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[START OF WORKSHOP]

WELCOME REMARKS AND ANNOUNCEMENTS
° William F. Adkinson, Jr., Attorney Advisor, Office of Policy Planning, Federal Trade
Commission

WILLIAM ADKINSON: Good morning. Thanks very much for coming to our workshop.

We’d appreciate it if people could find a seat now so we can get started on time.

Great. Thanks very much. On behalf of my colleagues at the Federal Trade Commission,
I’'m delighted to welcome you to the workshop, The “Sharing Economy”: Issues Facing
Platforms, Participants, and Regulators. My name is Bill Adkinson, and I’'m an attorney adviser

at the FTC’s Office of Policy Planning.

As previously announced, this workshop will examine competition, consumer
protection, and economic issues arising in the sharing economy. We are excited about a high
level of interest in this workshop. We believe we have a terrific roster of speakers. And it looks

like we have a great audience, as well. Thanks for coming to this workshop in person today.

We're also glad to be able to provide a live webcast. Greetings to everyone who is
watching on the webcast. And thank you to our tech team. We will make the webcast and all
the workshop materials available online to create a lasting record for everyone interested in

these important issues.

There are many people who have made this workshop possible. But I'd like to offer a
special thank-you to our speakers, who you all came to see today. | would also like to remind
everyone that the public record for this proceeding will remain open through August 2015. It’s
August 4, 2015. We already have over 1,800 comments. And we encourage interested parties

to continue to submit public comments, especially in response to the workshop discussion.

Before we get started today with our substantive program, | need to review a few
administrative details. Please silence any mobile phones and other electronic devices. If you
must use them during the workshop, please be respectful of the speakers and your fellow
audience members. Please be aware that, if you leave the Constitution Center building during

the workshop, you will have to go back through security screening again. Please bear this in



mind and plan ahead, especially if you’re participating on a panel, so we can do our best to

remain on schedule.

Most of you received a lanyard with a plastic FTC event-security badge. We reuse these

for multiple events. So when you leave for the day, please return your badge to event staff.

If an emergency occurs that requires you to leave the conference center but remain in
the building, please follow the instructions provided over the building PA system. If an
emergency occurs that requires the evacuation of the building, an alarm will sound. Everyone
should leave the building in an orderly manner through the 7th Street exit. After leaving the
building, turn left and proceed down 7th Street, across E Street, to the FTC emergency

assembly area. Remain in the assembly area until instructed to return to the building.

If you notice any suspicious activity, please alert building security. Please be advised that
this event may be photographed, webcast, or recorded. By participating in this event, you are
agreeing that your image, or anything that you say or submit, may be posted indefinitely at the

ftc.gov website or on one of the commission’s publicly available social-media sites.

The restrooms are just down the hall, outside the auditorium. Lunch is on your own
today. The Plaza East cafeteria is located inside the building, so you can use it without going
through security again. It is open from now until 11:00 and from 11:30 to 2:30. Unfortunately,
we have limited ability to provide refreshments, but we do have coffee available just outside

the room.

| also have a couple of items regarding our use of webcasting and social media and our
guestion-and-answer process. We’ve done our best to get speaker materials loaded ahead of
time so that they will be available to webcast viewers. If materials are not accessible during the

webcast, we will post them as soon as possible following the workshop.

For those of you on Twitter, FTC staff will be live-tweeting today’s workshop at
#sharingeconomy. We have comment cards available here in the conference room. And
audience members will be able to submit questions or comments for each panel. During each

session, workshop staff will collect cards and bring them up to the moderators.



We will also monitor Twitter and our workshop email account for additional questions
that may be submitted. Time permitting, moderators will select some questions for the
panelists. It’s very unlikely we’ll get all the questions during the workshop, but we certainly will
review them after the workshop, as we continue our research in this area. So we encourage you
to submit questions and comments. If anyone has questions throughout the day, please feel
free to ask any of the conference staff, including our great paralegal helpers at the registration

desk.

And now that the preliminaries are complete, to open today’s workshop I’'m delighted
to introduce Marina Lao, who is the director of the Office of Policy Planning at the FTC, serving
since February 2015. She’s on leave from her position as professor of law at Seton Hall

University School of Law. Her scholarship focuses on various aspects of antitrust enforcement.

She has previously served as a member of the advisory board of the American Antitrust
Institute and as chair of the Section of Antitrust and Economic Regulation of the Association of
American Law Schools. Director Lao has taken an active interest in issues surrounding the
sharing economy, even before joining the FTC, and she played a leading role in organizing this

workshop. Please join me in welcoming Director Marina Lao.

[APPLAUSE]



OPENING REMARKS: SHARING SOME THOUGHTS ON THE “SHARING” ECONOMY
. Maureen Ohlhausen, Commissioner, Federal Trade Commission

MARINA LAO: Thank you, Bill. Good morning, everyone. Team leaders of projects such
as this are usually the ones thanking everyone at the end. And they often do not get publicly
thanked themselves. So before | turn to my introduction to Commissioner Ohlhausen, I'd just
like to briefly thank Bill Adkinson and Julie Goshorn, who are the two co-leads of this workshop,
for their leadership and their tireless work on this project. And of course to the entire team, as

well. But they’ll be thanked later on.

And now it is my very great pleasure to introduce and welcome Commissioner Maureen
Ohlhausen of the Federal Trade Commission, who will offer some opening remarks to kick off
today’s workshop. Commissioner Ohlhausen was sworn in as a commissioner in 2012 to a term
that expires in September 2018. For a few years prior to her appointment, Commissioner
Ohlhausen was a partner at Wilkinson, Barker, & Knauer. Before that, she had been with the

agency for many years, since 1997.

Her most recent service at the agency, before her employment as commissioner, was as
the director of the FTC's Office of Policy Planning, or OPP, as it’s generally called. While she
headed OPP, commissioner Ohlhausen led the FTC’s Internet Access task force, as well as its
work on barriers to e-commerce. Because of her past tenure as OPP’s director, Commissioner
Ohlhausen has unparalleled understanding of the work of OPP—my office—and has given our
office her unstinting support, for which we are most grateful. And as the current director of

OPP | cannot thank Commissioner enough for all of your support.

Before coming to the FTC, Commissioner Ohlhausen clerked on the U.S. Court of
Appeals for the D.C. Circuit, where she also served as a staff attorney for a few years.
Commissioner Ohlhausen was on the adjunct faculty at George Mason University School of Law,
where she taught privacy law and unfair trade practices. She also served as a senior editor of
the Antitrust Law Journal and has published a variety of articles on competition laws, privacy,
and technology matters. We are delighted to have her open the workshop today. Please join

me in welcoming Commissioner Ohlhausen.



[APPLAUSE]

MAUREEN OHLHAUSEN: Thank you so much. That was a lovely introduction. Well, I'm
delighted to be here today to help open the FTC's workshop on the Sharing Economy. First, |

want to thank all the participants for coming to Washington to share their views with us.

And | also want to thank the staff for their considerable effort in organizing this
workshop. As Marina noted, in one of my past lives, as the head of the FTC’s Office of Policy
Planning, | put together several workshops. So | know how much work and effort and time went
into this. So | very much appreciate it. Now although they always make me say that my remarks
are offered only on my own behalf and not on behalf of the entire commission, I’'m sure | can
recklessly disregard that admonition when it comes to thanking the staff for all their hard work

that | know went into convening today’s program.

I'd like to start by taking a brief moment to put today’s workshop into a broader
context. When people think about the FTC, to the extent that they think about our little agency
at all, they tend to focus on the things that we do that end up in the newspapers. Our
enforcement docket tends to draw the most attention from the press. And it can make for
exciting headlines when the commission initiates antitrust litigation against a major company or

we move aggressively against some fraudulent actor that ripped off consumers.

Now there’s nothing wrong with that press dynamic. But it may give outsiders a
somewhat inaccurate understanding of our mission. Yes, we do vigorously enforce the laws that
protect consumers and competition in appropriate circumstances. But the FTC is so much more

than a law-enforcement agency.

We are also advocates for consumers in all sorts of ways that never see the inside of a
courtroom. For example, we do competition advocacy and outreach to policymakers across all
levels of government. We undertake important research that others could not accomplish. And
we educate consumers directly. Our actual mandate is to protect consumers and competition.
And there are many ways to accomplish those goals. And | view all of these activities as a

critical part of our mission.



In the past, we’ve looked at the nettlesome public-policy issues in such diverse
industries as real estate, contact lenses, and even wine wholesaling. While it is true that some
of those efforts later led to some investigations and even a few enforcement actions, | want to
assure you that we did not convene today’s workshop as a prelude to some planned, big,
enforcement push in this space. Rather, | see this workshop as an important part of our broader
responsibility to advocate for the interests of consumers, using the full panoply of our tools and

expertise.

Particularly in an area like this, where many of the key issues are playing out at the state
and local level, we need to tailor our approach to the facts on the ground. And I’'m going to
repeat myself, here, because | really cannot stress this enough. Interest in new developments in
the economy by the FTC does not automatically portend a flurry of future enforcement actions.
So for all of the various industry participants in the audience, | want you to understand that
your relationship with the FTC need not be an adversarial one. In fact, you may find us a
valuable ally in situations where your private interests and our broader public-mission interest

intersect.

For example, we regularly provide written guidance and commentary to state legislators
in appropriate circumstances. Upon request from a legislator, we can and frequently do provide
neutral, unbiased analysis of the likely economic impact of pending legislation. Such analysis

can carry a level of credibility that private, self-interested advocacy will never achieve.

That said, just as we strive to make sure we get it right in our enforcement docket, we
apply the same rigorous analysis to our use of other tools. We want to hear from all sides
whenever we evaluate contentious issues. And we want to understand the market dynamics,
possible consumer-protection issues, and economics, whenever we consider weighing in on a

specific public-policy question.

It is against this broader background that today’s workshop was convened. So, turning
now to the topic that brought us all here this morning, | want to say just a few brief words

about the sharing economy.



First, as a lifelong advocate for the beneficial effects of competition, | see the rise of the
sharing economy as yet another example of how free markets have the potential to introduce

transformative change.

When entrepreneurs are free to innovate and compete, sometimes they will succeed,
and sometimes they will fail. But over time, the repeated process of experimentation,
adaptation, and revision creates meaningful improvement in all of our lives. The sharing
economy is causing new business models to be created, and some of those models may

ultimately upend existing businesses.

While the particulars may differ, the core of what is happening here is a very old story.
The economist Joseph Schumpeter was talking about the value of creative destruction way back

in the early 1940s. Change has always been part of free-market capitalism, and it always will be.

Now change is always hard. Even the most beneficial changes can cause short-term
dislocations and damage to those deeply invested in the older order. Yet the potential social

value of disruptive innovation is no less true today than it was in Schumpeter’s time.

For example, there are already some suggestions that the rise of the sharing economy
may have disproportionately positive effects on less affluent consumers over the long term. The
ability to effectively rent, rather than buy, expensive goods, or to partially defray the cost of
ownership through facilitated sharing, may be most valued by consumers that cannot afford to
buy those same items outright. While it is still early days, at this point, these potential effects

illustrate how disruptive innovation can often bring meaningful change to people’s lives.

Now, to be clear, | am neither an advocate nor a detractor of any particular business
model. Whether these new businesses will soon spur a major reordering of certain segments of
the economy or if they fall short of those lofty goals should not be our principal concern here.
At the end of the day, it is not for us in government to pick the winners and losers in the

marketplace.

| would also note that just as government should not directly decide how future
competition should unfold, so too is it inappropriate for existing competitors to exercise control

over the firms they compete with. In all too many situations, we at the FTC encounter these
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“brother may I” scenarios. And this situation occurs when a new competitor effectively has to
request permission from the incumbent firms to enter the market. Whether through effective
control of state regulatory boards or by obtaining protectionist legislation, incumbent firms can

place themselves in a position to determine who they will compete with.

Whether the state picks winners or losers itself or effectively delegates that role to self-
interested actors makes little difference. Either way, consumers pay the price for actions that
favor narrow special interests over the broader public good. The sharing economy, pitting a
number of long-established business models against aggressive new entrants, appears a

particularly fertile ground for such mischief.

But let me be clear where | stand. The evolution of markets should be driven by
consumer demand, rather than artificial regulatory preferences for one business model over
another. Misguided government regulation can be the barrier to innovation that never falls. So
regulators should tread carefully, particularly when considering hypothetical, rather than

demonstrated, consumer harm.

While these abstract goals may be easy to articulate, they immediately raise a number
of complex and challenging public-policy questions. For example, assuming these new business
models may benefit consumers, how can regulators provide a regulatory framework with
enough flexibility to allow them to realize their full potential? Do existing regulatory rubrics
need to be reworked, or even abandoned, due to these developments? How do we also ensure
that these same new business models don’t inadvertently erode beneficial, existing consumer

protections in such diverse areas as privacy, data security, health, and safety?

Can the trust mechanisms built into some of these new business models replace
regulation? If so, where? How do we best avoid creating two distinct regulatory tracks, with
one set of rules for the older, incumbent businesses and a different set of rules for the new
entrants they now increasingly compete against? I'd suggest that picking winners by creating a
regulatory differential in favor of new entrants should be just as undesirable as retaining

regulations that deter meaningful entry. How should regulators appropriately respond to a



highly dynamic market where the business models of today may be completely transformed

tomorrow?

Now these are all hard questions that defy simple answers. And | do not imagine that
we’ll resolve any of these high-level issues or the myriad subsidiary concerns they implicate,
today. However, today’s panels bring together a diverse group of stakeholders and academics
to jointly discuss these challenging topics. And that interchange and cross-fertilization can only

help to bring us all a bit closer to the nuanced understanding we will need in the future.

Now fortunately the FTC is uniquely situated to help facilitate interchange and dialogue
on this important topic. And as I've said in the past, there are useful synergies created by
putting both competition expertise and consumer-protection expertise under one roof. And

today’s topic is a perfect example of the ways in which our two core competencies intersect.

The rise of the sharing economy implicates both our consumer-protection and
competition expertise. So there really is no better place to have a detailed discussion of these

issues. So thank you all again for coming, and I’'m sure this is going to be a very interesting day.

[APPLAUSE]



FRAMING PRESENTATION: THE ECONOMICS OF PEER-TO-PEER INTERNET MARKETS
° Liran Einav, Professor, Department of Economics, Stanford University

NATHAN WILSON: Good morning. My name is Nathan Wilson, and I’'m a staff economist
here at the FTC. And it is my very great pleasure to be introducing our first invited panelist, who
will be giving an introductory set of remarks framing the presentation on the sharing economy.
And that will be given by Professor Liran Einav, who's a professor of economics at Stanford
University and a research associate in the National Bureau of Economic Research, where he is

co-directing the Insurance Working Group. Thank you very much.

LIRAN EINAV: Thanks a lot for having me. Thanks a lot for organizing this day. So my
mandate is to spend the next 15 minutes, and maybe a little bit more, to steal from my own

panel participation later, to kind of give some sort of overview of why we are here today.

So let me start with, | think, just following up on the Commissioner’s point. This is
evolutions in markets. | think some of us who’ve traveled in the world remember kind of, you
know, rickshaws in India and the floating markets in Thailand — a less-organized market that
might be fun for tourists but as participants on a daily basis might not be the most efficient

market.

So, you know, better markets. Now we go to shopping malls or go to a taxicab line to
find better ways to find what we need for both sides. And | think that the sharing economy is
the natural next step in the evolution of markets, where we don’t need to go anywhere to get a
cab or to find what we need in the shopping mall. We can just kind of sit in front of a computer
and find our right match, and in a much more convenient way. So at some level, it calls for a
new discussion of how it’s going to change the way we think about markets, given that it’s sort

of the new generation of many regular markets.

You look in the internet. These sharing markets are basically growing like crazy. So we
see here, the peer-to-peer lending, that’s Prosper and Lending Club. We see Airbnb. We see
eBay. Everything is going up like crazy. And this is something that is presumably going to keep

rising up.
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And one may ask, what makes these markets so successful? And | would think there are
three different reasons that these markets are growing so much. One is basically you take
regular markets. They exist already, but they have existed very locally. So there were two

things.

So if you think about the market for collectibles or the market for used baby items. You
know, if you were in a small town, there are so many people selling used baby items or
collectibles so to find exactly what you need is very difficult. But once you take the same local
markets and just merge all local markets into one internet market, suddenly these markets

have much more matches between buyers and sellers.

So the second way that these markets grow is really creating new markets. These are
not markets that existed before. If you think about finding someone who is going to do your
shopping for you, or sharing rides, or getting someone to put together your lkea furniture or
walking your dog, that’s something that you didn’t have a market for. You were doing it
yourself. And suddenly now you have the opportunity to find someone who is a willing labor
supplier to do this stuff for you. And then you can find a useful transactional or efficient

production that, before, we just never even imagined that we would be able to transact.

And then the third way in which these markets are growing and generating more
business is really replacing or expanding existing markets. If you think about Airbnb and Uber or
Prosper and Lending Club, these are markets that — they’re not new. You know, Airbnb is partly
expanding the hotel industry, partly replacing the hotel industry. Uber is the same with
taxicabs. And Prosper and Lending Club are trying to kind of replace, to some extent, and

expand credit and investment.

And again, the internet allows us to create new opportunities from transactions, or to
overcome some of the limitation of the traditional markets. And how they do this? So what’s

the value that’s being created?

So one value is the idea of using technology to facilitate better matching of sellers and

buyers. The idea of big data. You know, there are many potential sellers out there. | need

11



something particular, but now, with big data and more information technology, we can find this

kind of potential match that previously was very difficult.

The idea of mobile technology. The idea that—I need a cab, right now, here, and nobody
knows where | am. But now, with mobile technology, | know where the cabs are, and | know

where | am and where | need to go. You can find this kind of transaction much more efficiently.

Another reason that their value creation here is basically just cutting costs by
eliminating intermediation. We don’t need different market makers to generate this kind of
match between buyers and sellers and then, in the process, cut some commissions and raise
prices. Now we can do this much more directly by having direct peer-to-peer interaction. And

that makes things kind of cheaper and more efficient.

A third reason. We bypass regulation, whether it’s good regulation or bad regulation. |
just came in this morning from Dulles, talking to the cab drivers on the way in. Basically, it turns
out that about 75% of the time he’s coming back from the city to Dulles empty, because he’s
not allowed to pick passengers, most of the time. This seems like, from an economic
perspective, kind inefficient. And something like Uber—one reason they’re generating business
is because they have the cabs going back and forth, always full, without actually having these

kind of empty drives.

Sometimes there are neutral regulations that exist. Prosper, for example. At some point,
it expanded the peer-to-peer lending market because they found a way to overcome usury laws

that were very different across different states.

So in Pennsylvania, a customer who could only borrow at 6% interest rate suddenly
could go transactions through a YouTube bank, where the usury law allows them to get a cash
loan for, like, 36% interest rate. Whether we like it or not, it wasn’t totally clear that this is good
or bad regulation. But suddenly we can overcome this kind of differential regulation to

generate more potential transactions.

And | could imagine that sometimes these type of businesses could also kind of generate

value or distract value by bypassing “good” regulation that—by violating zoning laws and stuff

12



like that that sort of maybe are not so desirable. And that’s exactly why we’re here today, to

think about this type of things and how they go forward.

The last one that generates for value creation in this sharing economy is less kind of
replacement. But basically, the idea is, if you think about many industries that are kind of
“traditional” industries, if you think about hotels or taxicabs, they are dedicated resources that
have fairly high fixed cost. To build, like, a hotel chain, it takes a lot of investment and big
capital. And then you can basically turn over the rooms very cheaply, with really low variable

cost.

If you think about the sharing economy, this is—the fixed cost is actually almost nothing.
| just basically—I don’t need to invest anything in having a room in my house that | rent out. But
the variable costs are probably higher, because it’s not dedicated resources. | need to do

certain things.

So for certain transactions, this is really good. It’s really useful when you have really
sharp changes in demand for this type of services. And then we need to suddenly supply three

or four times more hotel rooms or more taxi drives.

And suddenly we have this kind of available resources that can transform themselves to
become sort of supply for this type of business, very flexibly and very immediately. And that’s
something that basically the more traditional kind of markets find it more difficult to adjust to.

So the flexibility of these internet markets is another way by which we generate value.

What makes it work? So how do we make these things happen? There are basically
three components that | think we need to think about, when we think about how these markets

operate — what makes them work well.

One is levers of market institutions. How we search and match between buyers and
sellers, the pricing strategies of different processes, and then trust and reputation that allows
credible transactions and not—you know, get around sort of safety consideration and things

like that.

13



The second aspect is various forms of market evolution. You see many of the platforms.
They need to kind of think about network effects. If you just get all the buyers to come in and
no sellers come in, the buyers are not going to find any match. If you get all the sellers to come
and no buyers are on the platform, the sellers are not going to be able to sell anything. So you

need to have some sort of scale economies and balanced growth to make things work.

Then basically what happens is, over time, as the platform grows, what gets transacted
changes, and how, and by whom. Suddenly the sellers are moving from becoming, like, peer-to-
peer sellers to more professional sellers. And you see the evolution—not only evolution from
traditional markets to sharing-economy market, but also, within sharing economy, you see a lot
of patterns where the market starts off kind of as random people matched together. But as
they mature, you see much more professional services operating on the sharing economy. And
it becomes much more of a traditional market. And standardization. Basically, the market ends

up maturing.

The third aspect of it is things that are—you know, the markets find their way to get
around certain types of markets risks and externalities. This one I’'m not going to talk about.

This is going to be covered mostly in the afternoon.

So let me just go in a little bit more detail to frame the next few panels. If we talk about
market institution and platform design, the basic problem is to facilitate search and matching
when people have very heterogeneous preferences and the set of products is really large,
diverse, and—probably the most important word here is—unstructured. We cannot actually
look for a particular sort of catalog number that tells us exactly what it is. So we need to

somehow find what we want, in a fairly unstructured marketplace.

