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The Cashless Cab Story: Uber

    On April 2nd, 2015, Amman, Jordan became Uber’s 300th city. Five years ago, you could only use Uber in one city: San Francisco.

    It has been a fast-paced ride from San Francisco to global expansion. Uber, which defines its business as “connecting riders to drivers through our apps,” has suffered some bumps and bruises along the way.

    However, despite the legal issues, PR nightmares, driver strikes, and fierce competition, many experts say Uber is poised to take over the world—meaning pretty soon, it will be harder to find a city that doesn’t have Uber than one who does. 

***

Company Background
    In 2008, Garret Camp and Travis Kalanick were sharing drinks, listening to music, and discussing start-up ideas. Camp proposed “cracking the horrible taxi problem in San Francisco” that city residents are all-too-familiar with being unable to find a car. 

    Both men had lots of capital. Camp had just sold StumbleUpon for $75 million the year before, and Akamai Technologies had paid Kalanick $20 million for his start-up Red Swoosh.

    But Kalanick wasn’t enthusiastic about the idea, saying, “I don’t want to run a limo company.” Meanwhile, Camp bought the domain Ubercab.com. 
    Finally, Camp got Kalanick to change his mind, and the pair launched UberCab in San Francisco on May 31st, 2010. They had a couple cars, a couple employees, and $200,000 in funding.

    The idea was simple. First, you downloaded the UberCab app on your phone and connected it to your credit card. Then, anytime you needed a ride, the app tapped into UberCab’s network of drivers. Once a near-by driver accepted the job, you’d see his or her progress via GPS. 

    UberCab’s cars were nice black sedans. “Our goals for all UberCab users, called clients, is for you to feel like a baller every time you use UberCab,” wrote Uber’s first employee Ryan Graves.
    In addition, “clients” were saved the hassle of figuring out the correct amount of fare plus tip. The app calculated 
the cost based on time and mileage—usually, a ride was 1.5 to two times as expensive as a normal taxi. Once a client hopped out of the car, his or her credit card was automatically charged. 

    It had many of the right factors for success. But no one (including Kalanick and Camp) expected UberCab to explode the way it did. 

    On June 7th, Graves (then-CEO, now its Head of Global Operations) posted on the Uber blog, “We are now 2 and a half weeks into our open beta in San Francisco… As we grow from only a few cars to full (24/7) availability, you may find that there are periods of time that there is not a car available for you.”

    Uber got lots of positive press. An Examiner reporter wrote, “The charges are 1.5x taxi rates but typically you’ll be in a much more comfortable car and finding a taxi is made easier.” 

    TechCrunch writer Michael Arrington gushed, “If you live in San Francisco and you haven’t tried UberCab yet, do it. The service, which we first covered in July, eliminates everything bad about a taxi experience.”

    Camp and Kalanick had picked the perfect location. As Camp had pointed out, the city’s lack of cabs made finding a ride very difficult. 

    In an early review of Uber, one San Francisco native explained, “Car-less, I’ve spent my fair share of drizzly San Francisco days waiting in vain for a cab to know of a good transportation solution when I see one.”

    San Francisco is also a city of early adopters.

    “Uber knew that launching in San Francisco meant that they would be interacting regularly with the tech community who are continually looking for new tools and services that improve their quality of life,” explains marketing executive Morgan Brown. “Uber took aim at those people by sponsoring tech events, providing free rides, and in general driving awareness among this audience.”

    Though word-of-mouth marketing, Uber became very popular, very quickly. Kalanick has said that for every seven Uber rides, word-of-mouth generates one new customer. 

    On October 15th, a little more than a half year after launching, UberCab closed its first round of funding. The company raised $1.25 million, with investors including First Round Capital, LowerCase Capital, and more than 12 angel investors. 

    Five days later the San Francisco Metro Transit Authority and the Public Utilities Commission of California ordered UberCab to cease and desist. Here was the reasoning:
    “Ubercab operates much like a cab company but does not have a taxi license. Its cars don’t have insurance equivalent to taxis’ insurance. Ubercab may threaten taxi dispatchers’ way of earning a living. Limos in U.S. cities usually have to prebook an hour in advance, by law, while only licensed taxis can pick someone up right away but Ubercab picks people up right away (again without a taxi license).”

    UberCab faced up to $5,000 in fees every single time it operated (in other words, sent a driver to give a customer a ride), and “potentially 90 days in jail per each day the company [remained] in operation past the orders.”
    The company responded with: “While we are looking into the issues raised, we believe that the service we offer is in compliance with the cited regulations.”

