may, after
receiving reports from the Essential Services Commission
and the Secretary, determine fares or hiring rates for
taxis. Fare schedules are attached to licence conditions.

Trading licences

Section 149 of the Transport (Compliance and
Miscellaneous) Act 1983 provides for the transfer of
commercial passenger vehicle licences (including those
taxi licences that are not subject to a condition that
they cannot be transferred). Under section 150, the
right to operate a vehicle under a taxi-cab licence may
be assigned as long as the licence is not subject to

a condition that the right cannot be assigned.

Sections 150A of the Transport (Compliance and
Miscellaneous) Act 1983 and the Transport (Taxi-Cab
Licences — Market and Trading) Regulations 2005 provide
a regulatory framework for the conduct of dealings relating
to the transfer and assignment of taxi-cab licences.

Under sections 143A, 144, 146, 147A, 153 and 157 of
the Transport (Compliance and Miscellaneous) Act 1983,
a taxi-cab licence may be suspended or revoked or
cancelled on specified grounds.

Sections 158 to 162 provide for various offences
and related provisions and the making of regulations.
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Vehicle standards and equipment

All commercial passenger vehicles must comply with the
standards set out in the Transport (Taxi-Cabs) Regulations
2005 (for taxi-cabs), the Transport (Passenger Vehicles)
Regulations 2005 (for hire cars and buses) and the Road
Safety (Vehicles) Regulations 2009. Among other things,
these regulations determine the types of vehicle that can
be used as taxis, hire cars and buses and the equipment
that must be installed in those vehicles.

Regulation 12 of the Transport (Taxi-Cabs) Regulations
2005 provides that the licensing authority may determine
and publish in the Victorian Government Gazette
specifications for all taxi-cabs or for a class of taxi-

cabs. Under these regulations, the VTD determines
specifications that must be met for equipment that

is fitted in taxi-cabs, such as security cameras and
electronic payment terminals. For example, the VTD
gazetted a number of vehicle specifications in May 2007,
covering matters such as occupant capacity, passenger
seats and seat belts, advertisements, livery, luggage
space and taxi age limits.”

Further, taxis must adhere to the Licensed Passenger
Vehicle Standards — Taxis (December 2005), which forms
part of the written directions issued to Licensed Vehicle
Testers by VicRoads under Regulation 220 of the Road
Safety (Vehicles) Regulations 2009.

7 Victorian Government Gazette No G 21, Thursday 24 May 2007



Mandatory equipment in taxis

Taxis are required by regulation to carry certain items of equipment. The main reason for regulating this equipment
is to ensure a consistent standard of service to customers, including consistency and reliability in calculating fares.

e Taximeter — All taxis must carry a meter that complies with a set of technical specifications defined by the VTD.
The primary function of the meter is to calculate the total fare payable by a passenger based on a defined
metrology. Meters also have a secondary function of providing driver records that support driver payments.

e EFTPOS/MPTP terminal — All Victorian taxis must be fitted with an EFTPOS terminal that can process MPTP
member and driver cards. Currently, the only EFTPOS terminals able to do this are Cabcharge terminals. The
terminal is interconnected to the taximeter (@ measure that was introduced by the VTD to limit MPTP scheme
fraud). The terminal is equipped with a SIM card and is able to communicate directly with Cabcharge whenever
a transaction is being processed.

e Secondary EFTPOS terminal — Secondary EFTPOS terminals must comply with VTD’s receipting requirements.
This secondary terminal is usually a hand-held device that is not interconnected to other in-cab equipment.
Only one secondary EFTPOS terminal is permitted to be carried by a taxi in Victoria.

e Mobile Dispatch Terminal (MDT) — This device enables the affiliated network service provider (NSP) and driver
to manage booked work. Current devices also incorporate an emergency alarm, a two-way radio for voice
communication and a GPS-based navigational aid that transmits the taxi’s location and hire status to the
network operator via the radio link every 30 to 120 seconds.

e Safety camera — Under the 2009 specifications, safety cameras continuously capture images from within
and outside the taxi for a period of 72 hours. Images are stored in a secure environment within the taxi and
overwritten after 72 hours unless otherwise downloaded. Images are only downloaded by VTD when authorised
to do so by Victoria Police.

e Printer — The ability to print receipts is a requirement for all taxis and is generally provided by the thermal printer
housed in the EFTPOS terminal, although all taximeters are able to print directly to a standalone printer if an
EFTPOS unit is not fitted.

e Dome light — The dome light is required by regulation and is used to notify customers of a taxi’s availability
and the tariff being used. The dome light is driven by relay switches built into the taximeter.

e GPS navigator — While not a legal requirement, these devices are progressively being used by drivers
as navigational aids. Most current MDTs incorporate a GPS navigation aid.