And the markets can be thin in very different ways. Either because in eBay there are
tons of different things. It’s hard to categorize them. So we need to find a way to find what we

want without having a particular catalog that tells us what the product that are available.

In Uber, it’s the case where we need a cab right now, in a particular location, in a

particular time. So now the market is thin in terms of both the location and the time dimension.

14



Also TaskRabbit—this is a marketplace for local chores. And | need someone to do my
grocery shopping or build my Ikea furniture that | bought. And | need it tomorrow at 10:00 AM,
because this is when | get it. And you need to find someone who’s going to deliver this kind of

potential labor supply at a very particular time.

So these are all thin markets. And just by getting a lot of people from both sides of the
market, you can find a way to create matches. And from the platform perspective, the different
kinds of friction you try to solve. So one is try to solve search issues. Buyers know what they
want, but they can’t really find it, because the market is too unstructured. You need to help
them find it by having, like, really good search technology that finds what you’re searching for

and find potential sellers.

You need to deal with congestion in a market. All of us want this amazing sort of Airbnb
property, but only one of us can book it for a given weekend. So we need to find a way through
to get around the fact that everybody is going to try to book the same thing and in the process

basically are going to get nothing else.

And the third thing is the case where people actually don’t know what they want.
They’re on the platform, they want to buy something, but what exactly they want, it’s hard for
them to exactly define. So the platform is in the business of guiding people, not only to find
what they want, but also to figure out what it is that they might be wanting. And this is also

part of the platform role.

The second part of the platform to think about is pricing. How do we create the
transactions? And there are two distinct roles of the platform. One is to define what it is—the
transactable unit. Sometimes it’s obvious. It’s a, you know, taxi drive. Sometimes it’s less

obvious, when you’re thinking about some kind of labor-supply type of transactions.

And the second role of the platform is to think about, once we know what we want to
transact, how we are going to find the price. Is it going to be just a fixed price, or an auction, or
some other mechanism that sets the terms of trade? In the process of transactable unit, what is

a product?
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So these are often, in many of these platforms, a trade-off. If you define the product too
narrowly, then basically it’s hard to search for other products, because you’re already in a page
where it defines only the things that are very narrow, and it doesn’t let you search for things
that are similar. If you define too coarse, then it’s hard to compare kind of product, because we
see unstructured spaces of different products that are kind of similar to each other but vary in

so many dimensions that it’s hard to compare and contrast.

So in TaskRabbit or oDesk, these are platforms that, over time, they ended up—they
initially priced everything by task. It created stuff to be too narrow. And now they’re pricing
things, basically, by the hour. In advertising, they started by pricing ads by impression. And then
they moved to price ads by clicks, so by convergence. So slowly, you see evolution in many of

these markets, in the way they define a product that is transactable.

The other aspect in the pricing is the internet facilitates a wide range of pricing
mechanism, from auctions to dynamic pricing to posted prices to different risk [INAUDIBLE] on
lending sites. And there’s a common trade-off between—on one hand, you want it to be really
efficient. You want to have—exactly every trade is going to get exactly the right price through

some sort of sophisticated pricing mechanism.

On the other hand, the more sophisticated the pricing mechanism is, then the more
likely it’s going to involve a lot of action on both sides of the transaction to reach to this right
price. So it’s some sort of trade-off between making things easy and maybe slightly less
efficient, versus making things very sophisticated but creating extra inconvenience, in terms of
getting to the right price. And different platforms ended up solving it in different directions,

depending on the particular transaction.

Finally, in terms of trust and reputation, transactions need to be safe. That’s probably—
it’s hard to imagine these markets operating without a certain level of trust in the other side of
the market. The early concern was that asymmetric information between buyers and sellers, in
terms of quality, reliability, delivery, is going to be really much more difficult in internet market
than in traditional market. Everything is going to happen without seeing and touching the other

side of the transaction.
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And what that every platform basically needs to think about—and it’s going to be the
topic of the second panel today—is different ways of running a reputation and review system.
You know, you can have a reputation system. You can have grouping, like in oDesk—you
basically have agencies that are kind of creating small firms. You can think of diversification
strategies in lending sites that allow you to avoid bad experiences, because you are diversified

and you are lending to multiple borrowers at the same time.

Or you can have the platform coming in and offering kind of platform guarantees. And
this part of it has a lot of design issues. You know, do you want to do one-sided versus two-
sided reviews, anonymous versus less anonymous? Who is eligible to post reviews? A lot of the

market-design aspect of the platform are about these particular reputation systems.

One thing that we’ll see, probably, in the panel today, is a lot of discussion about what
can work better for a reputation system. The one thing | would say right now is that, on one
hand, a lot of economists are worried about different inefficiencies of these reputation systems.
On the other hand, all these markets will probably not work well if the reputation system was
really bad. | mean, these markets would have no existence if | didn’t trust the other side. So at
some level the current reputation system, even though they’re imperfect, are probably doing a

decent enough job just to make these kind of markets grow as much as they do.

Then one last thing | want to talk about is market evolution. Platform problem is a bit
different early and later. Initially, when a platform starts off, you have thin markets on both
sides. You don’t have that many buyers. You don’t have that many sellers. A little bit of a bad

experience might make people kind of drop off.

Later, when the market matures, then basically this is where the problem is different.
Now, suddenly, people are not dropping off. An eBay seller is going to stay on eBay and sell on
eBay. An eBay buyer is going to stay on eBay and buy on eBay. And most of the frictions are
going to be in the intensive rather than the extensive margins. And it’s also, if you think about
optimal regulation, it might suggest for the same reason that regulating a market early on

versus later might have very different things to think about.
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Then just to conclude. So these markets are going to take over our lives, whether we like
it or not. It’s going to become more and more important and more and more part of your daily
routine—either yours or your friends’ or your family. And it’s in early stage. And one thing |
should say—we can say a lot of stuff today — but in 10 years—I guess everything is getting
recorded, and we are going to see this video, 10 years from today. And we can go back and ask,

you know, how much of the statements we heard today ended up to be half right?

One thing—you can go back to the early days of the internet. This is from 2000, from
The Economist. And they talked about how the internet is going to completely transform

markets, and every transaction is going to be priced in a very granular and sophisticated way.

If you look at the internet today, actually it has nothing to do with what this quote from
The Economist looks like. Most of the internet is basically like just big shopping malls, where—
you go to Amazon, or even today, you go to eBay. Mostly things are kind of priced at fixed
prices, and you just shop just like you are in a shopping mall. No auctions as much, and no kind

of sophisticated pricing as much, in many of these platform markets.

So it just shows you that when we think about markets early on, we think a lot of stuff.
But they just end up having lives of their own and develop not necessarily in expected ways. So
if 1 had to come up with a prediction, maybe 40% of what we’ll say today will end up true. But
one thing that | think | learned is that things don’t have to be right in order to be interesting. So

I’'m going to look forward to having a fun day. Thank you very much.

[APPLAUSE]
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PANEL 1: SHARING ECONOMY PLATFORMS: MARKET DESIGN AND MARKET STRUCTURE

Panelists:

° Liran Einav, Professor, Department of Economics, Stanford University

. Chiara Farronato, Assistant Professor of Business of Administration, Harvard Business
School (Fall, 2015)

° Joshua Gans, Professor of Strategic Management, Rotman School of Management,
University of Toronto

° Glen Weyl, Senior Researcher, Microsoft Research; on leave, Department of

Economics, University of Chicago

Moderator:
° Nathan Wilson, Economist, Bureau of Economics, Federal Trade Commission

NATHAN WILSON: Good morning. | remain Nathan Wilson, a staff economist here at the
FTC. And it is my great pleasure to be moderating the first panel of this workshop, which is

entitled “Sharing Economy Platforms: Market Design and Market Structure.”

Joining me is an impressive group of panelists who have spent considerable time
contemplating these issues. In addition to Liran, who has already been introduced, they are
Glen Weyl, who is a senior researcher at Microsoft Research’s New England lab. Weyl is on

leave from the University of Chicago, where he is an assistant professor of Economics and Law.

Chiara Farronato, joining us remotely, who will be joining Harvard Business School as an
assistant professor in the Technology and Operations Management Unit. And Joshua Gans, who
is professor of strategic management and holder of the Jeffrey S. Skoll Chair of Technical
Innovation and Entrepreneurship at the Rotman School of Management, University of Toronto.
In addition, Joshua was appointed in 2012 as the research associate of the NBER Productivity,

Innovation, and Entrepreneurship program.

In the preceding discussion by Dr. Einav, we were introduced to the underlying
fundamentals of what is coming to be called the “sharing economy.” We also learned a bit
about how and why these platforms have grown in prominence in recent years, as well as some
of the challenges they have met and continue to face. On this panel, we will dig deeper into
these issues, emphasizing the lessons contained in an increasingly rich economic literature on

the subject. We will also consider how and where shifts to either demand or supply may cause
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platforms to evolve. Finally, we will think about the long-run importance of these platforms and

how policymakers and practitioners should think about them.

Beginning with Glen, we’ll hear from each of our remaining panelists about what their
own research and thinking on the sharing economy, and platform economies in general, has to
say about these issues. After which, we’ll circle back to drill deeper into the topics they have

introduced.

GLEN WEYL: Thanks so much, Nathan. And thanks to everyone for being here. So my
research really comes at these issues related to the sharing economy from the broader and
much older literature about network effects, which are, as Liran emphasized, an important part

of these types of markets.

Those network effects matter both within a particular geographic market—if you think
about Uber, when it first enters a city, it’s usually quite thin. It takes a while to get a cab. And

they’re also true across markets.

So when one of these services first develops, it’s usually only available in one or two
cities. And therefore people are often unwilling to learn the system, if they can’t use it when
they’re traveling. And the relative importance of those two sort of cross-market, or within-
market, geographically, dimensions of network effects differs, depending on what types of
services you're talking about. For something like Angie’s List, it’s much more important to get
coverage within a market. For services like Yelp, which isn’t exactly a sharing-economy service,
but part of this general internet platform area, people are very mobile, and coverage across

markets is very important.

And the firms in these markets have traditionally been thought to have a hard time
entering, as a result of these network effects. People often talk about a chicken-and-egg
problem, where without getting enough buyers you can’t attract the sellers, and vice versa. But
there’ve been some pretty creative strategies. And | think Uber has probably been the most
successful in implementing these to try to overcome these problems by, when the company
first enters a market, charging very low prices for initial rides to get up a rider base, for

example, and giving full pass-through, initially, to drivers as they get inducted into the system.
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And then eventually, as the system matures, riders face higher prices in compensation for lower

waiting times, as the system matures.

So these types of strategies, which are not just, as we often hear about in the media,
dynamic within a week but dynamic over the long course of the development of a platform, can
be very useful in allowing firms to enter. And they can overcome a lot of the concerns that
regulators have often had, that these markets tend to consolidate around a dominant platform

that then is sort of immune from potential future entry.

And in fact they can create, in some ways, opposite regulatory problems. Precisely
because these strategies allow for such rapid growth of new services, there can be an excessive
incentive for firms to enter the market, try to grab some fraction of what has become quite
lucrative markets, and in the process actually break up a lot of the benefits that come to
consumers from having a thick market. By creating this sort of excess fragmentation, the value
of the services can actually be undermined. Not only is there too much waste on developing
facilities, but there can also be reduction in the quality of the service to consumers if markets

become overly thin.

And while competition for the marketplace—competition to be the best service—is
obviously crucial to making these services work, fragmentation within the market is not
necessarily desirable and, in fact, in many cases, can be overprovided. And | think one
interesting aspect this ends up implying is that a natural dynamic, and perhaps a desirable
dynamic, of these markets is for one firm to come to really dominate a whole service category.
And as such, a primary role they end up taking on is not the supplier of a service, individually,

but rather a regulator of a whole area of the economy.

| guess I'm running out of time much more quickly than | expected. Nathan, would you

mind, given that we’re a little bit short on people, if | just take a couple of minutes?
NATHAN WILSON: Sure, sure.

GLEN WEYL: OK, thanks. So these services like Uber and Airbnb—through these
reputational mechanisms that Liran was discussing, and that we’ll talk about later, really

become, | think, not competitors to other driving services or other hotels as much as they
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become competing forms of regulation. So in some ways, they actually compete with the local
governments that traditionally regulate these services, rather than competing with the people

within the market who supply the services.

And, as such, | think they offer a different role for regulators to think about taking in
these markets. For someone like the FTC to think about taking. Because rather than thinking
about it being the responsibility of the local governments to be in charge, you might actually
think about the local government as being one platform which is competing with these services

in providing the service of regulating the market for rides and places to stay.

And | think that that, to me, raises a particularly interesting issue. Especially within the
United States and our constitutional order, because the original purpose of the Interstate
Commerce Clause that has come to stand behind so much of the active economic regulation
was to prevent local governments from excluding national competitors to services that were

provided at a local level.

And so | think a really interesting issue in the coming years will be to what extent the
FTC and other federal regulators want to step in to try to provide an even playing field for
platform competition between different local regulators, both these private regulators, who
have more of a nationwide reach, and the local governments that traditionally regulated these

services.
NATHAN WILSON: Great. Thank you. And now I’'m going to turn it over to Chiara.
CHIARA FARRONATO: Hi, Nathan. Can you hear me?
NATHAN WILSON: Yes, we can.

CHIARA FARRONATO: Perfect. Thank you very much for having me remotely. Glen
focused on sort of the benefits of having a central intermediary that aggregates buyers and
sellers, or two sides of the market, to create a thick market. | might focus a little bit more on
the differences and heterogeneity driving the success of platforms and some of the potential

benefits of specialization.
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And so if we actually look at—on Angellist there are about 600 peer-to-peer startups
listed currently. And they range from the most well-known, like Uber, Airbnb, or TaskRabbit
that were mentioned before, to some very curious solutions to find storage space or peer-to-
peer shipping of your carry-on baggage. And so one question is whether these peer-to-peer

models will succeed across all these possible services.

And probably much of the success will depend on the value generated once the
transaction takes place. And of course some services have very different values. Finding a ride
in New York City during rush hours or under a snowstorm is probably very, very valuable and

much more valuable than other types of services.

Now given the gains from trade, once trade takes place, ex ante there are also some
search frictions that prevent peers from just finding each other and trade. And that’s actually
the role of peer-to-peer platforms, which are leveraging internet technologies to connect
individuals who want to trade assets or services. And so, depending on the value of trade,
people are more or less willing to bear some search costs—some cost to finding each other and

trade.

And the platform can adopt very different solutions to this matching problem. So, for
example, Airbnb lets guests browse for options, and hosts actually approve the requests. eBay,
an early peer-to-peer platform, lets buyers pick the item, with no say on the seller’s side. And

Uber actually organizes the matching in a much more centralized manner.

And even when we have, on average, reasonably high gains from trade, and that the
platform that can reduce frictions to a low level, the nature of the services traded is very local
and time-sensitive. Liran mentioned in the introduction, | might need a ride right here and right
now. I’'m currently in San Francisco. And the potential drivers who can offer me that service are
just those currently available in the proximity of where | am. And because of the geographic

and time-sensitive specificity of these services, these markets can be inherently thin.

And the frictions to successful matching can vary over time and across space. So it might

be that Uber is very successful in New York City, where the market is thick, or where the
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platform manages to create a thick market, but less so in another city where market

fundamentals like distances are much larger and driving habits kind of different.

So just to summarize, the success and the platform adoption can be highly
heterogeneous, depending on the value of the trades that are intermediated, on the existing
search and matching frictions of these trades, and how a specific platform chooses or learns to
reduce these frictions. And depending on how market thickness and the elasticity of the

demand and supply change across locations and over time within a platform.

And so, just to take an example from my own research, TaskRabbit—which is an aligned
peer-to-peer platform for chores, as Liran mentioned, where you can find help building your
Ikea furniture—benefits from a very elastic supply that helps absorb fluctuations in demand but
is also very heterogeneous. Its level of success is also pretty heterogeneous across cities. Where
more successful cities are actually those where market fundamentals promote the thickness of
the market, where buyers and sellers live actually closer together and it’s easier for them to
transact, and where the types of tasks that are requested are more standardized, and where

supply might be more abundant.
NATHAN WILSON: Excellent. Thank you. And then finally, but certainly not least, Joshua.

JOSHUA GANS: Ah, yes. Thank you very much. So, as Liran said in his talk, we’re
currently in a Wild West of the sharing economy. All sorts of experiments are taking place. And

we really don’t know for sure where it’s all going to lay down eventually.

Just to get some precise, let’s just define the sharing economy, first. And | know people
have used “peer-to-peer,” and they’re interchangeable. | sort of see this as having two

characteristics.

The first characteristic is that individuals own key assets. They own cars, dwellings, their

time, et cetera. They’re owned by individuals.

And the second aspect is there exists some sort of market platform that is going to
match these individuals who own things with consumers who want to access them. And those

platforms, in order to be viable, have to satisfy what’s called the “three principles of market
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design.” These principles came from Al Roth, who, a couple years ago, won a Nobel Prize for his
work in this area. And the three principles are that markets are successful if they are liquid, if
they solve what we’ll call the “temporal agglomeration problem,” and if the transactions in

them are safe.

Now what’s interesting about recent developments is the first condition—individuals
owning key assets—has not changed. Effectively, everything has come as a result of changes in

market design. And those have primarily rested on mobile technologies.

And this isn’t because those technologies were required to allow consumers to leverage
the assets they own but because they helped overcome this temporal agglomeration problem
associated with matching. And people have referred to it as “search,” and other aspects of it,
but they’re all under the same issue is that suppliers can find customers. A supplier invariably
has to signal their availability and their location, in real time, in order for a match to occur. And

mobile technologies is what has enabled that to occur.

Now in this Wild West environment, there are two broad fears that | think the
regulators have. And I've heard these in various forms. The first fear is around safety. There are
all sorts of existing regulations, and we’ve heard about them, around the ability of individuals to
make available their assets, due to concerns essentially about consumer safety. At least, that is

how those regulations are currently marketed. We’ll come to that.

Those safety issues just don’t go away. They haven’t gone away in the new world. But
the very fact that these new markets have actually arisen without these regulations, or outside
of them, to some degree, gives us pause to wonder whether the regulations themselves are
necessary and have a rationale. So Uber, Airbnb, all should have failed, if the regulations were
making transactions safe. They did not fail, because essentially the platforms substituted

private regulation for public regulation, as Glen already mentioned.

Uber and Airbnb are in fact some of the most regulated ecosystems in the world. They
have massive regulations that would make any would-be bureaucrat proud. The problem is

essentially that we have a compatibility issue between the public and private regulations, not
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any fundamental disagreement that they should exist for their intended purpose. Again, come

back to that.

Which brings me to the second fear of regulators that we hear in the substrate, but no
one knows what to do about. The second fear is that we have a fear of market power or
dominance emerging. Could the private platforms emerge into a dominant situation in the

future?

To be sure, why do we have that fear? It’s perfectly legitimate, because that’s exactly
what occurred as a result of the previous system of public regulation. And because of that, only
large-scale entry, facilitated by mobile technologies, has a chance of overturning the current,

existing system.

So, like the animals in Animal Farm, the danger is that we turn from one monopoly into
another. And if the new platforms write the new public regulatory rules, clearly we’re going to
have a concern. There are red flags all over the place, or things like that. So we need, sort of
now, in this sort of Wild West area, to look for canaries in the coal mine that could signal future

danger and be possibly vigilant about them.

One reason to be actually optimistic that we might not end up with this dominant
situation is that there is a certain form of competition already baked into the system. It’s
something that’s at risk, but it’s baked into the system. For instance, because Uber and Lyft

drivers are not employees, they cannot be compelled to work.

A feature of Uber, for instance, is that the drivers are free to come in and out of the
system as they choose. The CEO of Uber made a big deal of this just two days ago, as their key
feature. Alongside of that, they’re currently free to come into and out of the Uber platform. So

their ability to platform-shop disciplines the power of those platforms.

What are the risks? Well, consider a situation where the public regulators require
drivers to be licensed in a certain way and to have their cars maintained in a certain way. And
these involve costs. And Uber, for example, may decide to take on the costs of licensing and

ensure that the cars are regularly serviced.
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Now they’re going to need some sort of return for that service. They’re not going to
provide it for free. And they may require exclusivity to Uber. In that situation, we’ve clearly got
the seeds of a problem. So instead what we want is we want to show that drivers can fulfill
whatever requirements we choose to put them in an independent way to avoid such tying. To
be sure, this is the side of tying that’s led to taxi drivers being different from the medallions

that are owned in the current system and has led to that wedge.

So we don’t have to worry about the economics of this. One way or another, the system
is going to compensate for the cost of licensing. But it’s very important who owns those rights

and who has the ability to take and exclude.

So the sharing economy is important. And it’s going to rewrite how we deal with
transportation. You know, the potential gains, when you imagine a world with this, are huge.
But it needs this competitive foundation. And | guess I’'m worried that the current valuations of
some of these firms reflect a market anticipation that, in fact, they may be expecting

dominance. And we should be worried about that. Thanks.

NATHAN WILSON: Thank you. And thank you all. | think that set up a really nice number
of things for us to talk about for the rest of this panel. | think I’d like to circle immediately back
to some of the things that Joshua brought up, which was perhaps a set of organizing ideas of

necessary conditions for what might constitute a successful sharing-economy platform.

And if | followed you correctly, those would be that the key assets involved lie in the
hands of individuals, and that there is an organizing intermediary that sits between potential
consumers and potential suppliers, and then, furthermore, that the big change—the factor that
has enabled the dramatic rise of these platforms in relatively recent years—although | think we
could point to some earlier success stories like eBay and perhaps Craigslist—is the increase in
mobile technology. And | guess | would first like to ask the other panelists if there are other

things that they would like to add to that list, perhaps beginning with Liran.

LIRAN EINAV: So just to go back to Uber. | guess the main question is, should we worry

about these platforms taking over in terms of market power? One thing | would think is that
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many of these platforms are basically market makers. They’re not taking a side of either side of

the market.

