
EC201: Principles of Macroeconomics, Fall 2021

Business Case: Why the Taxi Medallion Lenders Are Feeling Like Roadkill

Application: Quantity Controls
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Suggested answers:

1. Lenders benefit from the restriction on the number of taxi medallions because as the price of taxi medal-lions goes up,
purchasers have to borrow more. Hence the demand for loans increases. In addition, loans are secured by the medallions
that were purchased using the lent funds. If the borrower is unable to pay, she has to surrender the medallion to the
loan company. Hence those loans are worth more as the prices of medallions climb. So since fewer medallions lead to
higher medallion prices, the lenders clearly benefit from the restriction on the number of medallions.

2. To devise your graph, take Figure 4-8 as it is, then add to it a vertical line at 9 million rides, and arrows showing a
horizontal shift from the vertical line at 8 million to the line at 9 million. Label the upper point on the 9 million line
graph as C (at $5.50 fare) and the lower point as D (at $4.50 fare). Draw in the dotted lines from the vertical axis to
points C and D. Label the shift “Uber Effect” with a balloon.
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The entry of Uber into the taxicab market will increase the number of rides offered. As shown here, the entry of Uber
shifts the vertical line indicating the quota right-ward. As a result, the quota rent going to the owner of a medallion
falls. Here we have shifted the quota line from 8 million rides pre-Uber to 9 million rides post-Uber, and the quota
rent falls from 6 − 4 = $2 to 5.50 − 4.50 = $1. The $1 represents the quota rent that medallion holders still receive
because some people still prefer to hail taxicabs rather than use Uber cars, and the number of taxicabs is still restricted.
However, if the rules are changed and Uber cars are also allowed to pick up fares hailed from the street, the market
will move to equilibrium E because the quantity control will have been completely eliminated. As a result, the quota
rent will disappear.

3. It is predictable that the fight between Uber and the taxicab industry turned political because restrictions on how many
cars can sell rides in New York City are creations of the city government. The taxi industry would like to maintain the
quota so it can maintain the quota rents, while Uber would like to circumvent the quota so it can operate.
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