As well as ensuring that equipment meets regulatory standards, the VTD has a process in place for reviewing and
approving electronic equipment in taxis. Approval is generally given if equipment appears to satisfy the regulatory
requirements and VTD’s own equipment specifications.

In addition to these approved devices, a range of products are in various stages of development and are likely
to be submitted for approval in the coming year. These devices include a number of ‘next generation’ taximeters
and at least two taximeter upgrades that introduce auto toll capability.

A number of firms supply these devices to the taxi industry, usually through resellers who are trained and authorised
by the manufacturer to install the equipment. The larger NSPs have established themselves as authorised resellers/
installers of nominated taxi equipment and generally provide the taxi fit-out for their affiliated operators.

Authorised installers of the Calbcharge/MPTP EFTPOS terminal are also VTD-approved holders of the MPTP data security
key card. The card is used by the installer to preload the MPTP data encryption code onto newly installed terminals.

In addition to the NSPs who act as installers, a number of independent organisations have established themselves
as authorised installers, many of whom operate auto electrical businesses in conjunction with taxi fit-outs.

Generally, the regulations deal with each piece of in-cab equipment on an item-by-item basis, meaning that the
regulator does not consider in-cab equipment as an integrated technology ‘set’. In addition, the consequences of
mounting multiple devices and using specialist taxi instruments in a standard passenger vehicle are largely unregulated.
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Since 2007, the licensing scheme has been accompanied
by an accreditation framework for participants in the
industry. One accreditation scheme covers licence holders,
operators and network service providers (NSPs), while a
second accreditation scheme covers drivers of commercial
passenger vehicles (including taxi drivers) and vehicles
used for the operation of private bus services.

The purpose of the accreditation scheme is identified
in section 130 of the Transport (Compliance and
Miscellaneous) Act 1983 as being:

...to facilitate the provision of safe, reliable and
efficient taxi-cab services that meet reasonable
community expectations.®

This purpose underpins the accreditation scheme
for licence holders, taxi-cab operators and NSPs,
which is set out in Division 4 of Part VI of the Act.

A person cannot be granted and cannot retain a taxi-
cab licence in Victoria unless the person is, and remains,
accredited as a taxi-cab licence holder.® A taxi-cab

must not be operated (that is, used for the purposes of
carrying passengers for hire or reward) unless the licence
holder or (where the right to operate a vehicle under the
licence has been assigned) the assignee is accredited as
a taxi-cab operator.™ A person must not provide a taxi-
cab network service unless the person is accredited to
provide that service.'" Accreditation cannot be transferred
or assigned to any other person and can be granted for
no more than five years.?

Essentially, a person cannot hold a taxi licence or operate
a taxi in Victoria unless they are accredited to do so by
the licensing authority (currently the Secretary to the
DOT) or a delegate of that person.' Subject to certain
provisions that require the licensing authority to refuse
an application, the licensing authority may approve

an application for accreditation if it is satisfied that the
applicant is suitable to be accredited and has complied
with the application requirements.' The Transport
(Compliance and Miscellaneous) Act 1983 specifies

a range of detailed eligibility requirements relating to
criminal history, relevant industry knowledge, financial
capacity and general capacity and competence to meet
the business and service standards for the activities for
which the person would be accredited.®

Section 130 Transport (Compliance and Miscellaneous) Act 1983
Sections 143, 143A and 156A Transport

(Compliance and Miscellaneous) Act 1983

10 Section 131 Transport (Compliance and Miscellaneous) Act 1983

11 Section 131A Transport (Compliance and Miscellaneous) Act 1983

12 Section 132C(1)(b) Transport (Compliance and Miscellaneous) Act 1983
13 Section 132B Transport (Compliance and Miscellaneous) Act 1983

14 Section 132B Transport (Compliance and Miscellaneous) Act 1983

15 Sections 132D to 132F Transport (Compliance and Miscellaneous)

Act 1983

8
9
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In circumstances where the licensing authority must
refuse an application (such as where the applicant has
been found guilty of a tier 1 criminal offence) or where
the licensing authority exercises its discretion to refuse
an application on any of the bases open to it under the
Transport (Compliance and Miscellaneous) Act 1983, the
unsuccessful applicant can apply to VCAT for a review
of the authority’s decision.®

Conditions and Business and Service Standards

An accreditation is subject to any condition set out

in the regulations that applies to the accreditation.”