So from a pure long-run view of value creation, the most simple way that | would think
about this type of platform is that their value proposition is to cut some fixed percentage of the
value created by the platform. It might not be quite right in the short run, but in the long run,
the more value that is being created in the platform, basically they’re going to benefit some

certain percentage of it through commission fees, through other advertising, or things like that.

And in that sense I’'m not as worried about the market-power aspect, because their
incentives are pretty much to maximize platform value, which is, | guess, if you—the most
standard economic framework what basically means some sort of an efficient market. So that’s

basically my—

GLEN WEYL: So | want to agree and disagree will Liran. In some ways, | really agree with
what he’s saying. But | think, though, an important thing to realize is that what Liran just
described is effectively a private entity becoming the government of some area of the economy
that used to be governed by the public. And that might well work more efficiently—and I think,

in fact, it does work more efficiently—along many economic dimensions.

But there are many public goods that are supplied by private actors that you might not
have an incentive to supply, if you're one of these providers. | think privacy has a lot of that
character. | think many features of speech have—you know, speech is probably less important
on Uber. But if you think about Instagram and Facebook and many of these other platforms,
they’re becoming effectively the public space, over things that used to be sort of fundamental

to what it meant to have a democracy. How we talk about politics.

And their interests in providing what we consider to be the public good. Things related
to free speech, related to equity of how different voices get heard, are not necessarily the same
as their commercial interests in extractable value from those areas. Because people are not

always willing to pay for public goods. That’s the fundamental principle.

So | think, while we should, as Liran said, be much less worried, in my view, about the

economic dominance of these groups, | think we should be worried about their democratic
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accountability. And maybe that’s less for economists to think about and more for other types of

social scientists. But | think it’s something we should be concerned about.

NATHAN WILSON: So | definitely think that those types of issues are incredibly
important and ones that the agencies and others will be thinking about, as these things evolve
and we start seeing how successful they are going forward. But again, to think about what
explains their relative success today and their previous absence of success, relatively speaking, |
guess I’'m curious if we could—thinking loosely, statistically, here—try and separately identify
the role of mobile technology in facilitating search and separate that from some supply-side
factors, such as the fact that this is a down economy and that there are perhaps people with
fallow assets. And will those people still be as willing to participate if the US reaches full
employment, for example? Is there any evidence, in the limited empirical literature that would

allow us to say what role one side or the other might have?

GLEN WEYL: | mean, | don’t think it’s just mobile technology. | think mobile is important.
But | think Moore’s Law and machine learning and computational resources are becoming very

important to how this stuff works.

| mean, | think one remarkable example—which | was really amazed by. My wife
recently went to San Francisco. And she took—I don’t even know what it’s called—the new
Uber ride-sharing service. So this service basically matches people up in different locations,
they share a ride, it’s $7, fixed fee. You can go anywhere from San Francisco airport out to
Berkeley. It’s really unbelievable. That’s cheaper than it costs on BART to get from San Francisco

airport into downtown San Francisco.

If that service works—who knows if it will—it could be much more disruptive that Uber
has been so far. It could replace most of public transportation. And that is, to some extent,
enabled by mobile. But to a large extent, it’s enabled by really powerful algorithms, where
they’re finding routes where it’s not inconvenient to people to share a ride along that route.

And that’s a very complicated matching problem.

And | think that those forces, rather than just mobile—which, maybe, we’ve already

seen the impact of mobile—are going to continue to mean that there are possibilities that
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these services offer that | think will overcome any transitory fluctuations, like Nathan was

referring to.
CHIARA FARRONATO: And if I—
LIRAN EINAV: Sorry.

CHIARA FARRONATO: Sorry. If | can add something from here, it is true that right now
these peer-to-peer platforms are kind of leveraging underused assets or time. But it might
actually be that, as they grow, more and more of the supply becomes specialized. And so there
might be more full-time drivers. And there might actually be taxis listing and using these
platforms as intermediary to match with demand. So it’s not necessarily the case that the
success of these platforms, even if it might have been favored by the down economy, will just

die out as things improve.

LIRAN EINAV: Let me just add to this, | guess, two points. One on mobile. And | think
mobile has two roles here. Certainly, | agree with Glen. So one, it just gives you location data to
typically—you know, if you're sitting in a—you know, you don’t have mobile, we don’t know
where you are. And if you need to report where you are in every single second, that won’t get
the market going. But if the market knows where you are through your mobile, that’s just

important data, not for all markets, but for location-specific transactions.

The other thing, that mobile gives you access to the market. So if you need something in
real time, all the time, then—you know, Airbnb. Suddenly you’re in a new place, and you want
to find a place to sleep. Then | think mobile gives you the permanent access. So for certain

transactions, it’s really important.
For peer-to-peer lending, it’s probably less important.

The other point, about the slack—for sure we might have more slack in the economy
today than we might have, maybe five years down the road, if everything goes well. But some
of the slack is never going to go away. | mean, people are working eight hours, in many jobs.
And they have these extra hours to do stuff. So they have, like, three hours a day to potentially

either watch TV or do some video games or ride an Uber car.
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So | think a lot of times, people have extra rooms in their houses. They are not going to

fill them up suddenly. So a lot of this potential slack, | don’t think, is going away.

And then the final point, that Chiara was saying, take eBay, for example. They started in
the late ‘90s. It was pure peer-to-peer market. It’s people selling their used baby items, other

kind of collectibles, and it was, like, consumer sellers selling to consumer buyers.

If you look at eBay today, there’s still this consumer sellers selling to consumer buyers
exist. But now they’re, like, 20% of the market. 80% of the market, these are people who are
running their small businesses on eBay. Either only on eBay—they have, like, a full-time person
who sources stuff in China, buy a bunch of electronics, and then sells them on eBay to the
American customers. Or there is someone who is running a store offline. But then one of his

shelves is basically to sell stuff on eBay, because that’s where customers are.

So a lot of these markets start as peer-to-peer, but once they have constant demand,
then, you know, there’s constant supply. And then it becomes not just part-time and, you
know, extra room. But then I’'m running an Airbnb kind of hotel in my house. So I’'m running,

like, a full taxi as a full-time job.

Or even a firm. You look at oDesk. | mean, it started with some random guy in the
Philippines kind of providing two hours a day of data work or data-entry work. But now you
have, like, in Ukraine, people who are running basically 50-person companies that all they do is

kind of providing label supply services on oDesk.

So | think what you see in many of these markets, they grow into something which is
much more of just generating slack. It’s just generating a full kind of marketplace of permanent
employment and permanent demand. But it takes time, because you need to show the viability.
And it’s hard to start the market without using some slack part. And then, once it works, then |

think it generates much more supply.

NATHAN WILSON: Thanks. That actually effectively introduces the next question | want
to get to, which is—you’ve just been talking about the evolution we’ve seen in several of these
more prominent platforms. How common is that type of plasticity? And is there anything about

the very nature of these peer-to-peer platforms where their relative absence of physical capital
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makes them more adaptable to changing circumstances or to a need to evolve their business

model?

JOSHUA GANS: So | think we’ve seen, previously, with platforms that have merged with
technologies, that they can be quite inventive in finding ways that can stop experimentation.
It’s hard to believe that airline travel booking is still for businesses in the dark ages, largely
because a web of interlocking most-favored-nation agreements, content clauses, other things.
Other essentially whack-a-mole versions in private regulation to keep essentially a system from

having competition.

So what’s really interesting is to think about how the interplay of these sorts of
business-model issues actually come up to actually restrain experimentation by other people.
As | already mentioned, my main concern with regard to market power of Uber is, in fact, that
there could be a significant change in government regulation that may lead to network effects

and dominance and actually constrain the sort of business models people can do.

Currently, there’s so much freedom in it. And as Liran already said, individual Uber
drivers—if you’ve ever spoken to Uber ex-drivers—they act like small businesses. Some choose
to specialize in never driving on a Friday night, because they don’t want to deal with their
particular car with someone who might be drunk or whatever. And they sort of make these
choices according to their own preferences, in much the same way as small businesses would

normally do.

And so you want to have this environment where that experimentation is allowed. And |
think, in relation to the question, what we would be concerned about is any of these contracts
that access the platforms that also reference rivals. This is a term that Fiona Scott Morton came

up with, and | think it really applies. And those are the sorts of things we look for.

Other than that, there’s something great about the Wild West in sort of allowing
different experimentation. But as soon as you have business models and contracts between
either consumers or suppliers that restrict what you can do with other people, that’s where we

start to ring alarm bells.
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GLEN WEYL: Just to follow up on what Joshua said, | think the physical-capital point has
some relevance. But | think probably even more important is the fact that startup companies
don’t have existing business that they’re worried about being cannibalized by innovation. And
there’s sort of almost an endless number of books in the business world about this sort of
thing—The Innovator’s Dilemma, and so forth—about the problems that established firms with
large revenue flows have in disruptively innovating. And | think that’s one reason why it is really
important that we—while | do believe in consolidating existing markets—maintain the ability
for new entrants, who are not tied to existing players, to enter the market and not just be

swallowed up by existing players.

And so | think one really important aspect is to think about merger policy in the setting,
in a dynamic context, that takes into account the fact that new, small firms that may not yet be
competing in a significant way with existing players—that if a new business model that might
totally eliminate the business model of an existing dominant player but don’t seem to be
competing in the same market. We should be very hesitant to see those guys getting bought up
by existing firms, which seems to be something that has not really gotten the scrutiny that |
think it deserves, in many of these tech markets. Perhaps because they’re so dynamic and

maybe less familiar to regulators.

For example, you know, WhatsApp’s acquisition by Facebook, Instagram’s acquisition,
Waze, et cetera, et cetera. There’s been a whole series of these tech acquisitions which are
some of the biggest ones around. And they haven’t really received the sort of antitrust

attention that | think they deserve.

JOSHUA GANS: There’s a flip side to that. Some companies seem to have adopted as
their identity the ultimate in acquisition stance. Near as | can tell, Uber won’t ever acquire

anyone. It won’t ever acquire any of its competitors.

Now the flip side of that is its response is going to be to compete aggressively with
them. So part of the tension that we face in these startup ecosystems is how we want to be
permissive towards mergers. You know, | can imagine the reason that Uber doesn’t want to do

that is it doesn’t want people entering, capturing a bit of market, and then trying to get a good
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price for Uber as its response, which is, of course, the flip side of whatever Facebook is doing, |

guess.

GLEN WEYL: Yeah. And | think | agree exactly with what Joshua said. | think that’s
precisely what we want to avoid. We want to avoid entry that fragments the market but
doesn’t have the chance to really displace it. And we want to encourage entry that really will
displace it. And | think an aggressive merger policy to future potential competitors is crucial to

making that work.

NATHAN WILSON: | think that’s certainly something we’ll think very, very hard about
here. Before we segue further, | want to loop back to San Francisco and Chiara, to ask perhaps
if your research into TaskRabbit allows you to say anything about how you think a platform
could continue to evolve after achieving at least some success. One of Glen’s points was that it
is this somewhat newness of these platforms that allows them to evolve quickly early on. Once

you’ve got some established base of consumers is that going to change?

CHIARA FARRONATO: I think, at a more general level, it’s not just the newness of the
platform that allows them to experiment. Although that is very important, because they are
trying to challenge incumbents or creating a new market. But it’s the continuous existence of
potential entrants, not necessarily existing entrants, but the threat of potential entry that

allows a platform to continue to experiment.

And maybe we can look these more on eBay, instead of TaskRabbit. TaskRabbit is still a
fairly young platform. It’s within the new generation of peer-to-peer platforms. But eBay has
experienced a continuous—a more continuous—transition and experimentation that led the
marketplace towards more retail prices and away from its original mission—or original business

models of auctions.

And so | think with TaskRabbit, Uber, Airbnb, and all the other service industries that
peer-to-peer platforms will likely enter into, guaranteeing a level of a threat of entry or
guaranteeing the possibility that buyers and sellers can easily switch to other platforms will

make the dominant or existing platforms challenge their business model constantly.
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NATHAN WILSON: Great. Many thanks. I'd now like to bend the discussion subtly back
towards a direction that’s already touched upon—those of network effects, competition, and
the potential for dominance. So | guess | would like to start by asking for perhaps a slightly

more granular discussion for the sources of the network effects exhibited in this sector.

JOSHUA GANS: So this is the interesting question. | mean there’s a certain—again, this
valuation of some of these companies makes you think that someone is thinking that they’re
going to control the network. Let’s take ride-sharing, where is that going to come from? Where

a network effect comes from is—or, for starters, where a consumer might search for a ride.

We know with search engines defaults are very important. What happens to be first up
can give you some degree of power. But that’s not the be-all and end-all. If you open up an
app—your favorite app—and you don’t find a ride, or it’s too expensive, you can just open up
another one. So long as there’s nothing preventing you from switching, there’s no issue. Now
loyalty rewards, bulk discounts, whatever, can create that. But we haven’t seen any of that

arise yet.

The second thing could occur on the supplier side. Again, where are those network
effects going to occur? Does it make sense, if you were a driver thinking of entering the market,

to join the largest provider in that market—the one with the most customers?

Well, yes and no. Yes, you are more likely, surely—you think you might be more likely—
to be matched with a customer quickly. So that’s a good advantage. But no, in the sense that all
the other drivers could be thinking that. Just because it has a lot of customers, what you’re
interested in is joining the network that has the biggest shortage of drivers. Which might not be

the largest network. It may be another network.

And so there are sort of forces pulling you towards a particular network and also pulling
you apart in a way that we're seeing all over the place, that makes it very hard—at least
theoretically, without throwing something else into the mix like exclusive contracts or
something like that, or long-term contracts—to see where those network effects could arise. In
other words, it’s not obvious to me that there are insurmountable advantages to being the

biggest in these markets. But others may have a different degree.
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LIRAN EINAV: So | guess that | would think networks are basically inherent part of these
markets. You have the usual network effects that—you know, if I'm selling something, | need
enough buyers to want it. And the reason that the buyers are going to be on the market and
want it is because they know there are enough sellers offering what buyers want. So more
sellers like me on the market are going to generate what people sometimes call in this
literature joint direct network effects that buyers would show up. And that makes it more likely

that | would want to participate in this market, because I'll find buyers.

And | think one thing—the network-effects aspect—it has very different margins, early
on in the platform growth, and later. | think early on it’s all about are buyers or sellers. When |
sell my room to an Airbnb, is Airbnb going to be my default place to go right? If | tried once, |
tried twice, and then couldn’t find any taker on the room, it’s not clear that the next time I'm
going to try to rent out the room I’'m going to Airbnb at all. I'll try VRBO or some other stuff, or

maybe | won’t try it just because it’s not worth it.

So early on, can we get the platform to be part of our go-to place when we try to sell
something or buy something? Later on, it becomes—I think now Uber—I mean, so many people
are using it that people are not wondering: should | need a ride somewhere, do | do Uber or

something else? | think most people, their default is to use Uber.

And then the question—you know, how often do | use Uber? Do they sometimes kind of
substitute their own driving to use Uber? Do they substitute other mode of transportation to
use Uber? So suddenly the substitution is not “Do | use it or use something else,” but do | just

extend using it?

But it’s very common in other settings, too. If you think about grocery shopping, which
is totally not peer-to-peer. | mean, initially it’s to get people into the store. But then once
people are in the store, you just need to get kind of more transactions from them, or more

dollars spent in a given trip.

And the same here. The margins in which you are going to operate are going to take

very different form early on in a platform, like when people are not aware of it, they’re not
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thinking about it as the go-to place to generate a particular transaction. Versus later on, that

you want to get some used stuff, you go to eBay. | think everybody knows this.

JOSHUA GANS: Liran, this seems like very old-guy thinking. | mean, if you’ve opened up
Uber, and you’ve seen search pricing or you’ve seen it’s going to be, oh, my goodness, it’s going
to be seven minutes and not four, people will switch between apps. | mean, if they know about

them, and they exist. They will switch between these things.

| don’t see that it’s—it’s not obvious to me—I think being a default is useful. It’s not

obvious to me that it is necessarily the path to dominance in these things.

GLEN WEYL: | wanted to try to reconcile a little bit what Liran and Joshua were saying,

which is that—
JOSHUA GANS: Because I'm much younger.

GLEN WEYL: [LAUGH] Yeah. Joshua is the new generation. So it seems to me like a
really—if you view things as—there’s just a homogeneous good that’s being sold and being
bought, then Joshua’s perspective, that you just go wherever the scarcity is, is right, obviously.
But | think that what’s crucial to these markets, and the real source of network effects, is the

heterogeneity of the relevant goods that Chiara was emphasizing earlier.

The point is that even if you double the density of sellers and buyers, it’s not as if that
doesn’t make the market work better. It makes it work much better, because there’s much less

latency in Uber. There’s much greater availability.

I mean, | used Airbnb to go stay in Tel Aviv. If there were fewer buyers and fewer sellers,
well, maybe they would have had something by the beach that would’ve been just as nice as
the apartment | took. But | don’t care about the beach. | care about being near the shops. And if
you don’t have the thickness to accommodate the differences in my preferences, then it’'s not

going to be attractive, either to the buyers or to the sellers.

So it’s precisely the heterogeneity and the differences in the goods that get filled in as

the market gets thicker on both sides that | think avoids the type of dynamic that Joshua’s
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talking about, until the market gets so mature that latency is down low enough that it

effectively becomes within each segment a homogeneous good.
NATHAN WILSON: Any response?

JOSHUA GANS: No, no, no. It’s really going to come down to an empirical matter for how

quickly we get to those points. It’s hard to tell.

LIRAN EINAV: | would emphasize different—I think this idea that when | heard Hal
Varian talking about Google, whenever people complain about Google market power, it’s like,
well, every other kind of search engine is just one click away. And it all sounds great in theory.
You know, I'm looking at Uber and I’'m looking at Lyft. I'm looking at, like, seven different

platforms and choose the best price.

But that’s just not the way it works. | mean, you basically—you might just—you know,
one or two options to look for. But in the end, as long as things are kind of reasonable, you are

not going to do price comparison and keep doing—

JOSHUA GANS: That’s if it is reasonable. | mean, the scenario | was talking about is that
you went onto a platform and you saw, literally, something different. So the problem with
Google and Bing and DuckDuckGo is they’re all kind of the same. | mean, it’s very—so there’s
no point in switching to another one to find the information. It’s going to bring out the same
stuff. Whereas if you see something that’s not serving you currently on one of these platforms,

there’s, | think, still value to checking the others.

Literally, because | don’t think, at the moment, the same riders, for instance, or the
same apartments can be available on the same platform at the same time. So there’s this

temporal aspect that’s a little bit different.
NATHAN WILSON: So let me see if | can—
CHIARA FARRONATO: Yeah, | think—
NATHAN WILSON: Oh—please.

CHIARA FARRONATO: Sorry. | think, to reiterate back on what Joshua has just said, |

think that geographic definition of these markets might make network effects not necessarily
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be there across geographic boundaries. And so, to be more specific, for example, Airbnb might
enjoy great network effects because | can use it in New York, as well as | can use it in Tel Aviv.
But at the same time, if I'm using a platform for a local service, like a delivery or a cleaning or
moving help, the network effects that might exist and the thickness of the market that might
exist in San Francisco might not necessarily be reproducible, say, in Houston. And so, depending

on the nature of the service, we can have a different source or level of network effect.

GLEN WEYL: Yeah. | really agree with what Chiara said. | think that, within the area,
there can be network effects. And then there are network effects across the areas. And how
deep or how much saturation you need to achieve either of those is just going to vary widely

across different types of services.

NATHAN WILSON: | think that seems like a really important point. And | want to make
sure that | understood it. | think what you’re both saying is that there’s such heterogeneity in
what we’ve been all calling and lumping together the “sharing economy,” and that the relevant
importance of network effects might quite well vary extensively within this very, very large pool
of different markets. And as a result, it’s not necessarily going to be the case that observing a
single, seemingly dominant provider is either problematic or not problematic. Much will

depend on context. Is that a fair summary?

GLEN WEYL: Well, | mean, I’'m not sure that network effects to me necessarily mean
that’s problematic, for reasons that we were talking about before. But just in terms of network
effects, | think you can take three examples. And not all of these are exactly peer-to-peer. But if
you think about Angie’s List, at one extreme, and Airbnb at the other, and Yelp in between, you

really see the different types of dynamics you can get.

So Angie’s List is like a local-professionals thing. If it’s got really good coverage on all the
types of professionals in New York City, who cares what it’s got in Boston? | mean, unless you

move to Boston.

But people use it in a very deep way for all sorts of household services. And what’s really

important is that there are so many different types of professions. And you want to make sure
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it covers all of those types of professions. So there’s a very deep network effect for it, within a

given geographic market. But it’s extremely unrelated across geographic markets.

Airbnb is exactly the opposite. Airbnb is completely useless to you if it only covers the
city you live in. You never stay in the city you live in. It’s only worth getting on the Airbnb

platform if it has a wide coverage across the world.

Yelp is somewhere in between, because you use it both for local services and for things
within the context of travel. And so it’s got sort of a mixed emphasis, in terms of getting deep in
the range of services it covers locally and in terms of covering across cities in order to sustain its

marketplace.

NATHAN WILSON: All right. So | think a number of important things have been brought
up with respect to network effects and whether or not we should associate them with potential
problems as well as how they may intersect with competition policy. Thinking about other
aspects of how we might anticipate this sector evolving in the future, I’'m going to think about
how and whether or not, just because you’re engaged in what we’ve been calling the “sharing

economy” now, whether that’s likely to endure in the future.

So perhaps, given the number of mentions it’s already received, Uber is particularly
emblematic of this economy. Yet, nevertheless, they have discussed plans for using driverless
cars, seeming to segue into a—to me, at least—more traditional business model involving the
control of physical capital by a centralized firm. What does the economic literature on vertical
integration and organization tell us about the factors that may induce a firm to shift towards
more control over its employees and assets, versus one that emphasizes the benefits of a more

intermediated platform structure?