    UberCab remained in business—but it changed its name to just “Uber.”

    And it defended itself by saying, “In order for a driver to successfully use the UberDriver app, we require proof of a valid TCP license and proper insurance as a uniform service provider. In addition, the Uber community rates their driver after every trip. If the user generated rating for a driver drops below our standard we remove the driver from the system.”

    Uber’s next target was New York City. Graves tweeted he was studying maps of Brooklyn. Meanwhile, Uber did a one-day promotion in France to demonstrate how effortlessly it could expand to new cities.

    Like San Francisco, the city of New York was less than excited. 

    “Is the taxi industry going to welcome a San Francisco company in with open arms because they want to disrupt the business model? Not by any means,” New York Taxi and Limousine Deputy Commissioner Ashwini Chhabra told Business Insider. “I’m sure everyone they met with was suspicious in the beginning.”

***

The Taxi Industry
    To understand why Uber has enjoyed such unprecedented success—and why it’s such a threat to the traditional model—it’s first necessary to understand how the taxi industry functions. 

    Becoming a taxi driver is not easy. Take the process in San Francisco. First, you must prove you’re a U.S. citizen in good health, with good personal hygiene, a valid California driver’s license that’s at least one year old, a clean criminal record, the ability to drive for four-plus hours a day, and a proficiency in English. Next, you need to complete “taxi school”: a weeklong course that costs around $150.

    Then, you’re required to give the San Francisco Municipal Transport Agency copies of your fingerprints and background check, a 10-year record of your driving history, an employment offer from a taxi company, and an application fee.

    The process isn’t over. Following that, you must take a SFMTA class and pass the subsequent test. You’ll be given a temporary permit—after eight weeks; you can apply and pay for a permanent badge.

    Here are Uber’s requirements:
· You’re at least 21 years old

· Have a 4-door vehicle, 2005 or newer

· Have a driver’s license and insurance

· A great personality and some entrepreneurial spirit!

    Uber drivers also need a clean driving history and personal auto insurance. But unlike taxi drivers, they don’t have to pay for classes, background checks, permits, and so forth.

    Most importantly, Uber drivers don’t have to pay for taxi medallions. Having a medallion gives one the right to operate a yellow cab. Cities operate the supply and sale of medallions; they’re often exorbitantly expensive, which helps control the area from being over-saturated with drivers. 

    Last year, when the city of New York auctioned medallions for the first time in six years, one sold for a record-setting $965,000.  

    Transport reporter Jacob Saulwick said, “Imagine needing a $400,000 license for the right to serve someone a cup of coffee.”

    Inevitably, the cost of these medallions is passed on to the consumer in the form of higher fares. And because they’re so hard to obtain—due to both price and limited supply—it’s difficult to just decide to start driving a taxi.

    If you decide one day to work as an Uber driver, on the other hand, making that happen is a fairly easy process.

    It’s therefore unsurprising that about one-third of San Francisco’s 8,500 drivers went from driving a licensed taxi to working for a private company like Uber, Lyft, or Sidecar—in 2013 alone. 

***

Disruption Impact

    Medallion prices around the world have not stayed stable. According to data from the New York City Taxi and Limousine Commission, “the rise of Uber is destroying the traditional taxi business… the transaction value of those medallions has dropped off a cliff, even though the economy in New York has gone through the roof.” 

   “No licenses, no permits, no special fit-outs,” Saulwick said. “All you need is an iPhone and a car. The hundreds of words I distilled from tens of thousands of fancier legal words of regulation become largely irrelevant. Those super expensive licenses people and businesses purchased as an awesome investment – pretty much worthless. The Taxi Services Commission and their balancing act of keeping enough drivers on the road to meet demand versus not flooding the city with taxis and reducing income per car? Totally neutered. Just get in a car, download an app and give 20% of your earnings to Uber. This is a textbook example of disruptive technology.”

    Start-up advisor Elad Gil explains there is some key phases in the disruption process.
    First, overconfidence: the industry incumbents “view the new entrants as specialized toys that could never threaten their decades-old franchise.” They may try to block the disrupters with bureaucracy, like making Uber drop the “Cab” from its name.

    Second, sudden collapse: “a sharp collapse in its business is often the singular signal that the industry has hit a tipping point and an irreversible downward spiral kicks in…” 

    This phenomenon has clearly taken place in San Francisco. According to the San Francisco Transit Authority Manager, in 2012 the average monthly number of trips per taxi was 1,424. By 2014, that number had dropped to 504.