The licensing authority can also impose conditions on

an accreditation or restrict the scope of an accreditation
at any time. The conditions and restrictions can be varied
or revoked by the licensing authority.™ It is an offence
not to comply with a condition or restriction.

The Minister is empowered under the Transport (Compliance
and Miscellaneous) Act 1983 to determine minimum
Business and Service Standards that must be met by
accredited persons.?° These standards may relate to matters
in a number of areas, including customer service, complaint
handling, compliance with legislation, financial viability and
business capability. Separate standards exist for licence
holders, operators and NSPs. For example, the Business
and Service Standards that apply to operators include that:

...an operator will ensure that each taxi-cab is
available for hire, or is hired, for 90 per cent of high
demand periods (if any) for the service area within
which it is licensed to operate, calculated over
each quarter in each financial year, subject to any
conditions of the relevant taxi-cab licence.?’

Disciplinary action

Subdivision 6 of Division 4 of Part VI of the Transport
(Compliance and Miscellaneous) Act 1983 provides for
the licensing authority to take a range of disciplinary
actions against an accredited person in circumstances
where, for example, an accredited person fails to comply
with a Business and Service Standard or a condition of
accreditation.?? Sanctions range from issuing a reprimand
to cancellation of the accreditation.?® The Act sets out the
procedure that must be followed by the licensing authority
when taking disciplinary action. This includes giving

the accredited person written notice that the authority
proposes to take disciplinary action and giving the person
an opportunity to make a written submission.*

16 Sections 136 and 136A Transport (Compliance and Miscellaneous)
Act 1983

17 Section 133(3) Transport (Compliance and Miscellaneous) Act 1983

18 Sections 133(1) Transport (Compliance and Miscellaneous) Act 1983

19 Section 133B Transport (Compliance and Miscellaneous) Act 1983

20 Section 133C Transport (Compliance and Miscellaneous) Act 1983

21 Business and Services Standards: Part 2 — Taxi-cab Operators, clause 19

22 Section 135 Transport (Compliance and Miscellaneous) Act 1983

23 Section 135A Transport (Compliance and Miscellaneous) Act 1983

24 Section 135B Transport (Compliance and Miscellaneous) Act 1983



The licensing authority can suspend an accreditation
immediately in limited circumstances.? If an accredited
person is contravening or has contravened a condition,
business and service standard or a provision of the
Transport (Compliance and Miscellaneous) Act 1983
or regulations, the licensing authority may serve an
improvement notice on an accredited person requiring
them to remedy the contravention.?® Penalties apply

to a failure to comply with an improvement notice.

The Transport (Taxi-Cab Industry Accreditation)
Regulations 2007 set out further requirements for
industry accreditation, including information that must
accompany applications for accreditation and record
keeping obligations.

Section 156A of the Act specifies the consequences
for taxi-cab licence holders and assignees of certain
circumstances arising, or decisions taken, under the
accreditation scheme.

Under Subdivision 7 of Division 4 of Part VI of the Act,
VCAT is given jurisdiction to review specified classes
of decisions taken under Division 4.

Division 6 of Part VI of the Transport (Compliance and
Miscellaneous) Act 1983 sets out the accreditation
scheme for drivers of commercial passenger vehicles,
including taxi-cabs. The scheme is underpinned by a
public care objective set out in section 164 of the Act:

The public care objective is the objective that the
services provided by drivers of commercial passenger
vehicles and vehicles used for the operation of
commercial bus services, commercial minibus
services and local bus services:

® be provided
— with safety; and

— with comfort, amenity and convenience
to persons using the services and to
other persons, particularly children
and other vulnerable persons; and

e be carried out in a manner that is
not fraudulent or dishonest.?”