LIRAN EINAV: The one thing I'd—just something that came up before—is every time we
talked about it so far, | think we thought about this platform as not taking a side of the market
and just running the market. And then actually I’'m not as worried about a lot of the antitrust
things. But the minute you start thinking about the platform the market maker is going to kind

of take a side of the market or part of the market—
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You see it on Amazon. Amazon is not eBay. Amazon is—on one hand, they’re running
their Amazon Marketplace, which is a market maker for goods. But they also sell their own

stuff.

And then you start worrying about all the usual stuff. Because then you have a
professional treatment. You own some of the supply but not all of the supply. You might
exclude some people. You might treat things unfairly. You might have market-power

considerations that are going to lead you toward the usual stuff.

So | think, in that sense, that would raise a bunch of red flags, | would think. How exactly
it plays out, | think, depends on a context-by-context. But the minute they start owning a big
chunk of the supply side, | think that’s, at some point—then | think all the usual market-power

concerns are going to come up.

CHIARA FARRONATO: Yeah. | think within these aspects, as long as we are talking about
scale economies and network effects existing in the intermediation of the exchange, it’s going
to be easy for both sides—buyers and sellers, demand and supply—to switch away from an
intermediary. But when the scale economy’s then dominance moves to production, then the

usual problems sort of arise.

NATHAN WILSON: So if perhaps | could paraphrase and make sure that | understand
correctly, it seems like one of the concerns might be that, as these platforms—if they were to
pursue a more integrated strategy—there’s something about the ease of multihoming that
might change—that might reduce the ability of others in this sector to discipline them in the

market.

CHIARA FARRONATO: In the sense that, if | can use multiple mobile applications because
| know that there will be drivers on both the Uber app and on other applications, then my
switching costs are going to be very, very low. But if, instead, we have integration of the
intermediary with the supply, or a large share of the supply, these switching costs might be

much higher, because | wouldn’t be able to find enough supply, otherwise.

JOSHUA GANS: | know we’re sort of playing future stuff. You mentioned the

autonomous vehicles, which are a fantasy, in this regard, at the moment. | think the prospects

41



for large-scale capital acquisition that could lead to dominance in transportation—you know,
that seems a pretty darned tall order. | just can’t—I mean, you guys—you guys are the
empirical economists. But there’s an adding-up problem in what would possibly be dominant, in

that sort of a situation.

| think Glen is onto something more with the sort of—own the intellectual property and
the machine-learning algorithms. But even that is very hard to tell. That might be the important

capital going on here. But | just don’t see how the physical capital—it just doesn’t compute.

For starters, there are just so many people out there, near as | can tell—at least in the
United States; maybe not elsewhere in the world—who want to own their own cars, because
they like cars. | just don’t see that disappearing right away, you know? It just doesn’t seem

plausible to me.

GLEN WEYL: | think I will take the opposite side, just to be devil’s advocate. | mean, I'm
not sure | agree with Joshua’s view about why people like cars. | think people like cars because
they’re status symbols. And if they start becoming symbols of being old-fashioned, rural, et
cetera, which | think they could well become, | don’t think that people are going to have a lot of

affection for having a giant pile of metal rotting in their outdated thing called a “garage.”

So it’s not, to me, implausible at all that you would end up with these firms that have
these unbelievable market capitalizations coming to really own the physical infrastructure. But |
also want to push back against what Liran and Chiara were saying, about that being worrying. Is
it worrying? Or in fact is it something that we might really be worried if there isn’t a dominant

provider of that?

So it seems to me, in transportation the greatest potential gains, from a social-welfare
perspective, that we have to get out of these systems comes precisely from their being a
consolidated, dominant operator. And the reason is congestion. So congestion pricing is really
one of the biggest problems with modern urban planning. And these folks really have the
opportunity—whether it's Google, through its map system, or Uber, through whatever

potential future dominance it has over transport—to manage that in a rational way for the first
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time. Rather than just doing optimized routing for you, holding fixed the rest of the network,

reroute the network to achieve optimal transportation.

And, you know, estimates that transport engineers have done of this is, if you truly had
automated systems, you could reduce by at least an order of magnitude average travel times, in
many of the major cities, especially during congested periods. And that really does require
centralization. Now maybe the state will somehow get its act together and do something about
this. But it seems pretty implausible, given that they’ve had more or less the ability to do this
for 100 years, and governments haven’t figured out how to do it. So | think that’s an important

thing to—

LIRAN EINAV: So the only thing | would push back, that there are certainly advantages
for centralization, from all the externalities perspective that Glen just mentioned. But the
guestion—do you need, you know—all the bad stuff about market power, of taking a big capital

position? And especially if you’'re trying to run a market.

And | kind of agree with Joshua’s point, where we don’t expect Uber to basically own all
the cars in the world. But suppose they own half of the cars in the world. You know, what about
the other half, that want to supply services in Uber, but now nobody’s going to direct any traffic

to them, because now Uber is both the market maker and owns the other half?

So then you just have the usual market-power considerations. And you want to trade it

off against, maybe, potential externalities.

GLEN WEYL: But the other half are not paying congestion prices effectively. And so, in
some sense, they’re pirates who are congesting up the roads, taking advantage, and not dealing

with the externalities.

| don’t know. | mean, it’s a difficult trade-off. And | think that democratic governance is
very important. But | think it would be a real mistake if we don’t take advantage of the benefits

associated with dealing with those externalities.

NATHAN WILSON: So as a DC native, | am deeply sympathetic to any discussion of the

possibility of reducing traffic congestion by an order of magnitude. That said, I’'m going to hew
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back to a slightly less futurist question. | think we’ve talked about the importance of network
effects. We’ve also talked a little bit about the importance of assuring quality. | think perhaps

my comment about driverless cars was a bit of a red herring, taking us into the deep future.

Perhaps in the shorter term | could imagine a platform wishing to increase its quality
geographic coverage but unable to find suppliers out there in the marketplace. Is there
anything about the nature of these platforms that falls apart if they partially vertically integrate
to ensure the existence of some supply of either transportation at all times or of
accommodation or the existence of at least a couple of coders out there, available on demand?

And could we see a platform sustain itself in a mixed model?

JOSHUA GANS: That’s—that’s—now you’re getting there. The robot cars—that was the

easy question. This seems to be quite difficult.

| mean, you know, the problem is, we’re dealing with these startups. And if we know
anything about the startups that become future successful, they like to stay on mission. And
currently all of them, without a fault, have branded themselves as the platform and that they're
allowing their suppliers to be free to come in and out. They seem to have that as part of their

identity.

There are services that sort of come into play. For instance, in ride sharing, insurance
provision is a big issue. Currently, there is informal insurance going on, depending on the
jurisdiction, with Uber and drivers. At some point the states will say that has to be explicit. And
it may well be that Uber takes the charge to negotiate some sort of new insurance contract that

will allow drivers to come in and out and be insured in some way.

Similarly with Airbnb, for any of these things, including also things like health
inspections, including policing of noise, and other stuff like that, it may take on those services.
So | imagine those are the things that are going to come in first. It’s a completely different set of
capabilities to actually be like the old firms in this industry—the old hotel chains and the taxi
companies—and actually own and maintain the assets yourself. That’s just a different set of

capabilities.
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Could it emerge? Certainly. It may turn out that, in order to keep the system running, if
they can’t do the machine-learning things that Glen is projecting, they might prefer to have a
few people that aren’t autonomous and free that they can push around. Or if not any of these

companies, it might be other companies that might operate on these ways.

There might be new entrants to come in and say, in fact, our benefit is we don’t have
these random people from the public. We have our own certified drivers that you can trust,

coming in. And for that reason, presumptively worrying about it seems a bit down the track.

LIRAN EINAV: Let me just—I think, one thing. | think the question is, do we imagine, like,
Airbnb deciding one day that there’s, like, not enough supply of rooms on their site, so they’re
buying up Marriott and sort of let all the Marriott rooms be coming available on Airbnb? And
maybe, but in some sense, Marriott already exists. And if you think that’s a viable reason to buy

Marriott, then just create enough incentives for Marriott to offer their rooms on the site.

And you saw it with eBay. eBay basically, today—Toys“R”Us have, like, a storefront on
eBay. So you go through eBay, and if it happens to be that what you’re looking for is available at
Toys“R”Us, eBay will direct—you know, cut some commission, but direct people to Toys“R”Us

to get stuff.

So in some sense, to me, the right thing to do it is not to just buy Marriott and offer
Marriott’s rooms on the site but make the market good enough that Marriott wants to be part
of these transactions. But it’s not that the ownership here is going to be any advantageous. And
if anything, is going to be lead to all these potential market-power concerns that we discussed

earlier.

CHIARA FARRONATO: I think in terms of early ownership that you were referring to,
Nathan, at the beginning, that might be a partial and temporary solution to the chicken-and-egg
problem. So how do you attract enough buyers if you don’t have enough suppliers to begin
with? But we haven’t seen at least the largest platforms continuing with this model. But, rather,
we have seen some of the e-commerce websites moving towards more specialized supply, later

on.
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NATHAN WILSON: | think that’s a fair point. Although | do think the example of Amazon
and eBay are useful ideas to keep in mind. That it seems like we can have some degree of
coexistence of a platform that is vertically integrated with one that serves to connect
disintermediated individuals. And somewhat similarly, we do see in the overall economy
examples where a centralized firm vertically integrates in part but also has a network of
affiliated, motivated franchisees, for example. And | think as things evolve, it will be interesting
to keep in mind what facilitates that coexistence in some sectors and what leads towards a

single model in others.

Kind of moving back towards deep, deep forecasting and prognostication, | am curious.
We are in the relative infancy of this sector. Do we have any idea what is potentially
contestable for these types of platforms and markets? Any ideas about what share of the

overall economy we might be able to, at one point, place under the sharing-economy umbrella?

JOSHUA GANS: | think we take that Economist prediction. They were just slow. 100%.

No, | don’t think there’s any scope at all. | think we have no predictive power in this regard.

This is right at the edge of the economist’s usefulness. And we come to the stage where

we say we’re useful by telling you we can’t tell you. | don’t know if anyone disagrees. [LAUGH]

GLEN WEYL: Well, I'll give you my long-run guess, but it’s just complete guess. | mean,
my guess is this is a relatively passing phase and that eventually what happens is just much
more centralization, because of all these externality issues. And | think once computers get to a
certain level the whole Hayekian thing about you needing a decentralized economy starts to
sort of fall away. And there’s just an ability to do a lot of computation resource allocation in a
very centralized manner. And it becomes very hard to compete with that, given the existence of

other externalities.

And so | think the sharing thing is sort of a step towards that harnessing existing
resources that came out of the old economy where everyone was owning all this stuff and
moving towards a new economy where people are going to own very little, because of the
ability to do these centralized computations. And so my guess is it’s a transitional thing, and in

10 years it’ll be much less important.
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JOSHUA GANS: The issue is the nature of work, right? Are people going to prefer a
lifestyle that allows them to pick and choose more? | mean, the counter has always been that,
you know, there’s value to certainty, you need a certain amount to get along, and things like

that.

If we’re going for the long run, there may be all sorts of reasons why people value a
multitude of activities, and things like that. If not here in North America, just think about what
is going on in Asia and how those economies are transforming. So it’s not sure that we’re going

to end back up in the corporate state.

CHIARA FARRONATO: | might just even only offer a comparison with online retail, which
is less than 10% of total retail in the US. It’s still growing, and it saw a huge bump with mobile

technologies. But it’s still less than 10%.

LIRAN EINAV: Yeah. The only thing I'd say—I totally agree with everybody that, you
know, who knows? And prediction is not probably what our comparative advantage is. But |

guess the question is why do we care? And is it going to be 20% or 50% or 80% in some sectors?

I think what we really want to think about is, do we want to do anything differently
today, given differential predictions about the future? And I’'m not totally sure. So, in some
sense, we are going to give predictions for others, but we only want to engage in this to the
extent that it’s going to affect how we approach the regulation of this, or restrictions on this,

and things like that.

NATHAN WILSON: That brings up a great point. Glen has suggested that the importance
of new technologies should give antitrust regulators some pause when evaluating transactions.
Are there other opinions about how antitrust and competition authorities in general should
potentially change their thinking, when it comes to firms or actors in what might be considered

the sharing economy?

LIRAN EINAV: | guess the one thing | would say came up in the commissioner’s
presentation, earlier on. | think there are some natural—partly because of different interested

parties—but to impose existing regulation to these new players. And | think one thing that |
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think came up today already is it’s a bit of a new way of doing stuff. And a little bit different way

that markets operate. Different way that products are supplied.

And so it’s completely not obvious to me that we want to grandfather all the regulations
to these new things just to have a level playing field. | think level playing field is a good
principle. But exactly what should be the level playing field, we should in some sense let it play
for a few years, see how things evolve. Have some better idea of maybe how big it is, but,
maybe more important, how exactly it’s going to operate. And try to customize potentially the
new level playing field with new regulations to what the next five years will be, rather than

what the last five years were. So that’s the way | would think about it.

NATHAN WILSON: So while we continue to see how these things evolve, as you suggest,
can we simultaneously look for lessons, perhaps, in parallel or otherwise similar industries, such
as those that also involve two-sided platforms or things of that nature, either on the internet or
off? Are there likely to be good guides there? Or could we potentially go seriously wrong if we

think of that literature as being informative?

GLEN WEYL: | just would push back against what Liran said, which is—like, | mean |
agreed, in terms of how you want to regulate it and some details perhaps you want to wait. But
| actually think it’s wrong to say that uncertainty should lead you to forbearance, as a regulator.
I mean, | actually think that, for example, these mergers that | was talking about earlier. It’s
precisely because of the possibility of the emergence of a very different type of business model
that you don’t want to allow potential future competitors to get swallowed up. | don’t think
that the fact that we don’t understand how this marketplace works or that it’s constantly
changing—and, in fact, maybe, in two or three years, once we get around to regulating it, it will

no longer be as relevant. | mean, that’s one real possibility.

So I’'m not sure we have the luxury of simply saying “We don’t know what’s going on
here. Let’s wait and see.” | think we need to take into account both the dynamic reasons that
we’d want to be more active and the dynamic reasons why we’d like to learn before

intervening.
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NATHAN WILSON: | think that’s a really interesting point. So accepting that perhaps—at
least for the sake of argument—that greater scrutiny might be needed, what are the limiting
factors that folks in my position and others might use to diagnose potentially problematic
incipient competition from things that are sufficiently unrelated that we would not be

concerned?

JOSHUA GANS: | think we’ve got these sort of twin issues. The current threats to
innovation here are all coming from existing incumbents that are backed by government

regulations. And that makes it incredibly difficult to think about antitrust law.

You know, | come from Australia, where, in fact, actually, the governments, in their
operation of at least government-owned businesses, were also required to comply with
antitrust laws. So there was sort of a mechanism there by which you could bring that into the

fold and apply normal antitrust principles. Here, I’'m not so sure how that works.

But even so, in terms of all the prospective stuff that we’ve been talking about—the
uncertainties and the issues—there is a real problem that you face, is that antitrust laws are not
equipped at all to handle prospective enforcement. In any of these mergers that Glen was
talking about, | feel pretty confident in saying that applications of, would this lead to a
substantial lessening of competition and increase in concentration, could not have been applied
there. In each case, you can point to other competitors, other things going on, and not to
mention lack of low entry barriers at the present time. And so how you’d actually structure the

current laws, as at least | understand them, to deal with any of this—it’s just not possible.

GLEN WEYL: [LAUGHING] So | would push back against both of those things. So first I'd
say that, while | agree that antitrust may or may not be the right paradigm to think about these
competition between a national service provider, or a global service provider, and local
government regulators, we have an even older doctrine that allows us to do that—the
Interstate Commerce Clause. The whole original point of the Interstate Commerce Clause,
before it was applied to a lot of things like the antitrust laws, were precisely to deal with the

problem—I mean, this was why it was put into the Constitution, originally. There was worries
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about local governments being captured by local providers and not allowing for competition

across the states.

So, | mean, if you just go back to the original point of many of our basic constitutional
provisions, they were precisely to deal with this sort of circumstance. And | think it’s coming up
now, and it’s something that is just a very natural sphere of action for the federal government,

to ensure that local governments don’t inhibit interstate competition.

And along the second dimension, | think that while it’s true that you can’t use upward
pricing pressure in a simple way to think about a market that’s just a potential three years
down the road, you know, you talk to—I’m at Microsoft, now—you talk to anybody in the tech
industry, and they know that these guys are buying them up because they’re potential
competitors. | mean, the idea that this is not well understood and that this is such an

imponderable—that there’s no way of thinking about it—I mean, it’s just—it’s ridiculous.

You go and you talk to any venture capitalist about, why are you thinking of getting into
this industry? Well, it will potentially be competing with this guy, and they’ll be forced to buy it
up. You have to accept different types of evidence. But the idea that we can’t form a conjecture
that if this guy is going to be successful, he’s going to be successful by competing with this other

guy, | mean, that’s absurd. If you couldn’t do that, no one could ever start a company.

JOSHUA GANS: | mean, | know what you’re saying, in terms of what we think is
plausible, in terms of what’s going on. The evidence that economists normally use in these
antitrust matters—which is not so much direct evidence, but market definition, market-power

assessments, entry barriers—I’m not going to get at that question.
However, | mean, if you find yourself—
GLEN WEYL: Who is this person?

JOSHUA GANS: If you found the CEO of the acquiring companies—you know, the
PowerPoint presentation, and where they’ve signed off that they were taking out a competitor
and they had projections that were going to be—that’d be wonderful. I'm sure the people at

the DOJ would think that’s wonderful. But it just really seems to exist that way. | don’t know.
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GLEN WEYL: Talk to venture capitalists. | mean, they’re finding these things all the time.

They’re thinking about business models—

JOSHUA GANS: If you can get a venture capitalist to testify that that was—I mean, it’s
just—I’'m talking about the practical operation of the law. It just seems like it would be very

difficult to do that.

NATHAN WILSON: Well, | think this is unlikely to be a disagreement that gets resolved
immediately. And rather than continue to fight it out, perhaps we can do that over the break, |

want to take a couple of the questions I've received from the audience for the panelists.

So this one focuses on something you mentioned, Glen, which was the benefits of
services like Uber share, which | think is analogous to Lyft Line, for taking cars off of the road.
So to this workshop, we received comments from Mothers Against Drunk Driving suggesting
that the reduction in cars on the road could lead to safer transportation for all of us. Does
anyone on the panel know if that’s a topic that has been seriously assessed, as of this time, or

its potential to be accurate?

GLEN WEYL: You have to talk to someone more on the technical side than we are. |
mean, I’'m sure that there are people in transportation engineering who’ve thought about this.

But it’s not something economists would have.

NATHAN WILSON: More broadly, is anyone aware of there being analysis or research on
broader community benefits to a richer or less densely utilized sharing economy within a given

area?

CHIARA FARRONATO: I'm sure Uber and these companies are carrying on their own

surveys. But outside of it, | don’t know.

NATHAN WILSON: OK, thank you. | want to turn now to something that you mentioned,
Joshua, which was that platforms such as Uber and Airbnb are among the most regulated
ecosystems in the world. So | think the audience member was struck by the tension of that
statement, vis-a-vis traditional command-and-control regulation in heavier industries. How

should we think about the relative intensity of that?
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JOSHUA GANS: Let me give you an example of where that was coming from. At the
moment, if you are an Uber driver, if you ever received other than a 5 rating, they investigate as
to why that happens—Ilet alone a poor rating. If your average drops below some extremely high

number—4.7 something—you get cut from the system.

Now there are a lot of reasons that can cause you to do that. As a university lecturer, |
know that rating systems of suppliers are imperfect. Simple things can go wrong. And so that’s
a very pressured system. But they’ve setting in those rules, and they’re not disabusing that.

That'’s a fairly public, known thing.

| know it’s very comforting to consumers to perhaps have that power. But it’s also an
issue for suppliers. So that was the reason for my thing. There was a lot of things going on
there. No taxi driver faces that discipline, in terms of their quality. You know, given the whole

licensing system’s supposed to be about quality, that’s kind of amazing.

GLEN WEYL: | completely agree with what Joshua said. And | really think that there are
some aspects that are regulated differently. But just subjectively, my experience on all these
systems has been that there are so many things—that you can have gotten a license 20 years

ago, and since you’ve become a, you know, drunk or whatever.

And who knows who’s monitoring these taxis? | mean, someone has to call in and go
through a complicated process to do a report. Just clicking on your phone, it's so much more
seamless. And they get such higher reporting rates. So | think it’s just a much more powerful

regulatory system.

JOSHUA GANS: Just to emphasize more, you know, | as a parent trust my children to the
Uber system in Toronto. But | wouldn’t trust them to the taxi system. And as a parent of
teenagers, it’s totally changed my experience, in being able to let them go out, and things like

that.

But the reason for that is because | know there’s no privacy. | know exactly where
they’re going where, and who's paying for it, and what the ratings are. And | can identify the
driver, and | can identify the company, and | know | can get action. That’s pretty tough

regulation going on there.
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NATHAN WILSON: All right. Well, | think that just about exhausts the time that we have

for this panel. Thank you all very much for your time and thoughts.
[APPLAUSE]

[SHORT BREAK]
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PANEL 2: MECHANISMS FOR TRUST IN THE SHARING ECONOMY

Panelists:

. Chrysanthos Dellarocas, Professor, Information Systems, Questrom School of Business,
Boston University

. Andrey Fradkin, Postdoctoral Fellow, National Bureau of Economic Research

° Ginger Jin, Professor, Department of Economics, University of Maryland

. Chris Nosko, Assistant Professor of Marketing, Booth School of Business, University of
Chicago

. Steven Salter, VP, Standards and Services, Council of Better Business Bureaus

Moderator:

° Andrew Stivers, Deputy Director, Bureau of Economics, Federal Trade Commission

ANDREW STIVERS: It’s not going to be near enough time to cover everything we’d like to
cover, but we can go ahead and get started. Welcome to panel two—Mechanisms for Trust in
the Sharing Economy. | am Andrew Stivers. I’'m the Deputy Director for Consumer Protection in
the Bureau of Economics at the Federal Trade Commission, and I’'m delighted to have these
panelists here with me today. Each of them is going to give a short presentation covering
different aspects of these kinds of mechanisms, after which we’re going to have a short panel

discussion. And then we’re going to move on to some more general questions.