    Third, desperate measures: “incumbents try to take action but often don’t do enough quickly enough.”

    San Francisco had capped its number of taxi medallions at 1,500 for four years (no wonder no one could ever get a cab.) In 2014, the SMFTA increased that to 1,900—but Gil said this should have been done years ago, and now it’s “too little, too late.”

    The last stage is ongoing decline: “Incumbents may survive for many years post collapse, but are no longer really relevant… Instead they suffer from ongoing layoffs and downsizing of their companies with a subset going bankrupt early.” 

    Taxi drivers themselves will do fine; they’ll simply shift to Uber. However, it’s only a matter of time for their former employers.

***

Brand Image

    But all has not been rosy for Uber. The company has suffered one public relations disaster after the next. 

    “Uber has managed to become one of the most loved and hated startups of the smartphone age,” writes Bloomberg Business reporter Brad Stone. 

    First, there’s the company’s controversial “surge pricing.” During times of high demand, Uber wants to incentivize drivers to get out on the road, so it raises rates.

    This strategy works—for the drivers, at least.

    “Surge pricing may be giving drivers sufficient financial incentive to stay on the road,” Stone explains. “Almost [every driver] admitted they were more motivated to drive at peak times.”

    Uber said its average price surge (which it calls “dynamic pricing”) is 185% of the average rate. So if a ride cost $30 under normal circumstances, it would cost $55.50 during surge times. 

    But some customers have gotten burned. In December 2013, Jessica Seinfeld (wife to the comedian) posted an Instagram picture of her $415 Uber bill “during a snowstorm (to drop one child at Bar Mitzvah and one child at a sleepover.)” She hash tagged #neveragain and #neverforget. 

    One year later, during the hostage crisis in Sydney, Australia Uber turned on its surge pricing again. The city had gone into lockdown and thousands in panic had attempted to get home quickly. While in other cases, the company has responded to criticism of the policy by saying prices go up automatically with demand, in this case Uber actually took credit for the sky-high bills.

    “We are all concerned with events in CBD. Fares have increased to encourage more drivers to come online & pick up passengers in the area,” Uber Sydney tweeted.

    After widespread outrage, the company announced it would be giving refunds to those who were charged exorbitant rates for leaving the hostage area. 

    Kalanick’s unrepentant attitude hasn’t helped the company image.

    “We make sure people see [surge pricing] and understand it before they accept,” he told the Wall Street Journal. “If they accepted it and then they’re upset that they accepted it, I think that’s just people getting used to dynamic pricing in transportation.”

    Uber has also clashed with journalists. Emil Michael, the company’s senior vice president of business, made a comment he believed to be off-the-record about the “unfair portrayal” he and the company have received in the press.

    Michael proposed spending “a million dollars” to hire an eight-person team of researchers and journalists who would look into the “personal lives” and “families” of the media to, in essence, turn the tables on them. 

    Later, Michael apologized for his remarks. 

    In December 2014, Uber announced it was investigating one of its top New York City executives. The man had been using “God View”—a feature employees say is easy to use to track customers—to follow a BuzzFeed News reporter. 

    As if the company didn’t have enough conflicts, it’s also taken on fellow rideshare apps like Lyft and Gett. Trying to outdo your competitor is expected, even encouraged in business. But Uber fights dirty.

    Employees in its New York offices (many of them high-ranking ones to boot) began a strategy of calling black car service Gett for rides and canceling them seconds later.

    “It seems the purpose of the shady move was twofold,” reported The Verge. First, ordering and canceling dozens of rides wastes drivers’ time and it makes it harder for legitimate customers to get a car. Secondly, the reports say that an Uber employee then reached out to the drivers and offered them incentives—like cash—to defect.”

    Uber responded by saying its local teams “can be pretty determined when spreading the word about Uber.” The company continued, “The sales tactics were too aggressive and we apologize for our outreach approach to these drivers. But to be clear there was no time spent by the providers, as the requests were canceled immediately and Uber did pay cancellation fees for these requests.”

    Lyft revealed last August that Uber employees had ordered and canceled more than 5,000 rides from the rival service—in just 11 months. 

    What’s worse, it’s not as though one or even five employees were responsible for the spate of sabotages. Those 5,000 ride requests came from 177 different Uber workers across the nation. 