25 Section 135C Transport (Compliance and Miscellaneous) Act 1983
26 Section 135F Transport (Compliance and Miscellaneous) Act 1983
27 Section 164 Transport (Compliance and Miscellaneous) Act 1983

With limited exceptions, a person must not drive a
commercial passenger vehicle unless he or she holds
a driver accreditation.?® All drivers must be technically
competent and, in the case of metropolitan taxi
drivers, must also successfully complete mandatory
technical competency training, which is carried out
by a Registered Training Organisation.

The person responsible for accrediting drivers is the
Secretary to the DOT (or a delegate of the Secretary) who
may require applicants for accreditation to undertake
specified courses of training, hold specified qualifications
and pass tests, including tests relating the fitness to

drive a vehicle or the applicant’s medical condition. An
accreditation may be held for up to three years and may
be renewed.

The primary requirements for accreditation are that

the person is judged by the Secretary to be technically
competent and sufficiently fit and healthy to provide the
relevant service, and to be suitable in other respects to
provide the service, and that the granting or renewal of
the accreditation is assessed by the Secretary as being
appropriate having regard to the public care objective.
However, the Act also specifies a range of detailed eligibility
requirements relating to criminal and driving history and

the holding and status of a Victorian driver’s licence.

As with taxi licence holders and operators, conditions can
be imposed on a driver’'s accreditation and the Secretary
can take a number of disciplinary actions against drivers,
including suspending and cancelling accreditation.

Disciplinary action

Under sections 169A to 169C of the Transport
(Compliance and Miscellaneous) Act 1983, the
Secretary can impose conditions on an accreditation
and disqualify a person from applying for the grant or
renewal of accreditation for a period following the refusal
by the Secretary to grant such an application or the
cancellation of an accreditation. Sections 169E to 169M
of the Act provide for suspensions and cancellations

of accreditations and the taking by the Secretary of
specified disciplinary actions. Sections 169N to 169P
provide for a right of review by the VCAT of decisions

in relation to driver accreditation.

The remaining provisions of Division 6 cover offences,
fees and regulations relating to driver accreditation.

28 Section 165 Transport (Compliance and Miscellaneous) Act 1983
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The accreditation and licensing schemes contain
numerous offences and enforcement provisions, which
assist the licensing authority to achieve compliance with
the regulatory regime. These enforcement powers are
delegated to the Victorian Taxi Directorate (VTD), which
employs transport safety officers who are responsible
for carrying out vehicle and driver inspections and audit
personnel who conduct audits of operators and NSPs
to ensure compliance with the business and service
standards and the regulations.

The VTD’s activities in applying the regulations
are examined in chapter 8.

7.3. A complex, prescriptive regime

Over the years, the regulations governing taxis and

hire cars have evolved into a highly complex and
prescriptive regime. The DOT comments that the regime
has evolved through “layer upon layer of amendments
[being] imposed on the existing regulatory model” and
concedes that some of the current regulatory controls on
the taxi and hire car sector can be reasonably regarded
as “burdensome, complex, redundant or duplicative”.?®
Similarly, the Department of Treasury and Finance notes
that the current regulatory framework results in “an
inefficient regulatory approach with over-regulation in
some areas and under-regulation in others”.*

A number of submissions and responses to the inquiry
claim that the complexity of the regulatory regime makes
it difficult for industry participants to ensure they are

fully compliant with all their legal obligations, as well as
imposing unnecessary cost burdens on taxi and hire

car operators and networks. Others observe that the
prescriptive nature of the regime stifles innovation.

The VTD has also told the inquiry that the current
regulatory framework imposes significant and unnecessary
administrative burdens on the regulator and that many
relatively minor tasks currently ascribed to the VTD could
be better and more appropriately managed by industry.

29 DOQT, Op. Cit., pp.4-5
30 Department of Treasury and Finance (DTF),
Submission to the Taxi Industry Inquiry, SS179, p.3
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The DOT and others point to several instances where
regulations overlap with each other and with other
pieces of legislation, either covering the same ground or
introducing potentially conflicting requirements.

Examples of these overlaps are listed in the table below.