To start us off, we have Ginger Jin. Ginger is currently a professor in economics at the
University of Maryland, College Park, a research associate for the National Bureau of Economic
Research, and a visiting professor at the Guanghua School of Management at Peking University.
Her research focuses on information asymmetry among economic agents and solutions to
overcome the information problem. During her 15 year research career, she has studied
restaurant food safety, health insurance, prescription drugs, online trading, online reviews, and
many, many other things. And rather than cut into her time, you can read the rest of her
biography. We’re very honored to have her here today, and she’s going to start us off to talk
about what is the problem that we’re really trying to solve in economic terms with these

mechanisms. So Ginger—

GINGER JIN: Thank you so much, Andrew. Thanks so much for including me in this

interesting panel, and also in this very important conference. Since I’'m the first presenter of the
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panel, I'm just going to lay out some foundations for the information problem and solutions we
have seen in the field . And then | will leave details to the rest of the panel. In particular, e-
commerce faces a classical information asymmetry problem that has been there in the regular
market for many, many years—namely, sellers would know more about their own product or

their own services than buyers do.

And we know from a lot of well-known economists and economic textbooks if such an
information asymmetry problem is not addressed, then we could face a very profound
consequence in the marketplace. For example, the buyers may end up overpaying for the
product, or they may end up matching with the wrong sellers. The sellers may be low quality
sellers. There may be high quality sellers. Suppose the buyer cannot tell the low quality ones
from the high quality ones, then whatever the buyer’s willing to pay for such a product, the low
quality sellers would have more incentive to sell for it, because they have a lower cost by
cutting corners. This would generate an equilibrium where sellers are racing to the bottom,
which economists often call an adverse selection problem. To the extreme, such information
asymmetry could even invite outright fraudulent behavior from sellers and lead to a collapse of
the whole market. So this is a classic problem in the traditional market, but | would argue it has
some new meanings in this new sharing economy. So | would categorize this as probably new

wine in an old bottle.

So in early 2001, | started to look at the frenzy on the internet. | was thinking this is the
perfect example of the textbook, classical problem we’ve just seen in the last slide. And |
concluded myself that these markets would not last long because they’re exacerbating the
information problem. It’s one thing to patronize a new store open on the main street. It’s
another thing to trade with a stranger who knows where in the world, anonymous, and without
examining or observing the product he is selling. So at that time | was thinking who will be

brave enough to have such a blind trust in this market?

Well, the history has proven me to be quite wrong in many ways. It’s also probably
highlighted the danger of reading the economic textbooks too much. | guess the reason that
this information asymmetry problem does not stop the sharing economy from prospering is
because the internet also provides a number of new tools to address the problem. It allows us
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to access a much larger market. It allows us to see the buyer experiences of those who have
bought from the same sellers—maybe 10,000 miles away, maybe years ago—but the system
allows us to share those buyer experiences in a very convenient way, and we know that’s not

easy to do in a traditional economy.

It also allows some external quality certification information to be available at our
fingertips. For example, Carfax now allows us to see the repair and accident history of used
cars, which was not available or even not imaginable in the traditional old fashioned way of
trading used cars. So all these, including some ability for us to utilize the social networks—your
friends, your group, your colleagues and so forth—all these tools have been used rigorously by
the new sharing economy platforms. So here | give you a list of some trusted mechanisms we

have seen used in the field.

So for example, first the platform can define who is allowed and who is not allowed on
this platform. It ranges from anyone who has a credit card can log on the platform, or you have
to go through a credit rating check, you have to go through even a criminal record check. And
the second is reputation ratings. This could be user generated or it could be platform
generated. It could be anyone generated, even if that anyone has not used the platform at all. |

guess the other panelists will get into that potential problem.

Many platforms have used some platform guarantee policy; they try to assure buyers
that they are protected. Some of them may even guarantee some performance of their own
money on the platform. They also introduce technical features that will allow you to bring your
friends, your group, into this platform. You can link your whatever listing to your Facebook
posting. You can use external sources. And lastly, the platform may be very vigilant in exposing
resolutions—in dealing with consumer complaints to really weed out the bad apples. So all

these mechanisms have been used by various platforms.

| want to end my presentation by saying that we really see an evolution of these
mechanisms over time. If you look at, say, early 2000, eBay was positioning itself as an
intermediary marketplace only, not an auction house. And there are even lawsuits between

Tiffany and eBay. And Tiffany accused eBay of allowing counterfeit Tiffany products to be sold
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on eBay. But Tiffany lost the suits in both district court and the Second Circuit court. But if you
look at Louis Vuitton’s lawsuits against eBay—Louis Vuitton actually ends up winning the case

raising similar issues in France.

So while the regulators still have diverse views on exactly what role such platforms
should play in the economy, the platforms have moved forward themselves. They have become
more vigilant in using this whole list of trust mechanisms to try to build trust on the platform.

So I’'m going to stop here and allow the other people to talk more in detail.

ANDREW STIVERS: Thank you, Ginger. | think one of the things that, if | can paraphrase
maybe a little bit—and Ginger could tell if I'm wrong—but | think one of things this has
established is that the problem we’re dealing with here is really very closely related to the
problems in information transmission, and information flows and marketplaces that the FTC has
dealt with in consumer protection for a long time. | had some specific questions, but are there

comments by the other panelists?

So one of the questions that | think you lay out here is that you started us with the
beginning of the internet economy, and really thinking about the reputation issues starting at
that point. Is there something different about the sharing platform versus the problems we
were facing 15 years ago in trying to—say there’s some vertically integrated company that’s
trying to sell me a service, | would still have some kind of reputation issue. Is something

different today? And I’d open this to all the panelists.

STEVEN SALTER: Thanks. From my perspective, and we haven’t gotten around to full
introductions yet, but I've been with the Council of Better Business Bureaus for 30 years now.
And 20 years ago from ‘96 to ‘97, we started a program called BBB Online that was intended to
help buyers online sort out reliable businesses. And from that perspective of what we were

looking at then, I'd say there are a lot more similarities now to then as opposed to differences.

But | think that a couple of things have changed. And two that | would just put out,
maybe even as talking points, is that there are far better rating systems now for consumers to
rely on. External sources, and a lot have been talked about already this morning, that provide

customer reviews and feedback in a whole variety of fora. So that’s one difference, | think.
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There’s a lot more third party information available to consumers to help them be smarter

shoppers.

And second, | think we may have sort of a new set of buyers in the marketplace than
existed 18 years ago or so. | think people initially were a little more skeptical about buying
online. Things like privacy policies became prevalent at that time to help address that
skepticism. It feels to me that younger buyers are far less skeptical and much more willing to go
out there and shop and buy online. Maybe it’s age. Maybe it’s a certain naiveté. But it seems to
me that a lot of people are simply more trusting because it’s a more established environment,

whether they should be or not.

CHRYSANTHOS DELLAROCAS: | agree there are a lot of similarities. This is not a new
problem, especially from the trust perspective. There are some second order differences that
the sharing economies are introducing relative to the problem of trust in electronic markets.
The one is that there is more of a symmetrical information-asymmetry issue. Meaning if you
buy, if you sell things—and as Ginger said, the seller knows more than the buyer. And basically
the concern is more uni-directional: that the buyer’s uncertain about the seller. The seller has
fewer things to worry about the buyer. Whereas in the sharing economy, for example if you’re
an Uber driver, the rider has to worry about the quality of their driver; but the driver also has to

worry about the quality of the rider in as much detail as if you are an Airbnb host, right?

The guest worries about the premises quality and the host reliability, but the host also
has very important reasons to worry about what the guest will be like. So | think the
information asymmetry issues are symmetrical. So we need bi-directional trust to be built much
more than in the case of electronic markets. The other related issue is that the downside of

things going wrong is actually much more severe.

If you send your money to a bogus seller, at most, you lose your money. If you get into a
car with a crazy Uber driver, you may lose your life. So | think there are bigger issues there. And

| guess—let me see. | had another thing in my mind, but | forgot about it.

ANDREW STIVERS: Well, maybe you should hold that for a second. Ginger, did you have

any short comments you wanted add to that before we move to the next presentation?
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GINGER JIN: | agree with what Steve and Chris were saying. Probably just to add to what
Steve is saying is, not only do we have a new generation of buyers, we probably also have a
new mindset of sellers. | think initially when the platform came in, say, late 1990 and early
2000s, sellers on eBay and other places are sort of marginal sellers and not in the mainstream.
And now we see Toys“R”Us and other established stores. And they really embrace those online

platforms. So | think that changed the landscape as well.

ANDREW STIVERS: Thank you. So we’re next going to move to—now that we’ve maybe
got some sense of the underlying economic problem that we’re dealing with here—we’re going
to move to a more in depth look at some of the particular review mechanisms that are out
there. And so speaking next is Andrey Fradkin. He’s a postdoctoral fellow in the economics of
digitization at the National Bureau of Economic Research. He’s also a part time data scientist at
Airbnb, and his research interests include the design of online platforms, the economic effects

of digitization, and the economics of labor markets. So Andrey—

ANDREY FRADKIN: All right. So thanks so much for having me here today. Today I'm
going to talk about the role of reviews in peer-to-peer marketplaces, and I’'m going to draw on
my research from the Airbnb platform. Before | get into the details of Airbnb reviews, | just
want to mention what existed before Airbnb, which was Craigslist. And there, people could post
a listing and buyers could see it and they could send messages to that listing asking if it was

available, and whether they could stay there.

But what Craigslist did not do was it did not keep track of the transactions and it did not
have a review system. And therefore, this market—at least in the Airbnb-style transaction—
didn’t work very well. So what Airbnb did was two related things. First of all, it processed the
payments and it held them in escrow until the transaction occurred. And then second of all,
after the transaction occurred, it solicited reviews from both guests and hosts. And so once this
information was available, it was used to help people that came along later to match for the
appropriate guests or hosts. And this made the market really have a lot more information than

the Craigslist market.
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So how do reviews work on Airbnb? There are several pages of questions that people
get asked after a transaction. There’s textual information. This is very kind of personal—you can
see in my slides there’s a photo next to the person leaving their review. Then there are the star
ratings, and there are different categories of those ratings. So the overall rating and things like
the accuracy rating. And those are averaged out. So the individual reviewer is not associated
with a given star rating. So people should be kind of more honest than that. And then lastly,
there are questions which are never shown on the site but are seen either by the Airbnb

platform and/or by the party being reviewed.

So in particular, there’s a question that | used for my research, which is: would you
recommend this listing or would you recommend this guest? And this answer is anonymous and
not linked to you. And so this is a really important question for the review system, because
some incentives that people may have not to reveal all the information about their transaction

should disappear in this case where the other person would not see that.

So the first thing | want to mention is, this review system seems to be working pretty
well just because of the tremendous growth that Airbnb has experienced. So something is

clearly working correctly.

And now I’ll kind of discuss some of my specific research regarding reviews on Airbnb
and experiments that Airbnb has run. So first of all, let’s think about the review rates. So over
70% of people that transact on Airbnb leave reviews. That is a very large coverage. So when you
compare it to sites like TripAdvisor or Expedia, which also have hotel reviews, their share of the
market is probably less than 1% of all stays at those relevant hotels. So we should be really

careful about comparing different review systems.

The second thing—and others have noted this—is that reviews on Airbnb tend to be
positive. So 74% of guest reviews in our sample are five stars overall ratings. So does this
represent an overall positive experience? Well, we can compare it to the anonymous ratings
that are seen only by Airbnb. And in that case, 97% of all guests would recommend the listing
that they stayed at. So it suggests that people are having a good experience overall. Now what

happens in the 3% of the time when people don’t recommend the listing? Well, they typically
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leave a lower than five star rating. So at least on that dimension, the review system seems to be

pretty informative.

Now there are some reasons why the review system might not capture all the relevant
information. One reason might be strategic—if people are afraid of retaliation in the review
system. So if | left a bad review, | might be afraid of being retaliated against. In the middle of
last year, Airbnb changed its review system in order to make that impossible. So it did not show
a given review until the other counter party left a review, or until the time to review had

expired. And so this kind of reduced the strategic incentive.

Secondly, there is a potential social reason why people might not reveal information. So
if | became friends with my hosts, | might not say something mean about them. And we study
this in our research and we show that, while this behavior does exist, it doesn’t seem to be
driving the ratings in any significant way. And then lastly, there’s sorting. So the people that
don’t leave a review might have a worse experience on average than the people that do leave a
review. And Chris is going to talk a lot more about that. So kind of in summary, reviews seem to

work pretty well at getting whether a person had a positive or negative experience.

And there’s still a lot of research and development to be done in how to elicit the right
type of information and how to display it on the site. And | want to emphasize that we just
don’t even have an economic framework yet for evaluating these changes. So as far as kind of

regulation, it’s just way too early, I'd say.

ANDREW STIVERS: Thank you, Andrey. So next, we’re going to hear from Chris Nosko.
Chris Nosko is an assistant professor of marketing at the University of Chicago, Booth School of
Business. His research focuses on the organization of technology and internet markets.
Professor Nosko spent the 2011-2012 year working at eBay in its research labs. While there, he
pursued projects related to pricing in two-sided markets, measuring the effectiveness of paid
search advertisements, understanding repeat buyer purchase behavior, and investigating the

effectiveness of its review system. Chris—

CHRIS NOSKO: So thanks for inviting me to participate here. So everything that I’'m going

to say basically comes out of the time that | spent at eBay working in the labs. And in particular,
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working internally to think about their reputation system and how well it functions. So the key
graph that | want to begin with was the one that we saw when we started looking at the

internal data asking this question of: just what did the review system look like overall?

So Andrey gave the number of 74% five star ratings on Airbnb. Here, you’re looking at
the percent positive ratings that are left for eBay sellers. And what you can see is it’s extremely,
extremely high. So most eBay Sellers look really, really good when you go and visit the site. And
the question we wanted to tackle was: which world are we in—are we in a world where this is a
sign that the reputation system is working incredibly well and that eBay Sellers are being
disciplined by the reputation system, and so we should be very hands off? Or are we in a world
where the reputation system is relatively biased and information is not quite being revealed to

buyers in a way that we would like either as eBay or from a broader economics perspective?

So our approach was to try and rely a lot on the internal data. And the metric that we
ended up coming up with was thinking about long term buyer engagement. And the idea here
was if buyers were really satisfied with their transactions and they were meeting expectations,

then they should want to engage with the platform over and over and over again.

And when you start digging into that, what you see is a substantial number of buyers
seem to be left out and disappear and walk with their feet, sort to speak. So that led us—that
and some other evidence—to start asking the question: what happens if this really is a
positively biased system, and what effect does that have both for the platform and for
economics as a whole? And here’s where | think we frankly have been a little bit lazy as
economists, because when you look at the literature that people have written about this,
people say, “well look at eBay. Look how well eBay is doing. And could eBay exist without a

well-functioning reputation system?”

And to a certain extent, | think that’s right. But to a certain extent, | also think that’s
asking the wrong question. Because the right question should be: how close are we to solving
the information asymmetry problem as a whole? And that’s where | think it gets really

interesting. | think the two crucial questions we want to ask ourselves are: can platforms
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improve the long term experiences of their buyers either by trying to build a reputation system

that reveals more information, or by actively intervening in the market?

And | think that latter point is something that eBay has been doing over and over again.
And | think it seems to be the direction that platforms are going. The second and | think most
important point from an economics perspective is: what incentives do platforms have to reveal
this information, and are we stuck in an equilibrium where platforms don’t actually want to
move away from them? And | think to Andrey’s point, this is a situation that we just don’t have
nearly enough research on. And | think the open question is: what are the incentives of the

platform to actually create reputation measures that reveal everything to the buyers?

ANDREW STIVERS: Thank you, Chris. So | think there are two questions that | would like
to have answered before | want to turn this over to the panelists. So given some of the biases
you folks have talked about—first of all—do consumers actually pay attention to these ratings?
And second of all, are they effective in terms of matching buyers to high quality sellers, and

providing some quality discipline?

CHRIS NOSKO: So | think there is a lot of research that shows that the answer is yes to
that, and that reviews, for instance, seem to matter in terms of the price that an item will clear
at on auction. So higher reviewed sellers get higher prices. And Ginger’s done some work on
this, so she could speak to that. | think what | would really push back on or ask a question about
is: which buyers and who is paying attention in these particular situations? And | think that it’s
clear that there are a bunch of eBay buyers that really know what they’re doing and know how

to evaluate the review system, and know how to “unbias” the reviews as they’re given.

The question is for all the buyers that are perhaps a little bit less informed who show up
and think, wow, this 98% looks really, really good. And | think that heterogeneity is one of the

things that masks some of the issues that go into thinking about the platform.

ANDREY FRADKIN: So the other thing that | want to mention is that we oftentimes think
about reviews as a vertical thing, where it’s good or bad. But in a lot of these markets, and
especially the newer peer-to-peer markets like Airbnb, people have heterogeneous

preferences. So the reviews should try to get as much of that heterogeneity out as possible. |
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think for the good or the bad, many of the other things that platforms do to enforce who is
allowed to participate or not also play a really important role. And for the heterogeneity,
reading the text of the reviews also is very informative for the user. But | would say that the

research—we have some research on this—but we need more.

GINGER JIN: | would like to add a few things. One is that consumers definitely look at the
reviews. But they do not necessarily look at every word entered in every review. So there has
been research showing that people are much more responsive to the aggregated rating than to
a particular distribution of ratings or to particular text in the rating. And the second is, actually
as a consumer, you may not know that you actually do not necessarily see all the reviews
posted. For example, Yelp has an algorithm to filter out the reviews that they think are
potentially fake. So some research has shown that the filtered reviews probably account for

16% of all reviews Yelp received.

And | didn’t know that number until | started to do research about Yelp reviews. And
that’s kind of a surprise to me. As a consumer, | think it's amazing that the review system
evolved in such a way that it sort of support peoples’ consumption choices and so forth. But on
the other hand, I still believe they’re tons of things that we don’t know about review systems

yet, especially in a very fast moving pace.

CHRYSANTHOS DELLAROCAS: Research shows that some consumers pay attention to
pretty much every aspect of the review system. Meaning that, for example, there’s research
that has shown that specific words on the text of reviews correlate positively or negativity with
prices that sellers can obtain for similar items. This doesn’t mean that everybody sees them. It
means that some people pay attention to the extent that they make a statistically significant

difference.

We also have a research that shows that reviews from identified reviewers carry more
weight than those from anonymous reviewers. We have research that shows that reviews from
reviewers who have been rated positively by other readers has been useful. They also carry

more weight in terms of their sales and prices. So pretty much every aspect of the currently
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pretty elaborate mechanism seem to be making statistically significant differences in buyers’

choices.

Now, does this affect everybody? I’'m not sure. But there’s also the question of learning.
In every new market, there’s a learning curve. You enter the market; you’re naive. But | like to
think that very quickly you understand the rules of the game, and you’re able to make

reasonably good decisions.

ANDREW STIVERS: So it seems like one of the things that we’re doing here is relying on
kind of the expert buyer model that we do in some other situations where we rely on the idea
that maybe somebody else is vetting these people or these sellers. And so | don’t need to write
a review, or | don’t need to engage too strongly in the system. It does seem like you guys are
suggesting that only a small fraction of folks are actually writing substantial reviews. Or am |

mistaken in that?

CHRIS NOSKO: | would disagree with that. | think on eBay the percentage of people
leaving reviews is between 60% and 70%. | think what Andrey was bringing up—I think that is
not an unbiased sample. And in particular | think what’s really going on is people who have bad
experiences are disproportionately not leaving reviews. But to a certain extent | think that, at
least on eBay, there is this sense of engaging with the platform in a relatively deep way,

especially for buyers have been around for a long period of time.

GINGER JIN: Well | would add that this is probably heterogeneous across platforms—in
platforms such as Yelp. And we do see a skewed distribution in terms of how many reviews
each reviewer enters into this system and how many restaurants and other services—this what
they call the “elite” reviewer has covered. And that’s quite a skewed distribution. As much as |
believe that the rating of raters could help the system, | would also want to be cautious of that,
as there has been literature talking about information cascade. If a rater cares about their own
reputation in the rating system, they may end up not speaking out of their own mind but try to
cater to the audience. And to what extent that would drive a danger of information cascade so

that we sort of actually deviate more from the truth, | think that’s still an open question.
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ANDREW STIVERS: So next we’re going to hear from Chrysanthos Dellarocas. Professor
Dellarocas is a professor of information systems at Boston University’s Questrom School of
Business and director of the university’s Digital Learning Initiative. His research focuses on
online reputation, online word of mouth, and social media. Other interests include collective

intelligence, online advertising, and economics of media industry. Professor Dellarocas—

CHRYSANTHOS DELLAROCAS: So the design of online reputation systems is not a new
question. There is a body of literature and practical evidence that dates pretty much since the
year 2000, when the system started to appear in the context of eBay and other early stage
electronic markets. So for the most part, those systems seem to be working reasonably well—at
least well enough to enable those markets to exist and to grow. But of course, over the years
there’s been a lot of research that has identified several of the weaknesses, of the challenges,

and also there have been several design suggestions for alleviating some of these problems.

So | have five minutes, and | will try to give you a grand tour of those 15 years of
research, some of which has been mentioned by the previous panelists. One of the issues that
was a bit of a concern in the early 2000s was this whole business of fickle online identities. On
the internet, nobody knows that you’re a dog—that kind of business. And it has been shown

that online reputation systems are basically susceptible to that.