    More recently in China where Uber is active in 11 cities, they have chosen to lay down the law. The ride-hailing service has threatened to fire drivers who participate in taxi protests as a means to “maintain social order.”
    Uber also has a reputation for using dirty tactics to convert its competitors’ drivers into Uber drivers. Those who work for another rideshare company can get $50 in gas money just for expressing interest in Uber. If Lyft and Sidecar drivers do decide to sign up as Uber contractors, they get $500 to $1,000 “bonuses.”
    But most damaging to Uber’s reputation is probably not how the business gets drivers, it’s what those drivers do on the job. Literally.

    Salon did a recap of Uber scandals in 2014 (the year investor Peter Thiel called Uber the “most ethically-challenged company in Silicon Valley.”)

    Of the 33 scandals, a little more than one-third concerned deplorable driver behavior: attempted sexual assault, kidnapping, sexual harassment, battery, and discrimination. One woman was taken aback; to say the least, when halfway through her Uber ride her driver was arrested.
    Who’s Driving You has created a list of rideshare incidents. They’re organized into “Deaths,” “Assaults,” “Sexual Assaults,” “Kidnappings, and “Strikes and Protests.” 

    (It should be noted that Who’s Driving You is an initiative of The Taxicab, Limousine and Paratransit Association in partnership with “concerned members of the transportation industry,” which shows how threatened the taxi industry feels by Uber and its adversaries.)

    Julie Ask, vice president at Forrester Research, believes Uber isn’t at all worried about its poor public image.

    “I think all of this press is doing wonders for Uber,” she told NBC News. “I think they are sitting there in San Francisco thinking, ‘This rocks.’”

    Ask says new markets rely heavily on name recognition. In this situation, any press really is good press. 

    GQ senior editor Mickey Rapkin summed Uber’s power up perfectly: “The clearest sign of Uber's ascendance is that its name is no longer just a noun. It's become a verb, too, as in: How did you get home from that party? I Uber’d.”

    He adds, “There are competitors in the field—such as Lyft and Sidecar—but when was the last time someone said they ‘Sidecar’d home’ at midnight?”

***

Toeing the line

    Arguably the biggest challenge facing Uber is legal. The start-up has been banned from operating in cities, states, and nations around the world, including Miami, New Delhi, Nevada, Spain, Thailand. The latest city to shut its streets, so to speak, is Geneva. “Drivers who continue to accept passengers could face fines of as much as 20,000 Swiss francs ($20,633),” writes Wall Street Journal reporter Andrew Morse.
    The main debate centers on Uber’s function. Is Uber transportation or a technology company?
    Uber argues its role is to connect drivers to riders; in other words, it’s the middleman between two independent agents. It calls itself a technology company. Following that logic, Uber drivers are not taxi-drivers, and they don’t need licenses.

    However, some local and national governments believe Uber is providing “taxi services,” and therefore find Uber’s operation against the law. 

    Peter Dimandis, a Forbes writer, said that in a battle between Uber and the law—he favors Uber.

    “Laws typically favor the incumbent solutions that manifested them in the first place. But when an industry turns to protectionist regulations to keep a more cost-effective solution out of the market, you know it’s in a death spiral,” he commented. 

***

An Uber Future

    In December 2014, Graves announced Uber would be raising $1.2 billion in its latest funding round.

    Two-and-a-half months later, the company said it actually expected to raise $2.8 billion, thanks to high share demand and “the confidence investors have in Uber’s growth.”

    Uber’s latest valuation is a cool $US41 billion. That means it’s a little less than one-fifth as valuable as Facebook.

    “2014 has been a year of tremendous growth for Uber,” Graves said. “It was just a year ago that Uber was operating in 60 cities and 21 countries—today we are in over 250 cities in 50 countries. We are 6 times bigger today than 12 months ago—and grew faster this year than last. This progress is remarkable, but it is in the coming years that Uber truly scales and the impact in cities becomes visible.”

    Kevin Roose, a tech writer for New York Magazine, prophesized all the way back in 2013 that, “Uber very well could be enormous someday, maybe bigger than Facebook.”

    Roose says Uber’s short-term objective is “to kill the taxi business” and become the dominant form of urban travel. 

    But he believes the long-term objective is much, much grander: to “outgrow its car-service roots” and morph into a multi-purpose delivery business, “capable of providing all kinds of transportation and logistical services to people in the cities it serves.”

    Right now, clients request cars from their phones; in the future, they’ll be ordering “food, clothes, [and] Christmas trees.”

    At that point, Roose calls Uber an “all-service utility, just a way you get things and go places.”

***
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