Table 7.2 Regulatory overlaps

Legislation title Content and function

Division 4 of Part
VI of the Transport

Some wheelchair accessible
taxi (WAT) operators wishing to

(Compliance and operate bus-type services may
Miscellaneous) Act need to be accredited or registered
1983 overlapping under the Bus Safety Act 2009,
with the Bus Safety notwithstanding that they may

Act 2009 already be accredited under

the Transport (Compliance and
Miscellaneous) Act 1983 to operate
the same WAT taxi-cabs

Divisions 4 and Some taxi licence holders who

6 of Part VI of are accredited as an operator and
the Transport driver, and who also run an NSP, are
(Compliance required to be accredited four times
and Miscellaneous) under Divisions 4 and 6 of the Act.

Act 1983 overlapping

The tier 1, 2 and 3 offence provisions
with each other

of Division 4 are slightly less
onerous that the category 1, 2 and
3 offence provisions of Division 6.

In effect, this means that if a person
is charged with or convicted of a
category 1 offence, they may face a
mandatory cancellation of their driver
accreditation, but not a mandatory
cancellation of their industry
accreditation or their licence. This
creates a curious scenario when a
licence holder may keep their licence
and/or their industry accreditation,
but not be able to drive their taxi

(or something similar). In a recent
example in regional Victoria, a
licence holder had his driver,
operator and NSP accreditation
suspended, after being found guilty
of a category 1 criminal offence
(fraud and theft), but did not lose his
taxi-cab licence.




A number of respondents note that the complexity and
heavy-handedness of the regulatory regime means that
there is little clarity of purpose or direction across the
relevant legislation. Comments to the inquiry include:

e There are no clearly identified and overarching policy
objectives for taxi and hire car services expressed in
the legislation.

* There is no formal recognition or integration of
these services within broader transport planning.

e Despite the extensive range of matters covered
by the regulations, there is still no effective
performance monitoring regime to track and
reward good performance.

e While the new Transport Integration Act 2010 sets
new directions for the integration and sustainability of
transport in Victoria, these directions are not reflected
in the regulations governing taxi and hire car services.

Aside from issues of market structure, competition and
the like, there is general agreement within the industry
and government that the regulatory regime covering taxi
and hire car services in Victoria is far from ‘best practice’
and in need of a significant overhaul.

Inquiry finding

=>» Regulations governing the taxi and hire car
industry have evolved over time, with multiple
layers of regulation now added on top of
longstanding economic regulations that restrict
entry and competition. This has resulted in a
complex and prescriptive regulatory framework
that has little clarity of purpose, includes
significant areas of overlap and duplication,
and creates unnecessary burdens for both
the industry and the regulator.
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The rationale for regulating taxis and hire cars

A well-designed regulatory regime can deliver significant consumer and community benefits without intruding
unnecessarily into the market or placing unreasonable restrictions on competition.

The role for government

Governments may intervene in markets for a number of reasons. Regardless of the specific reasons, intervention
should not restrict competition unless it is necessary to achieve a public benefit that cannot be achieved as
effectively by other means. The Victorian Government committed to this principle in 1995 as part of its obligations
under the National Competition Policy agreements and it remains an important policy objective.

The rationale behind this principle is that competition is considered to have a number of desirable features.
In particular:

e Competition provides the spur for businesses to improve their performance, develop new products and
respond to changing circumstances

e Competition offers the promise of lower prices and improved choice for consumers

e Competition leads to greater efficiency, higher economic growth and increased employment opportunities
for the economy as a whole.®'

For these reasons, governments generally do not intervene in competitive markets. However, there may be a role for
governments where markets fail to deliver outcomes that are in the interests of the community. There are generally
two sources of market dysfunction and both are relevant to the provision of taxi and hire car services. First, there is
what economists call ‘market failure’. Secondly, governments may intervene to pursue particular social objectives
that even a functioning competitive market will not provide, or not provide in an adequate way.

Addressing market failure

There is general consensus among economic experts that market failure provides the basis for the economic regulation
of markets. In the case of small commercial passenger vehicles such as taxis and hire cars, market failure may exist
in key areas — suggesting that some regulation may be able to improve the functioning of the market.

Market failure is said to occur where the outcomes of an unfettered or free market are not efficient. By ‘inefficient’,
economists mean that there is another conceivable outcome where a market participant may be made better off
without making someone else worse off. Market failures can occur for a number of reasons. The most common
reasons are:

e Where competition is not feasible or is not functioning well
e Where there are externalities — where actions impose costs or benefits on third parties

e Where there are strong information asymmetries between buyers and sellers,
often leading to high transaction costs, especially for buyers.