So they really cannot function if people can just get in and out and change identities. But
that’s not really a big issue, especially in the sharing economy. Because | think in the context of
what we’re talking about today, pretty much all the parts of the market have to be identified,

and | think we’re pretty comfortable with that. So that’s not really a practical concern anymore.

And then there’s been all this story about various kinds of reporting biases. Reporting
biases arise for a number of reasons. First of all, we’re more likely to engage with products and
suppliers who already have good ratings and we’re more likely to give them good ratings in
return, because they are the best, most likely. So that’s one reason why there’s a bias towards
positive ratings. And also the other bias—which is also through an offline word of mouth—we
are more inclined to speak up if we have extreme experiences than if we have average

experiences.
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So as a result, most systems have a skewed distribution of ratings, which is actually
skewed positively for the most part. What can you do about that? Well, one thing you can do is
to report percentiles as opposed to raw scores. This can alleviate a little bit the extent to which
things seem skewed. The other thing which | think Chris has also mentioned in his paper is to
also report to the percentage of silent transactions; the percentage of transactions where
people did not report feedback is informative. And that’s something that one can also report in

the system.

And | guess perhaps the most robust solution is to not just rely on numbers—to rely on
text reviews. We have evidence that people are reading the reviews. They're reading between
the lines. And those can be much more nuanced and informative than just the numbers. Then
there are other reciprocity biases we have discussed. If both parties rate one another, there can
be this hold up problem where people are afraid to say anything negative. And this is becoming
more of an issue in the sharing economy, as | mentioned before, because both parties are risky

to one another—much more than in commercial transactions.

So what can you do? Well, if rating one party is much more important than the other,
you can basically just allow one party and do away with reciprocal ratings. But that’s not really a
very good solution in the sharing economy. Then you can do things like what Airbnb did—

simultaneously publish the ratings, so to reduce the mutual threat.

Again, you can report silent transactions because that’s also informative. If the market
starts penalizing parties for not receiving feedback, then this can actually help maybe put things
into some more perspective. And then of course there’s the issue of fake or unfair ratings—
people rating themselves or bashing their competitors; or people just posting frivolous ratings.

And this is a pretty tricky problem. But there are several solutions to that.

So for example, platforms can only allow verified customers to post ratings. So this
makes it difficult for someone to just go and post 100 ratings. If you have to transact, just
introduce a cost. Of course, you can have a fake transaction, but it’s still more costly than just

going on the internet and just posting a couple of sentences. The other thing is there’s a
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system, as | mentioned, whereby readers can rate the raters and they can rate the quality or

usefulness of reviews. And this is actually working.

My research has shown that reviews which have been rated as useful by readersin a
commercial context, they actually correlate with fewer product returns, which is one metric of
making a good or a bad decision. So there are algorithms that can detect dubious ratings. And
of course, there is, as a last resort, the possibility to have some sort of dispute resolution in

cases where there are blatantly unfair ratings.

Then you have the issue of the cold start. How do you gain trust if you have no profile,
you want to enter a market—who’s going to trust you? How do you basically get through the
initial phase of gaining trust? This can be solved by resorting to an alternative mechanism as
help. So doing background checks on new members, | think it’s a good idea, especially in
settings where one crazy driver or one crazy host can totally wreck the platform. And | think

that’s a good thing.

Theoretically, you can require new members to post a bond. You can use escrow
services until somebody has established themselves. But more practically what’s happening is
newcomers have to offer great service at very low prices until they build a reputation that
allows them to be normal members of the community. And then there is the so-called end
game or reputation milking problem, which is somebody builds a good reputation and then
they can try to milk it. Or when they want to exit the market, then they cheat a few times and

then they exit gracefully and take a one way ticket to Brazil or something like that.

So again, one way to the fight the milking of reputation question is to discount all their
ratings. So basically you don’t allow anybody to rest on their past laurels, so you always have
them have to try hard to maintain their good rating. But really the end game problem is
something that really cannot be solved very easily by reputation alone. And that’s where

platform guarantees or dispute resolution or some alternative mechanisms can play a role.

Hopefully those will be exercised very infrequently. So that was my little more than five
minute overview of reputation system design challenges. And just a very quick end note, maybe

as a bridge to the next panelist: we talked about reputation systems as being embedded in
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platforms, and that’s what Airbnb, eBay, and Amazon have. But perhaps you also understand
that there are some standalone reputation systems that are not affiliated with a platform—
they’re not affiliated actually with a market, maybe because these are platforms as well—like
TripAdvisor or Yelp. And there’s also an interesting distinction between consumer generated
feedback and expert generated feedback, which is what Consumer Reports or scene interviews

or the Better Business Bureau are mostly engaged in.

ANDREW STIVERS: Good. Thank you, Chris. So | think one of the questions that I'd ask
here—we’ve been talking about reputation mechanisms bundled with the platform. So there
are two things going on here. There’s a market-making matching, which of course relies on the
reputation. But really we can think about these two as potentially separate, mechanisms. And
I’d open this all the panelists. Do you see this as a necessary relationship? Is this something that
we’re going to see going forward? Is there any opportunity to break these off? And | think going
back to the first panel, are there then competition issues that we should be worried about

there?
CHRYSANTHOS DELLAROCAS: | can comment.
ANDREW STIVERS: Sure.

CHRYSANTHOS DELLAROCAS: So in principle, it is advantageous to have reputation
systems embedded in the platform because as | mentioned, reputation alone has certain
weaknesses. So reputation has to be supplemented by the platform guarantees, background
checks, some form of dispute resolution mechanisms, and maybe some way of ascertaining that
somebody who posts feedback has actually transacted. And it’s much easier to do this if the

system is embedded inside the platform.

On the flip side, having a reputation system embedded inside the platform raises some
potential conflict of interest issues. | would agree with Chris that we haven’t fully researched
those issues. That’s a very interesting area where we need some more research. One issue is
reputation is both a trust building mechanism, but it’s also an incentive to stay in the platform.

It is greater switching costs; it’s a lock-in mechanism.
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Let me just give you an idea of where this might play out. So eBay, for example,
traditionally the mechanism has a reputation score, which is basically the sum of all of your
transactions throughout your entire lifetime. And this score has this property that is: the longer
you stay in the platform, the higher the score. So it kind of gives you an incentive to stay in the

platform. If you go to another platform, then you start from zero.

However the optimal reputation mechanism has to discount the past, because if you
just let somebody accumulate score, it’s very difficult to detect if somebody has declined in
quality. So eBay has this potential conflict of interest: well, if | change my reputation
mechanism and basically just only show someone’s six months or last year of score, then this
reduces the lock-in that | have on them. This is an area where you have a simple case where

optimal design and incentives for the platform can be in conflict.

| guess the other potential conflict of interest, which is actually much more complicated
and | have to say that we need to research it, is this idea that platforms—they have an incentive
to make it seem that things are kind of better than they are. A little better, so that there are
fewer dissatisfied customers, that fewer transactions would go bad. There is this conflict of how

much information do you reveal. | think Chris touched upon that.

So if we can resolve those conflicts of interest, then | would think that the embedding

them into the platform has advantages. But those conflicts of interest exist.

ANDREW STIVERS: If we have a couple more brief comments on that and then we’ll go

to Steve.

GINGER JIN: Yeah. | would add on Chris’ comments that the bundling or de-bundling of
the matching function and the review function probably also depends on the availability of
third party websites that provide such information. So we have seen people have a reputation
on Yelp. a reputation on eBay, and a reputation on Amazon. To some extent, there’s got to be
some economic efficiencies to aggregating that information together and have a more

comprehensive picture of what you look like in the whole world of e-commerce.

Every individual platform may not have the incentive to really collect all that

information and get it onto one platform. So that’s probably what the third party certification
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website could do. And we are already seeing a rise of such websites. | guess it depends on how
that would evolve. This may redefine the pros and cons of having the review system inside a

platform.

ANDREW STIVERS: So | want to come back to this. Because it’s an interesting question.
But that provides me with a really great segue to our final panelist. Steve Salter is vice president
of standards and services at the Council of Better Business Bureaus, a nonprofit organization
serving the needs of 112 Better Business Bureau organizations across North America. Steve
manages Better Business Bureau customer service and evaluation, and is involved in policy
development focusing on BBB programs and standards. Steve helped create the BBB online
trust mark program in the mid-"90s and has worked for 10 years in CBBB’s dispute resolution

division prior to that. Steve—

STEVEN SALTER: Well, thanks. So a disclaimer—out of the 10, 11 people who have sat on

this stage today, I'm the first non-economist.
[LAUGHTER]

That doesn’t mean | don’t have any data at all for you. So this problem of information
asymmetry is the core problem that BBB has been trying to address since its inception, which
was 103 years ago. When you start work at the Better Business Bureau, you get a little booklet
like this that says BBB history and traditions. And the very first thing you read is a quote from
Cicero 2000 years ago to his son Marcus that says, “All things should be laid bare so that the
buyer may not be in any way ignorant of anything the seller knows.” And that is the major

concern of Better Business Bureaus from their inception until today.

So the outcome of the effort, though, to balance information asymmetry—the hoped
for outcome is to build trust. If you balance and level that playing field, you should build trust.
And that is the mission of the BBB today. So we are one of those third party sites that’s looking
to advance trust in the marketplace. And | just want to touch on some of the ways that we do

it, and later I'm sure we can talk about different systems.

The first thing | have to mention is that we accredit businesses that meet certain sets of

standards. About 380,000 businesses across North America have met a set of standards that go
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well beyond BBB rating that we’ll come to in a minute. We do background checks. We validate
the histories of the individuals involved. We require companies to commit to resolve disputes
that may arise in the future and to be responsive to customer complaints. There’s a whole code
of business practices to which we hold these accredited businesses. That’s sort of the highest
level. | mention it because it’s the highest level, and | think almost everybody’s heard of the
Better Business Bureau. In my experience, not everybody really understands what we do. So I'm
trying to lay that out a little bit here. And | start by mentioning accreditation as an important

feature. We also accredit charities, by the way.

But beyond that then, the second point is that we do rate businesses. We really rate
them primarily based on the complaints that we receive about them in the marketplace. And
last year BBBs received about 865,000 complaints against all types of businesses. It doesn’t
matter whether you’re accredited or not. We'll process and try to help resolve disputes against
any business on which we have a record. Our rating system looks primarily at complaints but
also considers the responsiveness of the business to those complaints—whether they resolve
them or not. But we also look at external factors like proper licensing, and the presence of

government actions taken against the business.

We do our own proactive review of advertising. The core mission of the BBB is to insure
honest advertising in the marketplace, both online and offline. We factor that into a company’s
rating. That rating is on an A+ to F scale—so different from accreditation. Every Business Review
that we post—and there are about 4.7 million business reviews on BBB websites, BBB.org—we
try to rate that business. If we don’t have enough information or we lack certain key fields, we
will give them an NR—not rated. So that rating of the business incorporates a lot of what we

do.

The next big point that | think is important—I don’t how many of you might be
regulators yourselves, or might be media who look for background information on businesses.
That's really what we are: an information service provider. We provide information on
businesses, both online and offline. So all those 865,000 plus complaints that we receive every
year, we publish. We publish the text of the consumer’s complaint. We publish the text of the
businesses response. And then any final back-and-forth between the parties as well. If | had to

72



point to a single source of useful information on how a business resolves problems and where

you can really drill down and see the reputation, | would point to that.

Read through some of those complaints and the way businesses respond and handle
them, and you’ll get a good feel for why they’re rated the way they’re rated. We also now
process customer reviews—different from complaints, because they can be positive, neutral, or
negative. We face the challenges that the platforms face in weeding out fake reviews.
Everybody faces that: Yelp, whoever. We take some extra steps in verifying that a customer is a
customer of the business, that they’ve had an actual marketplace transaction with that
business. We don’t publish those reviews right away upon receipt. We send them to the
business with the customer name saying these folks said they did business with you on this date

and this was the transaction they had. Will you verify that?

If there’s a dispute about whether it’s an actual customer not, we will mediate before
we post anything. Before we even do that, we send an email back to the alleged customer
requiring them to validate their email address to make sure that there’s really somebody there.
We actually lose about a third of all customer reviews right at that point. So we take some extra
steps that slow our process down but we think are worth it in terms of validating the actual

marketplace interactions.

So those are some of the things we do. We’re a third party mechanism. Of course, we
report on the very peer-to-peer platforms that we’ve been discussing today. We take
complaints against Uber and eBay and Airbnb. We publish those complaints. We give them a
rating just like anybody else. If you look at them—and again, you can just Google BBB review
Airbnb, or Uber or whatever—you’ll see a rating. A word of caution about that rating—the BBB
rating is really most about not just the experience that a customer might have with that
platform, but with how that platform results complaints that arise after the fact. It’s a little bit

of a difference there, and | would just flag that for your attention.

| think that’s enough. | would mention that we already partner with the FTC in the
Consumer Sentinel database. We feed the complaints that we receive to the FTC. | think we’re

the single largest provider of complaints that get fed into the Consumer Sentinel database. So
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we work with regulators and law enforcement regularly. But like everybody else, too, we're

moving and adjusting in this new marketplace. We’re changing the way we offer the rating.

In fact, just this week our management committee approved—we’ve been starting to
develop a star system of our own in addition to that letter grade rating. So now we’ll have a five
star system that’s based partially on the BBB rating—the expert rating if you will—and partially
on customer reviews. 2/3rds, 1/3rd. So we’re moving and evolving. But most of all, we hope to

be a resource and an information provider to both regulators and consumers. Thanks.

ANDREW STIVERS: Thanks, Steve. So | think it’s really important that we think about
how what BBB is offering intersects with what the platforms are offering. And it, | think,
touches on a point that Chris Nosko raised earlier, which is about the active intervention on the
part of the platform in terms of dispute resolution. So it sounds like the roll that BBB is trying to
play is to ask, once we have these reviews—we have some potential problems revealed—how
does the platform deal with that? Chris, you had suggested that you think this is a really
important part of what the platforms do. Again, is this a crucial part that we have, or can we

just rely on these reviews and how consumers respond to the reviews?

CHRIS NOSKO: | think part of the evidence is that platforms have been moving more and
more towards using these sorts of mechanisms. And you see the newer platforms, like Uber,
actively intervening in ways that eBay certainly didn’t do in the early days. And just to think
about the eBay context for a second, there are some interesting things going on. So, first of all
there’s what Ginger was touching on. There are some of the obvious things, like if you get
defrauded on eBay, you can file a complaint. And | think that’s one sort of thing that platforms

are intervening on.

But | think the more interesting side of this is actually things that don’t require effort
from the consumer at all. So for instance, how do we match buyers and sellers together without
them even knowing that that’s what’s going on behind the scenes, because we know something
about the buyer preferences and the seller preferences? And not to be like a proponent of
machine learning solving all problems, but it is one of those things where oftentimes the

platform knows a lot about buyers.
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So just as a simple metric, you could say that a new buyer coming to eBay maybe should
be treated very differently than an experienced buyer because they don’t have the same sort of
a set of knowledge that someone who’s been transmitting on the platform for while does. |
think there’s a lot of scope for behind the scenes matching of these things that would really
perhaps move us in the right direction—away from reputation systems and toward more active

matching of these things.

ANDREW STIVERS: Thanks. So before we move on, | do want to remind folks that we do
have comment cards, or question cards. If you have questions, please do fill those out. We
won’t necessarily get a chance to review them here today given the limited time. But we do
look at those quite seriously, and it becomes part of what we consider in terms of the overall

impact to the workshop. So again, if you have questions, please do ask them.

So we’re going to circle back to Ginger briefly to talk about some of these other
mechanisms and widen the picture a little bit to think about: what is the ecosystem in which
these particular kind of review mechanisms that we talked about for eBay and Airbnb operate?

And the BBB website is an example of that. So if we could pass the clicker back down this way.

GINGER JIN: Thank you. So talking about what the platform can do proactively, one
popular tool is the so-called “platform guarantee.” You can consider this as sort of an insurance
system that the platforms offer to their users. Like a reputation system, it has its own pros and
cons. So on the pro side, it shifts the risk from buyers to the platform, or away from whoever
will suffer from the information problem. And this shift of risk could be complete or it could be
partial. To the extent that it shifts the risk, then it may enhance buyer willingness to use the
platform. It may increase their willingness to pay for the products or services sold on the

platform, which will be helpful for the platform as well.

And also as Professor Dellarocas has mentioned, the platform guarantee could actually
be a complement to a reputation system. For example, if you start a platform and rely on the
reputation system, it will take a while for everybody to accumulate some ratings before
consumers can actually tell who has a good reputation and who does not have a good

reputation. But the platform guarantee can enhance people’s trust from day one, so that could
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be a compliment. On the other side, it could also be a compliment in the sense that sellers who
have accumulated a large reputation may have incentive to milk the repetition and leave, and
in those cases, they could intentionally try to cheat a lot of buyers. And because they want to
milk their reputation, they don’t care how their reputation would go down from there. The
platform guarantee would probably be a better situation to deal with that problem, because
the platform will always be there. And consumers can engage the platform and the platform is
on the hook by either reimbursing the buyers or giving other compensation to the buyers. So in

that sense, it probably could work better than the reputation system in that particular example.

However, there are also some cons in using the platform guarantee. The first is, while
you’re shifting the risk from the buyer to the platform—we have to ask the question, why the
buyers would trust the platform more than individual sellers? We know this marketplace is still
in flux and many platforms may not exist sometime down the road. So | think it’s still an open

guestion of why the buyers would trust the platform more.

And also the platform may have conflicting interests here. Maybe this platform
guarantee would just be a tool for them to expand quickly, rather than to provide a better
incentive for due diligence in weeding out the bad ones. So | think how that plays out depends
on how much trust buyers are willing to put in the platform guarantee. Another downside of
platform guarantee is it’s just like any insurance policy: it transforms the problem of using your
own money to using somebody else’s money. And that would open doors for users to take

advantage of the system.

And on the seller side—and for example, the seller now thinks the buyer trusts the
platform more or trusts the seller more—they could charge a higher price. And that could be
not welcomed by the buyers. Or the sellers now can engage in strategic default, because the
consequence of that default will be covered by the platform. And in the complicated model, we
have reason to address the eBay equivalent website in China. We see a possibility that this
platform guarantee actually would attract some strategic sellers to enter, because the buyers
now trust the platform and the low quality sellers may have more incentive to enter the

platform, which undermines the potential value of the platform guarantee.
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On the buyer side, we could also have this strategic problem that maybe the buyers of
would over-claim: that even if I'm not cheated, | could seek some extra money from the
platform and guarantee the buyers may become more careless in transactions. Now that
they’re insured by the platform, they’re less vigilant in checking out the reputation system, for
example. And in the extreme case, you could even have buyers and seller collude to defraud

the platform, as we have seen with other insurance complications.

And all of these could add some financial and labor costs to the platform. So it gets back
to the incentive of how platforms would have full ability or full willingness to use the platform

guarantee. So | will stop here.

ANDREW STIVERS: Thank you. So are there other pieces of this reputation system that
we should be considering here? And the follow up question to that is: to what extent can we

rely on the incentives of the platform providers to provide these things?

ANDREY FRADKIN: So one thing | want to mention is just the complementarity between
scale and all of these actions. So for example, if you’re a large platform and you observe a large
number of customer service complaints, then you can build a model and you can predict which
types of buyers and sellers are likely to cause issues, and you can use that in order to improve
the platform in a variety of ways. And this kind of goes back a little bit to the question of: what
is new now? | think the tools are there and the scale is there now to use these machine learning

solutions in a way that wasn’t possible 15 years ago.

CHRYSANTHOS DELLAROCAS: Whether the platform has an incentive to have a
reasonably well functioning reputation system or arsenal of trust building mechanism? Yes,
definitely. What we’re not sure is whether they have the incentive to make it optimal for the
buyers—whether the solution that is optimal for the platform is also the optimal solution for
social planner. But | think that if there’s a disparity, it would be a second order effect. Definitely

it’s a great area for research.

For the most, those systems have worked without them. There cannot be markets

without trust. As the first panel has pointed out several times, the fact that those markets exist
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and they grow exponentially is a testament to the fact that those systems seem to be doing

reasonably good work, at least with respect to building an adequate level of trust.
ANDREW STIVERS: Would folks agree that that’s a second order issue?

CHRIS NOSKO: So | think it obviously it depends on how you define second order. | think
one of the things that reputation mechanisms do perhaps very well is weed out the particularly
egregious situations—the real bad situations on eBay where you actually have fraudulent
sellers. And | think once you start dropping pretty low in the rating schemes, you’re not going to
be able to survive on eBay. So there’s a strong incentive both from the reputation side and from

the dispute resolution side to weed out the really, really bad behavior.

| think the interesting question is: what about those mediocre transactions, or the
transactions that are right on the border—where you’re not getting great service, but you're
not getting really, really poor service either? Now, to the extent that you want to lump all those
into the second order claim, | would agree with that. To the extent that you think that those are

important for the platform, | think you have to start examining the situation very closely.

And | think that comes back to this question of: what exactly should we be doing from a
regulatory standpoint? If your harm function is really about trying to weed out the really bad
transactions and the really bad actors, then reputation systems probably do a really good job of
that. If you’re trying to sort of maximize social welfare, then | think it’s a much more
complicated problem. And | think it comes down to this question of: how many transactions do

you have that are on the fence or on the border between being mediocre versus really bad?

GINGER JIN: | want to add that the incentive for the platform to really build trust
probably depends on the extent to which the users or the public know the problem there and
are willing to tolerate it. And this probably relates back to the information policy of the
platform. If they do not review all information, to what extent is that known by the users? Are
we sort of looking at a picture that is too rosy to be true, given the information from the
platform? So that would be related to the conflict of interest facing the platform, as well as the

competition in the field that could push either on the information side or the other policy side.
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ANDREY FRADKIN: Just one more follow-up point. | think this is a very theoretical
discussion, like: what are the incentives of the platform? But when you’re actually thinking
about how to design a platform, you have many possible ways to use your data scientists and
product designers and whatnot. And whether making marginal improvements to the reputation
system or to other aspects of the platform, how do you make that choice? What is more
valuable to the platform—to spend your time running experiments on the reputation system,
or improving search, or doing other stuff? And I think that’s a much more relevant trade-off for

platforms rather than this devious strategic choice about who you benefit.

STEVEN SALTER: You can think of BBB as a platform—as | mentioned, we have these
380,000 accredited businesses. We know they’ve been vetted and we believe they’'ve met a set
of standards. We have an incentive to keep that pool clean, if you will, just as the platforms
have an incentive to keep their own pools clean. For years, Better Business Bureaus have had
the practice of expelling those accredited businesses who fail to meet standards. They’ve lost
their license. They’ve become non-responsive to complaints. They develop a pattern of

complaints and they don’t address it. There are a variety of reasons.

Not only do we expel them from accreditation, but we publicize that. Typically, BBBs will
list in their newsletters each month: these are the companies that were kicked out the BBB this
month, and here’s why. If platforms did that, it seems a bit counter intuitive like it’s bad news,
but it’s actually positive to say: “we’re keeping an eye on things. We’re weeding out bad
actors.” And it might actually enhance the reputation of the platforms if they did something like

that.

ANDREW STIVERS: So in the first panel, | think it was Professor Gans had suggested that
the reputation mechanisms of some of these platforms actually are a harsher market correction
on quality than some of the more traditional command and control regulatory structures.

Would you guys agree with that? Are there comments on it?

CHRIS NOSKO: I think it’s all over the board. | think if you look at the platform like
Taobao, | would disagree with that pretty strongly. | think that there’s a wide variance in terms

of the amount of effort that these platforms are putting into the actual regulation. And | think
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one sort of interesting question we haven’t touched on is: to what extent do consumers see the
platform as a whole as something that is an entity into itself, or the individual sellers as being
the prime actors here? And | think that if you think about a situation like Uber, which I think is
at one end of the spectrum, if you have a bad experience with an Uber driver, you’re going to
think about Uber as a platform as a whole. If you have a bad experience on Taobao, maybe you
just say that particular seller was a bad apple, so I'll keep going to Taobao. And to the extent
that these platforms are actually implementing these regulations, | think that’s one important

component to think about in terms of how consumers view these things overall.

STEVEN SALTER: | would just add, | certainly think that the platforms have a greater

incentive than regulators to get it right. It’s their business.
ANDREW STIVERS: Is that a comment Chris, or—
CHRIS NOSKO: Just a smile.
[LAUGHTER]

ANDREW STIVERS: So there’s been some suggestion that some of the benefits of the
sharing economy go beyond the market. Is there any sense that participation in these kinds of
reviews and back and forth, and then having these individual transactions, has any greater
impact on the market, on trust in the market, on how these things are going to evolve? Or is
that way too open ended? This is a question from the audience, by the way—or a paraphrase

thereof.
CHRIS NOSKO: I didn’t understand the question.

ANDREW STIVERS: People think there’s a greater benefit to building trust from sharing
economy issues. You have people coming together to share the spare capital they have lying

around, and it then becomes useful to other people, maybe at a lower price.

GINGER JIN: | think much research has to be done to understand why people are willing
to share. From the economic point of view, | guess we couldn’t justify why so many people are
willing to spend their precious time entering all kinds of reviews on the platform, even for a

transaction they probably will never come back to in their whole life. | think much more
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research needs to be done to understand the incentive of that sharing before we can answer

that question.

CHRIS NOSKO: There’s sort of an obvious difference here as well, which is that within
the sharing economy, you have a wide variance in terms of the quality of the sellers or the Uber
drivers and what they’re doing. So just anybody can show up and sell something—you’ve
lowered the barriers to entry, which means you’re going to get a distribution of quality that’s
going to look very different than if you have a centralized firm that actually has control over
what’s going on here. And | think that in and of itself probably gives platforms a larger incentive
and makes it more crucial for them to sort of put these reputation mechanisms in place,

relative to other types of businesses.

ANDREW STIVERS: So we just have a few more minutes left to us. Are there any final
comments—any points that you folks wanted to make that perhaps we didn’t get to earlier on?
One of the issues that we had talked about in some of the primary discussions before the panel
was issues of litigation. So Chris, | think maybe you were going to talk a little bit about that? Or

did you have some points you wanted to make?

CHRYSANTHOS DELLAROCAS: Sure. | have some very brief comments. What about
litigation or alternative dispute resolution as a mechanism? What are these mechanisms? |
think it’s a room full of lawyers, probably, so | don’t need to tell you what they are. But basically
it boils down to either party trying to recover damages ex-post, following an unsatisfactory
transaction. The tricky thing is that those mechanisms involve a costly and, at the end of the
day, imprecise discovery and adjudication process, which means that they are impractical to

engage in except to when the expected damages are going to be high.

So you’re not going to engage in a dispute resolution if you bought a $5.00 trinket from
eBay and you never received it. Also, they’re pretty resource intensive for all parties—for both
parties who transact, and for the platform, and they do not scale. So my take on those
mechanisms is that they are good to have—like guarantees, they’re good to have as an add on,
infrequently exercised option to take care of situations where everything else fails. And they

have to be structured in a way that they’re not exercised frequently.
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So perhaps you could use them in situations where you have irrational parties. We all
know reputation doesn’t work if people are irrational. Or when you have the end game where
somebody just treats a few people and then exits the platform. In those cases, you might have
to resort to them. But those things don’t scale. They’re not going to solve the problem in the

large scale.

ANDREW STIVERS: Well, thank you very much. We are out of time. | want to thank all of

our panels for participating. And | will turn this over to the next speaker. Thank you.

[APPLAUSE]
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POLICY FRAMING PRESENTATION: PLATFORM POWER, REPUTATION AND REGULATION
o Arun Sundararajan, Professor, Information, Operations and Management Sciences,
Stern School of Business, New York University
JULIE GOSHORN: Just briefly so | don’t eat into his time, it’s my privilege right now to
introduce NYU Professor Arun Sundararajan to help us bridge between this morning’s
discussions and this afternoon’s sessions. Arun is a thought leader on the sharing economy and
its issues, and will sit on a panel a little bit later this afternoon. Right now, though, he’s going to
give us a short presentation that will frame this afternoon’s discussions within the context of

the issues that we’ve all heard about this morning. So, with no further ado, Arun.

ARUN SUNDARARAJAN: Thank you, Julie, for that generous introduction. My name is
Arun Sundararajan. I'm a professor at New York University. I’'m very interested in the sharing
economy, I've been thinking about it a lot over the last three years, and so I'm delighted to be
here and participate in this discussion. Thank you for putting together such a fabulous program.
| know that you’ve already had an overview of the sharing economy this morning from Liran, so
| won’t dwell too much on how much variety and the scope of its impact on different sectors of
the economy. But | will point out that we’ve expanded well beyond Airbnb, and TaskRabbit, and
Uber, and Lift. Even the diversified labor platforms like TaskRabbit and Handy and HomelJoy.
We’ve now got a depth of personal service platforms. There’s this proliferation of platforms of
different kinds that are touching different aspects of our lives. If you look at that personal
services line, Ship is a platform, that if you take a picture of stuff that you want to ship through

the app, will come home, pack it for you, and ship it for you.

Postmates is a service that will pick up anything for you and bring it to your home in less
than an hour. Luxe is a service that is valet parking on demand. Anywhere you are, they will
come to you and park your car for you and then bring it back to you. When you get home,
Washio will have done your laundry and delivered it to you. Munchery would have delivered a
meal on demand. If you’re not feeling well, Heal can get you a doctor on demand. If you're still
not feeling well, Zeel can get you a massage therapist on demand. And if you really want to kick
things up, Drizly can bring you alcohol on demand. And I’'m not going to talk about what EAZE

does. But this motivates cartoons like the following one from the Wall Street Journal a few days
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ago. And they paint a picture of a divide between the haves and the have-nots. One of the
points | want to make, and | want to make six quick points and then frame the afternoon
discussion. The first point that | want to make is that the research that | have done looking at
the economic impact of peer-to-peer markets paints a picture, projects a story of inclusive
growth—of growth where the benefits are positive, but they are captured disproportionately
by people below median income, because these are the people who are able to expand their
consumption through rental. Where ownership was a barrier, these are the people who might
give up ownership in favor of rental because of cost savings. And these are also the people who
might start buying better products because they can now make up some of the cost by renting

them out on peer-to-peer platforms.

The second point | wanted to make was that there is a clear shift underway in the
economy from a traditional model of institutionally provided goods and services and towards
goods and services provided through these wide variety of platforms. And so the discussion
about platform power isn’t merely restricted to retail or to online services like Google and
Amazon anymore. They’re touching very real- world, very fundamentally important to
everybody’s life services. In the context of thinking about policy that is inclusive, | think that’s

an important observation.

The third point that | wanted to touch on real briefly is that, while this wave of peer-to-
peer markets was really enabled by the consumerization of digital, the fact that we’ve got
powerful general purpose computers running operating systems with high speed internet
connections and GPS enabled. These are a clear driver of the emergence of a lot of these

platforms.

The two technological trends that might in part sustain this trend, but also challenge it,
are the digitization of physical objects—certainly autonomous vehicles down the road. But even
when the physical objects that we own and use now have the ability to tell you where they are
and how much they are being used. And so as block chain technologies lower the transaction
costs associated with peer-to-peer exchange, we may see the emergence of a much broader
range of exchange of this kind. But exchange that may not be mediated by a billion dollar
platform, that may be completely decentralized using block chain technology.
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The fourth point | wanted to make to frame the afternoon discussion is that—I know
that we’ve spent a lot of time talking about network effects this morning, and we will continue
to talk about them this afternoon. And there were many observations about network effects
and | may be summarizing some of the points that were made in the morning about multi-
homing and about exclusion. But one of the things I've observed about the network effects
associated with these peer-to-peer platforms is that they’ve almost got this fractal structure to
them, where you need to build supply and demand in increasingly small local grids. Being the
leader, the Uber leader in New York, gives you nothing in Los Angeles. Having a lot of Airbnb
homes in Chicago gives you nothing in New York. But a critical determinant of how resilient
these network effects are going to be is how localized the demand is for that particular supply.
Uber’s supply and demand are both localized, whereas Airbnb’s supply is localized, but not its
demand. A demand for the supply in New York comes from around the world. | think this will be

a critical determinant in how durable or how resilient these network effects are.

The fifth point | wanted to make real quickly is that it’s very clear, and the afternoon’s
discussion will probably make clear, that any sort of regulatory framework in the long run that
accommodates these peer-to-peer businesses at scale is going to involve some kind of
delegation to the platforms that facilitate the exchange. | think it's important to think about
that in the context of the fact that de facto we have already been delegating things that we
used to look to the government for to these platforms. We buy our music and video through
iTunes and a licensing agreement, rather than copyright law, mediates that exchange. We're
buying books on Kindle, again, through a licensing agreement. Facebook and LinkedIn may be
more important forms of ID than a state-issued ID. The observability that platforms like Google
and Facebook have on our interactions rivals or exceeds that of any government that I’'m aware
of. And now we have platforms that are taking on other regulatory responsibility. We have to
think about the fact that consumers have seemed willing to embrace this regulatory delegation

without actual de jure planning.

The final point, and one that | keep coming back to in thinking about regulating the
sharing economy, is that to me a central point in this discussion of what should a new policy

framework look like is a recognition of the fact that a lot of these platforms blur the lines
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between personal and professional in the provision of commercial services. We’ve always given
people rides to the airport. We’ve always accommodated people in our homes. We've often
lent our apartments to friends. We’ve cooked meals for them. We've lent them money to start
their businesses. That was all in the personal bucket. In the professional bucket, you had banks.
You had bed and breakfasts. You had restaurants. You had taxi drivers. And now we’re entering
an economy where these lines have blurred. We're trying to fit the models of personal-like
delivery, but from money, into a regulatory set of boxes that were designed for full time
professional providers. That’s an important point | think we need to come back to. | think that’s

at the heart of a lot of why we’ve seen a lot of regulatory conflict in this space.

This panel just talked a lot about reputation systems. But put it into the broader context
of trust. As Steven pointed out with his Cicero quote that I really loved and plan to use actively
in the future, these reputation systems are part of a trust infrastructure. So | thought I'd do two
things really quickly to frame the afternoon discussion and inject this morning’s discussion with
the afternoon. One is to take a two-minute look at a 2000 or multi-thousand years history of
trust. To make the point that for a very large fraction of the history of economic exchange, trust
was obtained through community. We only interacted with people who we knew well because
there were no other trust mechanisms. There were some government provided trust
mechanisms. It’s only over the last 100 years or so that the dominant trust mechanism in the
economy has become brand. People let their kids take roller coasters at Six Flags, but they may
hesitate to let them ride the roller coasters at that theme park on the side of the highway.
Same government regulations, different brand. We place a lot of faith in brand. And now we
seem to be coming full circle back to some form of digitized community that is contained, in
part, in these peer-to-peer feedback systems. But it’s interesting to contextualize that in the

evolution of trust, and to point out that it is a relatively recent phenomenon.

Often this debate between government regulation versus the reputation system seems
to be situated as certification by the government versus reputation systems that digitize peer
feedback. One of the points that | was glad to see come out of this morning’s panel is that this
is not the sum total of the digital or the non-digital trust infrastructure. There’s a lot more to it.

Smart brands recognize that consumers trust brands. And they inject brand into their trust
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infrastructure. There’s a wide variety of independent third party certifications. And even on the
digital front—and you’ve got, of course, as Ginger mentioned, these third parties like Traity that
are trying to substitute platform provided reputation systems. But you’ve also got other forms
of digital reputation. You’ve got digital conduits to individual choices. You can hold your license
up and get your ID verified. You can connect to your Facebook profile, which is not purely
digital. This is digitized versions of your real world social capital. And so it’'s more valuable than
purely your friends online. And then you’ve got the digitized peer feedback. The fact that
maybe this digitized peer feedback is good at weeding out bad actors, but is not particularly
good at signaling who is really high quality—they should be looked at in the context of the fact

that is only one component of the trust infrastructure, digital or otherwise.

Let me conclude by foreshadowing some of the discussion | expect in the afternoon, in
the context of the building of this trust infrastructure. Because we now have this third party, at
least until the block chain changes that—although | don’t expect that—I expect it will be co-
opted by private interests and we will continue to see platform mediated peer-to-peer
exchange. But the mere existence of this third party in industries that were historically peer-to-
peer... Taxis were historically peer-to-peer. To some extent, bed and breakfast were historically
peer-to-peer. Lots of other services. Doctors have often been peer-to-peer. But you’re injecting
a third party into this exchange. And so it seems natural to think about the self-regulatory
approaches that this might introduce into the economy—that maybe there are things that this
third entity, that didn’t exist in the past, can now start to shoulder for society that the
government had to shoulder in the past. And maybe there are new issues that will come up
that the government will have to step up and address. Simply the creation of the self-regulatory

opportunities is one important change.

I think that a big part of the afternoon’s discussion should be about the relative
effectiveness of platform-based regulation in solving two different forms of market failure. One
form of market failure that comes from information asymmetry, that comes from adverse
selection—quality, uncertainty, or moral hazard, where the platforms seem like they would be
quite effective. And other forms of market failure that come from externalities, either

congestion externalities that are familiar, or neighbor noise and stranger danger externalities
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that some people perceive when there are Airbnb hosts in their buildings. Those, it’s not clear
that the platforms are best suited to internalize them, and there may be other third parties that

might have to step in this part of the self-regulatory solution.

We've also entered, in this blurring of lines between personal and professional in the
provision of commercial services—I think it’s important that we rethink. Any society that puts in
place regulation makes a trade-off between perfect safety, perfect solving of the market
failure—and there’s some error that they’re willing to accommodate. And that error changes as
you introduce millions of people providing services three hours a week rather than full time

professionals providing services 40 hours a week.

So, we have to recognize that maybe there are safe harbors needed for these casual

providers of these essential services.

A couple of policy issues that | hope we will have another workshop on—there is a
whole host of labor issues that are arising from this on-demand economy that warrant their
own discussion. But there’s also—and this relates to the existence and the continued popularity
of reputation systems—as these kinds of online feedback system start to encompass a greater
and greater fraction of our capabilities, there’s the risk of what Om Malik from Gigaom called
Data Darwinism, where the inability to build a positive reputation early on may cause your
exclusion from participating in marketplaces that you otherwise are qualified to participate in.
So there’s a path dependence associated with this. We may see a strong-get-stronger dynamic
start to play in. This has some implications when we’re talking about eBay and participation in
eBay. It's another when you’re trying to get accommodation, get transportation, get food

delivered.
Thank you for listening, and | look forward to the afternoon discussion.
[APPLAUSE]

[LUNCH BREAK]
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PRESENTATION
. Catherine J.K. Sandoval, Commissioner, California Public Utilities Commission

MARINA LAO: Again, good afternoon, everyone. For those of you who are just joining us,
my name’s Marina Lao, and I’m the Director of the Office of Policy Planning at the FTC. I'm
delighted to introduce and welcome Commissioner Catherine Sandoval of The California Public
Utilities Commission. Commissioner Sandoval will start off the afternoon session of our
workshop with some remarks on the experience of her commission in the regulation of
transportation platforms, transportation network companies, such as Lyft and Uber in

California.

But before | go further in my introduction, however, Id like to convey a message from
FTC Chairwoman Edith Ramirez. Commissioner Sandoval, the Chairwoman is delighted that
you’re able to join us today. And she wishes that she could be here to welcome you personally.
Unfortunately, she’s out of the country, but she has asked me to extend to you her warmest

welcome. So thank you, Commissioner.

Commissioner Sandoval was appointed to the California Public Utilities Commission, or
the CPUC as it is generally known, in 2011 by California Governor Jerry Brown, making her the
first Latina to serve as a commissioner in that agency’s 100-year history. Commissioner
Sandoval is also a tenured associate professor at Santa Clara University School of Law. She is
currently on leave from Santa Clara in order to serve her term at the CPUC. Commissioner

Sandoval has extensive experience, both in government, and in the private sector.

In government, she has served as undersecretary and senior policy adviser for housing
with the Business Transportation and Housing Agency and as the director of the Office of
Communications, Business Opportunities, for the Federal Communications Commission. In the
private sector, Commissioner Sandoval has served as vice president and general counsel with Z-
Spanish Media Corporation. She started her legal career as an associate with Munger, Tolles &

Olson.

Commissioner Sandoval graduated magna cum laude from Yale, and earned her JD from

Stanford Law School. She also earned a master’s degree from Oxford, where she was a Rhodes
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Scholar. We are deeply honored that she’s able to join us today. Please join me in welcoming

Commissioner Sandoval.
[APPLAUSE]

CATHERINE SANDOVAL: Thank you very much. Thank you. Thank you, very much,
Director Lao, and thank you to everyone and to the Federal Trade Commission, and to
Chairwoman Ramirez and to all the commissioners and all of the staff for your invitation to be

here. Really appreciate this opportunity and really appreciate this convening.

I’'m particularly excited to be here as one of the people who helped to create this whole
category of transportation network companies. The California Public Utilities Commission was
the first in the nation to license and to regulate this category of carriers in the transportation
sector of the sharing economy. I’'m here today to share a little bit about our experiences and
some observations and questions, as we have seen others states grapple with regulation of this,
other localities, and now also, we’re very pleased to see some of the federal agencies looking at
the implications, in terms of the Federal Trade Commission Act and other federal laws for the

growing and burgeoning sharing economy. Let’s see if | get this right. All right. There we go.

Somebody was asking me, how in the world did the California Public Utilities
Commission end up being the one that created this whole TNC category, and that has exercised
jurisdiction that really led to the licensing and growth of Uber, Sidecar, Lyft, and others. So one
of the themes of my talk is, what is old is new again. And part of the answer to that question
comes in our jurisdiction, and that part of the jurisdiction of the California Public Utilities
Commission is over passenger stage corporations. Our jurisdiction over passenger stage
corporations as well as charter party carriers is part of the reason why we are able to exercise

jurisdiction over these sharing economy transportation network carriers.

So part of the theme is passenger stage corporations, then and now. The California
Public Utilities Commission is the successor of the California Railroad Commission. Much like in
other states, like Texas, where the Texas Railroad Commission also regulates the energy sector,

in California, the California constitution reestablished us as the California Public Utilities
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Commission. We were reestablished in 1911. We are a constitutional agency of the state of

California.

We have a broad range of jurisdiction over investor-owned electricity, and natural gas,
and water utilities, intrastate telecommunications, common carrier gas and oil pipelines. This
one has gotten a little bit more attention because, for example, the pipeline that has had a
major leak in Santa Barbara is actually licensed by, and holds a certificate of public convenience
and necessity from the California Public Utilities Commission. | would add, however, that it is
our federal partners that are responsible for inspection and safety of that particular pipeline,

but we cooperate.

We are also responsible for rail safety and rail crossings, and in fact, most of our
inspectors at the PUC are in the Rail Safety Division and also the divisions dealing with
passenger stage corporations, charter party carriers, and now, transportation network
companies. So in addition to our legacy from the California Railroad Commission, the 1917 Auto
Stage and Truck Transportation Act established CPUC regulation over passenger service on
California public highways. This is part of the reason and the answer to the question of how is it

that our agency came to be involved in this.

All right. We basically carved the whole jurisdiction of transportation network
companies out of our charter party carrier jurisdiction. So really, part of the issue here was, as
Uber, and Lyft, Sidecar, and others first deployed in California, the question was, were they
taxis? None of them were licensed to operate as taxis, so where they illegal taxis? Or were they

something else?