In other words, economic analysis does not suggest there should be no regulation of the taxi and hire car markets:
rather, the issue is to identify what problems exist and whether they are a result of market failure. However,

this alone is not sufficient to imply that regulation should occur. Policy makers need to decide what options are
available to address these market failures and then assess the costs and benefits of the various options.

Regulation is only one tool available to governments to address market failure issues. Other options include
removing impediments to competition, rewarding good behaviour, education, information disclosure or using
market based mechanisms. Different types of regulation should also be considered, such as self-regulation and
co-regulation. In some instances, the costs of government intervention may outweigh the benefits, in which case
governments may opt to ‘do nothing’.

31 National Competition Policy Review Committee (August 1993), National Competition Policy Review, ‘The Hilmer Report’, Canberra, p.1
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In the case of taxis, alternatives to regulation might include educating drivers and passengers about changing
their behaviour at ranks and moving away from the convention that passengers can only choose the first taxi at
a rank. Making fares more transparent without price regulation is another example of providing information.

A clear understanding of the particular problem and its causes can provide guidance on whether there is a role
for government. Sometimes, government itself may be the cause of the problem. In these instances, the question
becomes: can government remove the impediment? In considering this question, some threshold questions need
to be considered, such as:

e \Whether the risks that government intervention is intended to address are significant compared with other risks

e The extent to which government intervention reduces the initial problem (that is, the effectiveness of the
proposed government response).

Another very important reason for government not becoming involved may be that there will be a net cost to that
intervention. For example, if remedies that require government expenditure are being considered, then it is important
to understand that this money is not ‘costless’ to raise and that taxes, especially state taxes, impose a fairly significant
cost on the efficiency of the economy as whole.

In addition, there is the opportunity cost (the cost of other options not pursued) of spending government money
on one project rather than another.

It will only make sense to impose regulation, or some other intervention, in the market where there is a net benefit
from doing so. To the extent that the regulation addresses the market failures, there is a benefit. However, regulation
is not costless. It has direct costs, such as the cost of the regulator and the costs to the regulated entities to ensure
they comply. There are often other costs as well, such as the costs of the regulator getting it wrong (regulatory
failure): for example, setting a price that is either too high (discouraging consumers) or too low (where suppliers
struggle to remain viable). Therefore, in circumstances where the benefits are relatively small and the potential costs
are relatively high, there may not be a compelling case for regulation or intervention.

Analysis of market failures in taxi and related markets

The literature on the economics of taxi markets is substantial. This literature recognises the unique features of taxi and
hire car markets, which lead to unusual results. Three main themes are developed in the literature:

¢ In situations where taxis are acquired from a rank or hailed on the street, there are some good reasons to expect
that competition will fail to work effectively.

¢ |n situations where taxis — or other vehicles such as hire cars — are pre-booked, competition might work better
but residual concerns may remain about the safety of the services offered.

e Restrictions on entry to the market are linked to increasing vehicle safety and quality, but there is little or no
evidence to suggest that markets with entry restrictions have better or safer services than markets without entry
restrictions. Therefore, these types of regulations are not well targeted.

Why competition may not produce good outcomes

Taxi services can be acquired by consumers in three different ways: hailing in the street, waiting at a rank or by
pre-booking on the phone (or using a smartphone application).

A market failure that appears to be common to all three market segments is information asymmetry, in that consumers
are not well placed to assess the quality and safety of vehicles and drivers before acquiring the service. This could lead
to less than efficient levels of service quality and safety being maintained in the market. However, to the extent that
repeat business is important to the business model of a taxi service provider (for example, this seems to be the case for
hire cars and some taxi drivers/operators who work as part of a ‘secondary network’ in the pre-booked market), levels
of service and safety are knowable. In the more general (rank and hail) market, other restrictions — such as standard
livery — mean that customers have no way of knowing about these matters. This suggests that some form of regulation
on minimum safety and quality standards may be warranted. The degree and nature of this regulation should work to
ensure that there continues to be a net benefit from such an intervention. In other words, regulating for ‘gold standard’
quality and onerous safety conditions may erode any benefits delivered from solving the problem in the first place.
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Beyond this, the prospects and types of market failure are quite different in each market segment:

¢ In the sub-market for taxis that are hailed, the source of the market failure is the presence of search and
transaction costs. For example, the uncertainty of finding a vacant taxi or, if one is found, the costs of
rejecting it and looking for another. This may well lead to higher than competitive prices for taxi services.

¢ In the sub-market for rank taxis, market failures appear to arise due to the simple queue matching system
that commonly occurs at ranks and the convention that the taxi at the head of the queue is chosen. This
limits competition between taxi services and, again, is likely to result in higher than competitive taxi fares.

¢ In the sub-market for pre-booked taxis, there are virtually no market failure arguments for regulation that could
be addressed, with the possible exception of informational problems (such as customer awareness of fares).

In addition, in markets that have been de-regulated new entry is often significant, particularly if unemployment is
high, creating considerable increases in supply and possibly excess supply. Adjustments down in supply are often
slow. While some of the increase in supply may be related to reforms allowing easier entry, the attraction may be
that the market (or regulatory) failure on prices leads to more suppliers being attracted to the market than would
normally be the case. One further observation is that exit from these oversupplied markets tends to be slow.

Pursuing social objectives

Social objectives, such as improving access to transport for people with a disability or people living in regional areas
with limited public transport options, may also provide a basis for market intervention. In these circumstances,
government intervention may be required to ensure that services that would not normally be provided

(or provided only at high cost), but which the government and community deems necessary, are available.®

Application to markets for taxis and hire cars in Victoria

Applying the regulatory outcomes of addressing market failure and pursuing social objectives to Victoria’'s
taxi and hire car markets suggests that:

e Regulating or restricting entry is unlikely to be justified

e There are some possible distinctions that can be made between the pre-booked, hail and rank market
segments, which may require different regulatory approaches for each market

e There is likely to be a need for quality and safety regulation in the metropolitan Melbourne and outer suburban
markets, as in most instances customers have no way of knowing about these aspects of the service in advance

e Hire cars and country taxi services are likely to require little regulation as long as there is sufficient competition
and minimum vehicle and safety standards

e Maximising opportunities in pre-booked services (Where negligible market failures have been identified) is
likely to increase the scope for better market performance and market growth

e Giving taxis and hire cars a much bigger role as providers of point-to-point transport is likely to tap unmet
demand as well as meet broader public transport objectives.

These issues are explored in greater detail in Part D of this report.

32 Chapter 15 contains a detailed analysis of taxi and hire car issues associated with improving taxi accessibility

116



Chapter 8.

8. Applying the
regulations

Key messages

e The role of the Victorian Taxi Directorate (VTD)
lacks clarity and the VTD lacks the appropriate
degree of independence.

e While the VTD has improved many aspects
of its operations in recent years, it remains
constrained by inadequate governance
arrangements and the difficulties associated
with implementing a highly prescriptive
regulatory scheme.

e The legislative framework within which
the VTD operates does not provide for
adequate transparency and accountability.
This does not engender industry and public
confidence in the regulator’s decisions and
operations. In particular, administrative
practices and decision-making in the
key functions of licensing, accreditation,
compliance monitoring and enforcement
lack transparency.

e Overly complex and prescriptive legislation
has required the VTD to spend considerable
time and resources on processes, outputs
and activities that have had only limited
impact on improving the performance of
the industry. In some areas where the VTD
has more operational discretion, it has not
adopted good regulatory practice, although
this has recently improved.

e The VID does not take a sufficiently risk-
based approach in determining compliance
priorities for its limited resources. While
it has recently increased the targeting of
compliance activities, these are still not
based on systematic assessments of risks
to regulatory objectives.

e Alack of access to comprehensive industry
information upon which to base its risk
assessments and decisions has prevented
the VTD from developing a more strategic
approach. This lack of access to information
seems to have resulted from a combination
of ineffective regulation, the unwillingness
of the industry to provide the data required
and the unwillingness of the regulator to take
the necessary action to deal with industry
resistance.

e Some of the requirements the VTD has
placed on the industry have not always taken
sufficient account of the likely compliance
burden and/or the implications for competition
and consumers.

e The VID lacks a comprehensive performance
measurement framework across its major
functions that would enable it to assess its
performance over time and make adjustments
to improve its efficiency and effectiveness.

e The VID’s effectiveness continues to be
hampered by not having access to the range
of data it needs to build a full understanding of
the industry.

The effectiveness of any regulatory
regime depends on the outcomes of the
interaction of its various components:

e The content of the scheme (the provisions of the
relevant Acts, regul