We looked at our definition of charter party carriers, and determined that they could be
charter party carriers, and then exercised our jurisdiction over them, which gave them
authority to operate in the state of California. A charter party carrier is every person engaged in
the transportation of persons by a motor vehicle for compensation, whether in common or
contract carriage over any public highway. And | would also note—I won’t read the last

statement—but the California Public Utilities Commission code, as well as the Constitution,
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gives our commission very broad powers to do all things necessary in the exercise of our

jurisdiction.

A couple of things that are notable is that, within the law that created the authority to
be able to license TNCs there a couple of important exceptions. California Public Utilities Code
5401 prohibits charter party carriers, with certain exceptions, from charging individual fares. So
this has become an issue with Uber Share and similar types of services. Similarly, the code
prohibits these charter party carriers from acting as taxis. As | always remind my class when I’'m
teaching, and | am teaching contracts this semester, grading exams on the plane ride back,

there’s a particular legal meaning to the word “taxis.”

One of the things that charter pretty carriers can’t do in California, TNCs, is they can’t
take street hails, and they can’t act like taxis. They also cannot advertise themselves to be taxis.

They can’t park in taxi stands. They are not taxis.

Basically, then, we look at charter party carriers versus passenger stage corporations. All
right. So once again, you have a passenger stage corporation, every corporation or person
engaged as a common carrier for compensation, or management of any passenger stage over a
public highway in California between other fixed termini, or over a regular route. And there are
certain exemptions, and then they have certain requirements, including insurance, inspection,

and other requirements.

What does all this have to do with the sharing economy? It is the basis upon which we
exercise jurisdiction, and it also creates, really, a foundation to ask some questions about these
new services. One question about some of these services is, are they just rideshare, right? And

so old school sharing economy is an example of rideshare.

Now, I’'m not just talking about giving your neighbor a ride down the street, but where
you have many cities, like in DC, | think there are places where people just line up on the street,
and strangers stop by and pick them up, and get in their cars. And you are all doing that for the
purpose of getting in the HOV lane, and it saves everybody time, and sometimes people get to

know each other. But it’s very casual and recognized. That is rideshare.
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And there can be more organized ridesharing, and ridesharing hasn’t had as much
regulatory jurisdiction. Certainly, they wouldn’t be regulated by the California Public Utilities
Commission and my sister commissions. But the new school that the TNCs presented was using

a personal car to pick up passengers, prearranged through an app or internet-based services.

| should also add to that one flavor of TNC is not the personal car, but the use of limo
drivers who are licensed as TCPs. They are commercial drivers that have commercial driver’s
licenses and commercial insurance. And then the app is just a way to give their excess time and
make that available for other people who don’t necessarily contract directly with the limo

drivers.

The bigger issue really came around what is, not Uber Black, but uberX, and Lyft, and
the others, where you have regular people who have driver’s licenses, not commercial licenses,
and are not licensed limo drivers. One of the regulatory questions is, is the new school app-
based match up ridesharing exempt from regulation, or indeed, are they a charter party carrier,
or a taxi, or if they’re operating in a different way, are you a passenger stage corporation? So
among our goals were and remain to balance public safety, consumer protection, reliability,

innovation, competition, as well as be mindful of privacy.

And | do want to underscore that we definitely support innovation in this realm. |
personally voted a couple of times not only to create this whole category of transportation
network carriers, but also ultimately for the system of regulation and insurance that we have
adopted. | have been one of the leaders of the California Public Utilities Commission, in terms
of the app economy. In fact, somebody asked me if | had a nice weekend in DC, and | did not
because | was judging at an Apps for Water hackathon on Sunday night, and then took a red eye
here. This is the seventh hackathon where | have been a judge. We’ve done apps for energy,
and apps for water, so we’re definitely into the app economy in California. But we need to
balance that with these other things, and one of my themes is that the old and longstanding

issues don’t go away just because of a new platform or to promote innovation.

In 2013, and when you look at our Decision 13-09-045, that code also tells you a little bit

about when it was adopted, so in 2013, in September. And 045 is when it was adopted,
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pursuant to the rule-making that we initiated in 2012 to create rules and regulations, to protect
public safety, while allowing new entrants. This is when we declared the transportation

network companies as charter party carriers.

One of the things that we specifically determined was that TNCs do not meet the
rideshare regulatory exemption. And also, this is very important, we also rejected the argument
that TNCs were just an app. This is an issue that is still being litigated around the world, as some
of these sharing economy companies, including the ones are involved in transportation service
continue to argue that they are just an app. We rejected that and concluded that it was
inconsistent with our authority to argue that we are barred from regulating our jurisdiction
over a transportation service because of the means of communication used to arrange the

service, right?

When telephones were new-fangled, that actually didn’t limit our jurisdiction over
passenger stage corporations. And similarly, as we’ve moved to the app economy, that, in and
of itself, did not undercut our jurisdiction nor do we believe should it undercut the potential
consumer protection and public safety that is available, not only to the consumers of that
service, but it’s also very important that to remind ourselves that, as we’re talking about
transportation services, that it affects not only the consumer in terms of the passenger in that
car, but everybody around them. The drivers of other cars, the pedestrians on the street, and as
somebody who has had the unfortunate experience of being hit by a car while | was a
pedestrian, it’s really important that the person hits you, first of all, that you survive, but that

the person who hits you has insurance.

So we were very concerned about that. The extra concern about this is exemplified in
cities like San Francisco, where, because it is a relatively small city in terms of geography, there
are a lot of people in San Francisco who actually don’t have insurance. If you’re a pedestrian
walking across the street, you can’t count on, as a regulator, that the pedestrians are going to
have uninsured or under-insured motorist coverage to make up for any under insurance or
underinsurance that a TNC driver might have. So one of the major things that we addressed,
and really, a major sticking point in this regulation, was about insurance. We’ve had a lot of
discussions within the proceeding about insurance, when insurance should be required, how
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much insurance should be required. And ultimately, our last decision in 2014 modified the

previous decision to tighten the insurance requirements.

One of the things that was very important is that we also concluded that TNCs could not
rely alone on the driver’s personal auto insurance policy, because many personal policies
include livery exclusions. This whole issue of insurance is actually a big issue for the sharing
economy. And in fact, | think if not properly addressed, really could be the Achilles’ heel. And
that this comes up, not only with transportation, but also with things like hospitality with

Airbnb.

One of the questions, is you get a place through Airbnb and you have a slip and fall, are
you covered? Something happens, are you covered? Now, for those of you who have had the
pleasure in law school of going through the whole thing of invitees, licensees, all of those
things, there’s some very complicated property law issues, but also insurance issues. | haven’t
had the opportunity or the need to look as deeply into the insurance exception for your
homeowner’s insurance. If you're renting out part of your home on a regular basis through one
of these apps, does your homeowner’s insurance cover you? | don’t know, but as a
homeowner, | would want to make sure. I've come to actually view, like, when | stay in San
Francisco for the PUC work, | have the pleasure paying for hotel rooms myself, if | choose to
stay overnight, such is the state government. But | view a hotel room as coming with insurance.

In the price of the room, it includes insurance, as well as all of the other services.

This is a really important issue. We also had a lot of debates about the different periods
within which TNC insurance was an issue. And one of the areas that was the area of greatest

Ill

contention was the issue of the app-on period, which, in California, we call “period one.” And
then you also have the period when the passenger and driver were matched. We were quicker
to come to agreement that, at the time when the passenger and driver were matched, that it

was really important to make sure that there was insurance for that ride.

And | believe that this insurance is absolutely critical for the growth of the industry, as
well as for everybody else, because the lack of insurance will undermine confidence in the

industry. But one of the biggest sticking points was about the app-on period, when they
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weren’t yet matched with a passenger. Would there be insurance requirements? What would
they be? Would the California minimums work out OK? But it was important to say that you
couldn’t just rely on the personal insurance policy, because with the livery exclusion, then, if
the driver gets into an accident, their insurance company may deny them because they were
acting as a livery, or basically, in common carriage for hire. And so, we did conclude that
insurance was necessary for that first period, when the app is on. And after all, really, that is
what the TNC is advertising. Hey, there are cars available, and that’s the app-on period. The
legislation also codified that. One of the things that’s an exciting development, we work very,
very closely with the commissioner of insurance for the state of California, Dave Jones. We
really wanted to thank Commissioner Jones and his staff for all their work on this. And working
with the California insurers now, there are some new products that have just been announced
within the last month, where TNC drivers will be able to buy a policy to add on to their personal

insurance to be able to address this issue and not create the gap.

Now having regulated TNCs in 2013, address some of the insurance issues in 2014, now
we have new wrinkles in what is, like, already old fabric of 2013 or 2014. One example of this is
Hitch. This gets to the issue of sharing and multiple passengers to share rides to a destination
along a similar route. You remember, | showed you that California Public Utilities Code 5401
prohibits charter party carriers from charging individual fares. If you’re going to be selling
individual tickets or individuals seats, you’re a passenger stage corporation. That’s a whole
different level of regulation than as a charter party carrier. The CPUC denied Hitch’s TNC
application because of this, then later Lyft bought Hitch. Now we’re in a situation where we are
aware that a number of the TNCs in California are offering rideshare. To date, we have not
initiated enforcement, pending possible legislation, and we’ve sort of worked out a pilot thing
to see how it goes. But this is definitely one of the issues that we need to address in the
regulation, where, in part, what we’ve tried to do is squeeze new services into old regulatory

forms.

Another new wrinkle in the old fabric is Leap. Leap Transit was offering, as of a couple
months ago, premium bus service in the city of San Francisco that included coffee and a

pressed juice bar. One thing that they did that caused consternation was that they removed the
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wheelchair lifts from their buses. | would also like to add that one of the things that we included
in the transportation network company jurisdiction was the requirement for disability access.
And so the fleet as a whole has to meet disability access standards. We also included
nondiscrimination provisions, and a variety of other provisions. And the whole issue of meeting

disability access standards continues to be one of the points that the TNCs are still working on.

So Leap applied to be a passenger stage corporation, because they were selling
individual seats. We were initially going to deny them, because there’s a particular rule for
passenger stage corporations that you couldn’t be licensed if 98% of your service was within

the boundary of a city or county, and San Francisco is a city or county.

Then, Leap amended its application to include transport outside of San Francisco. We
approved their passenger stage corporation certificate. This started the clock on Leap fulfilling
certain obligations, such as submitting insurance, getting the California Highway Patrol to
inspect their terminal and vehicles, submitting drug and alcohol testing, and submitting a letter
of acceptance of the PSC certificate. So we await their filing. Leap began operating even before
their filing, and so the CPUC has ordered Leap Transit to stop operating until the requirements

are met.

This is a pattern that we’ve also been through multiple times with some of the TNCs or
the newfangled PSCs. At one point, against uberX, we had a cease and desist order. Against a
number of these services, we’ve gone through this pattern of cease and desist orders, and then
regulation, and enforcement, back and forth. One thing | would really urge the providers in this
space is, that | know that there’s a school of thought, offer first, license later. But that really can
create a lot of problems, and is not only illegal, but it really can put you in a very bad spot, in
terms of insurance, as well as, | think, public confidence. So please work with your regulator
and we look forward to receiving their application. Not just their application, but also their

certification that they’ve complied.

As I've mentioned during this discussion, that the TNC, as well as sharing economy
technology and model as a whole, they raise a variety of legal issues. We’ve discussed, in part,

jurisdiction, state, local, federal. | shared with you some of the questions about state
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jurisdiction versus local taxi jurisdiction. We are here to discuss the interests of the Federal
Trade Commission in this, and the Federal Trade Commission Act. | thought it was a very
important that Commissioner Ohlhausen repeated that the FTC is not, at this point,
contemplating enforcement action, but is very, very interested in consumer protection,
antitrust and competition, and privacy, and indeed, that is their mission. We look forward to
coordinating with federal agencies, as we have with our sister agencies, such as the California

Department of Justice, and the California Department of Insurance.

Liability, that also doesn’t go away. Insurance. One of the big issues that’s being litigated
is, is the driver an employee or an independent contractor? One of the panelists this morning
repeated, seemingly with confidence, what the CEO of Uber said, which is that, emphatically,
the drivers are independent contractors. Well, that issue is being vigorously litigated in courts
today. Compliance with state and local laws and regulations, including disability access is an
issue. Environmental regulations, such as about crowding, or the type of cars you have,

intellectual property, just some of the issues raised in these models.

If you’ll forgive me, a couple of hypos. In dealing with this whole area, a TNC incident
caused me to say, Mrs. Palsgraf, in a sentence for the first time since | graduated from law
school and studied for the bar. And if you haven’t had pleasure of seeing the LEGO animation
version of Mrs. Palsgraf, I've got the YouTube link there. If you have a few minutes to see what
creative things bored law students can now do with LEGO animation, there is a wonderful,
though not completely accurate, reenactment of Mrs. Palsgraf as they added a TSA agent, as

you can see in the top-left.

But of course, the question is, when poor Mrs. Palsgraf, as depicted in the top-right, is
hit by the scale after somebody else brings a suitcase filled with dynamite to a train station,
then is the Long Island Railroad responsible? And the issue was, was this accident foreseeable?

Was the causation too remote?

Here’s the hypo that made me say Mrs. Palsgraf in a sentence. A TNC without a
passenger, broadcasting that it’s available. The TNC collides with another car. The other car

spins around, hits a fire hydrant. The fire hydrant cover pops off, flies hundreds of feet, hits the
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leg of a lady who's on the sidewalk at the other end of the street and breaks her leg. Who's
liable? You feel like you’re back to law school? Then the question is, if you add additional things
on that, what if the TNC local manager emails drivers daily events information? And what if the
accident happened near the location mentioned in the daily events calendar? Does that affect

our liability analysis so that it actually ends up being within the Palsgraf exception or not?

Earlier today on the panel, we also discussed autonomous vehicles. And someone
brought up autonomous vehicles, and then the other panelists kind of laughed and said, oh,
that’s in the distant future. Well, | welcome you to the city of San Francisco, where my
telecommunications advisor, Bill Johnston, took this picture of an autonomous vehicle on the
streets of San Francisco. It’s actually funny when you look at the faces of the people in the
background, only two people are kind of looking at, and the rest of them are like, yeah, well,
you know, how do | cross the street? So they’re doing something else. It’s so common there.
The streets of San Francisco, the streets of Mountain View, where, actually, Google just
reported that their autonomous vehicle got hit yet again by somebody else. And if you really
want to see autonomous vehicles, the place where they’re most widely deployed today is on
farms. John Deere is the largest operator of autonomous vehicles, and you have many pieces of
farm equipment that are operated autonomously. They can do tighter rows, you can get more
yield out of them, and actually, the biggest constraint there is the lack of communications
infrastructure in farm fields. So if you have some AVs that can’t operate through satellite, that’s
a real problem. And updates are also a problem because of communications infrastructure. So
when somebody was saying, if you have a car, you look like you’re rural and you’re not cool, in

fact, the rurals are much cooler, because they’re the leaders in autonomous vehicles.

Here’s what we can see coming down the streets of San Francisco, that in the near
future, TNCs may seek to use autonomous vehicles. And even before we get there, we get a
number of questions, right? We do have an agreement with the California Department of
Motor Vehicles for a test of autonomous vehicles. This is being done in a controlled, licensed,
and studied way. But there are a variety of issues that they pose about liability, jurisdiction,
insurance, consumer protection. There are also some really interesting issues. What about the

embedded choices in the autonomous vehicle code? | mentioned that the accidents that
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Google reported have been other people crashing into them. What if other people crash into
them and somebody is hurt in the vehicle? Would there be a suit about the embedded choices
in the coding, that the vehicle didn’t take evasive action? Now, apparently, these things could
be programmed to protect themselves above all others, but that would really create a lot of
issues if you coded it to protect the car. Or to protect the car occupants above others. So
there’s all these ethical choices that are really embedded in that code. And so, making that also
known and the subject of public debate as well as consumer awareness, | think, is important,
and is an area that | would commend to the FTC for their consumer information, as well as
privacy and consumer disclosure issue. But also, when you have an accident, who do you sue?
The maker of the hardware, the operator of the software, the operator of the service? Who
carries the insurance? In California, because we have initiative and referendum, insurance is
determined based on your driving record. There’s no driver, so whose insurance, Google’s, the
car’s driving record? This is one of the issues. Who is licensed to drive? Licenses are granted to
people. There’s no person. And then also, with regard to riders, privacy issues, and this comes
up with any form of TNC where you have tracking, and in fact, some of the services have
mentioned that they have a God view, that they can see everything, but who else could be

tracked?

And then when you look at other emerging issues, so is a licensed driver required in a
driverless car? Any license or insurance required for passengers? Access insuring a passenger
data or trips, privacy issues, which is, | think, both a federal and a state issue. Terms of service
and scope of contract. Again, a classic Federal Trade Commission deceptive conduct concern
about the contract, as well as, this is an issue that we really looked at, at the California Public
Utilities Commission, in terms of contract. What | call the internet of things and the internet of
dings, right? The unpredictable, people, events, bicyclists, and mother nature. Google reported
several times that it’s been hit by other cars. | have really bad luck. | was hit as a pedestrian. |
was hit two years ago on the freeway by another car on the way home from a commission
meeting. | was hit by another car last year, right before Christmas. And then this year, a bicyclist
hit my car and tore off the side view mirror. | swear, it was never my fault, any of these things.

And then birds, all kinds of things, but who’s responsible? Software embedded choices,
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software upgrades. What if a passenger overrides the route the car chooses for a variety of
reasons? Navigating road obstacles. What about a tire blowout, maps, navigation, loss of signal

to the car. There are a variety of issues that need to be looked at.

Here’s why I’'m bringing this into this discussion, is that we can see, coming up the street
from Mountain View, that there will be a time when TNCs and perhaps passenger stage
corporations will seek to use autonomous vehicles. So one question is, we're talking about this
within the context of the sharing economy. Is this really the sharing economy? Would that
depend on who owns the autonomous vehicle, and who operates the autonomous vehicle? Just
because somebody licensed as a TNC operates the autonomous vehicle, are they still a TNC?
Does that change anything? And should it change our thinking about the sharing economy?
Would these autonomous vehicles be used for hire as passenger stage corporations, charter
party carriers, or TNCs, whether offering individual fares, or a set of rider-designated routes?

These are some of the regulatory and legal issues that we need to address.

I've given you an overview of our experience in California, we have consulted with other
states as they have gone through some of these issues. | remember when | first suggested to
my colleagues at the National Association of Regulatory Utility Commissioners that we should
have a forum on transportation network carriers and this whole sharing economy regulation,
one of my colleagues said, you know, Commissioner, | am inclined to say, only in California.
Well, by the next year, we had a panel called “Uber, Uber, Everywhere, What Are Regulators to
Do?” This is an issue that a number of states, and now countries, are handling. As we look at
these issues, one of the basic themes here is that, what is old is new again, and that just
because the technology has changed and the platforms have changed, it doesn’t mean that old-
fashioned issues go away, like consumer protection, insurance, liability, and making sure that
people are safe? And | think getting these things right is going to be critical to consumer
acceptance and use of these services, to the growth of the services, and to creating new choices

for competition and service.
Thank you, very much.

[APPLAUSE]

101



PANEL 3: THE INTERPLAY BETWEEN COMPETITION, CONSUMER PROTECTION, AND
REGULATION: BUSINESS AND REGULATORY VIEWS

Panelists:

° Matthew Daus, Partner, Windels, Marx, Lane & Mittendorf, LLP; former Chairman,
New York City Taxi and Limousine Commission

° David Hantman, Head of Global Public Policy, Airbnb

° Ashwini Chhabra, Head of Policy Development, Uber Technologies

° Brooks Rainwater, Director, City Solutions and Applied Research Center, National
League of Cities

. Vanessa Sinders, Senior Vice President and Head of Government Affairs, American

Hotel and Lodging Association

Moderators:

. Julie Goshorn, Attorney, Office of Policy and Coordination, Bureau of Competition,
Federal Trade Commission

° William F. Adkinson, Jr., Attorney Advisor, Office of Policy Planning, Federal Trade
Commiission

JULIE GOSHORN: Panel Three. So is that the number we’re on? Panel Three, please—OK.

We've got your seats set up for you.
[SIDE CONVERSATIONS]
JULIE GOSHORN: Yeah, | saw them just a few minutes ago.

WILLIAM ADKINSON: OK. Thank you, Commissioner Sandoval. It’s a great way to start
the afternoon as we address some of these regulatory problems that have arisen and
challenges too—We will have the same procedure on this panel that we had for the morning
panels. If you have any questions or comments, please write them on the cards that have been
made available, and there will be a paralegal walking through to pick them up and bring them

up here. So thank you, very much.

And now we will introduce Panel Three, which is The Interplay Between Competition,
Consumer Protection, and Regulation: Business and Regulatory Views. We’ve put together a
panel that primarily addresses two sectors, and I'll let you figure that out from the

introductions of the panelists.
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We have Matthew Daus. He’s a partner at Windels Marx Lane & Mittendorf, and he’s
former Chairman of the New York City Taxi and Limousine Commission. David Hantman, Head
of Global Public Policy, Airbnb. Ashwini Chhabra, Head of Policy Development at Uber
Technologies. Brooks Rainwater, Director, City Solutions and Applied Research Center, National
League of Cities. And Vanessa Sinders, Senior Vice President and Head of Government Affairs,

American Hotel and Lodging Association.

JULIE GOSHORN: So let us just start off the panel by asking our panelists to give us an
overview of the important issues they’d like to discuss. Maybe one idea is to tell us about your
perspectives on regulation and competition in the sharing economy. But really, this is for you to

tell us whatever you want to tell us. Ashwini, go ahead please.

ASHWINI CHHABRA: Sure. Thank you to the Commission staff for the opportunity to be a
part of this very important conversation today. I’'m Ashwini Chhabra. I’'m Head of Policy
Development at Uber Technologies. My pleasure to talk to you today about the many consumer
benefits of ridesharing and the role of smart regulations in ensuring that these sorts of

innovations flourish.

Prior to my current role, from 2010 to 