’fS
; /

[

i The Cost of Non-
European Parliament Europe in the
Sharing Economy

Economic, Social and Legal
Challenges and Opportunities

STUDY

EPRS | European Parliamentary Research Service

Author: Pierre Goudin
European Added Value Unit
PE 558.777- January 2016






The Cost of Non-Europe
in the Sharing Economy

On 27 January 2015, the Coordinators of the European Parliament's Committee on Internal
Market and Consumer Protection (IMCO) agreed to request a European Added Value
assessment on the opportunities and challenges of the sharing economy.

This paper has been drawn up by the European Added Value Unit of the Directorate for
Impact Assessment and European Added Value, within the European Parliament's Directorate-
General for Parliamentary Research Services. Its aim is to help improve understanding of the
subject matter by providing evidence of the specific benefits that could be achieved through
European action.

This assessment builds on expert research commissioned specifically for the purpose and
provided on the one hand by Europe Economics and on the other by the European Institute for
Public Affairs (EIPA).

Abstract

This 'Cost of Non-Europe' study examines the current economic, social and legal state of play
regarding the sharing economy in the European Union, and identifies the cost of the lack of
further European action in this field.

The assessment of existing EU and national legislation confirms that there are still significant
implementation gaps and areas of poor economic performance. The subsequent examination of
areas where it was believed that an economic potential exists highlighted that substantial
barriers remain, hindering the achievement of the goals set out in the existing legislation.
Moreover, some issues are not or are insufficiently addressed (e.g. status of workers employed
by sharing economy service providers). Consequently, more European action would be
necessary to achieve the full economic potential of the sharing economy. In doing so, policy-
makers should seek to ensure an adequate balance between creative freedom for business and
the necessary regulatory protection.

This research estimates the potential economic gain linked with a better use of capacities
(otherwise under-used) as a result of the sharing economy is €572 billion in annual
consumption across the EU-28. This figure should nevertheless be considered with caution;
substantial barriers prevent the full benefits from being realised, and could reduce the value of
potential increased use to up to €18 billion in the shorter-term and up to €134 billion in the
medium and longer term, depending on the scale of regulatory obstacles.
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Note on methodology

Costs of Non-Europe (CoNE) reports are designed to study the possibilities for economic
benefits and the achievement of a 'public good' through common action at EU level. They
attempt to identify policy areas which can benefit from deeper EU integration, where the added
value of action at EU level is potentially significant.

This Cost of Non-Europe report principally deals with the opportunities and challenges of the
sharing economy within the EU market and seeks to address the question of the added value of
an EU-level response to the challenges identified. It notably analyses existing legislation,
identifies specific gaps where legislation at European level could be beneficial and quantifies
the costs borne by various stakeholders under the current regulatory framework. ,.

The report is not intended to be exhaustive, but rather to provide concrete examples of the costs
incurred by citizens and business in various areas, as well as to outline the wider economic and
social impact of the identified gaps on the functioning of the internal market.

The report relies both on quantitative and qualitative analysis of data. Specific case studies are
selected to illustrate the main findings.
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Execvutive Summary

In recent years, a major evolution has begun to reshape the capitalist economy. Today, no-one
can say with certainty to what extent the 'sharing economy' will change the economic
landscape. Yet, the speed, dynamism and scale of the change seem to point to a substantial
long-term trend. What is at work here is a transition from traditional individual ownership of
most assets towards accessibility-based economic models, which can be observed across a wide
and increasing variety of markets.

Two trends can be observed in the evolution of this rental-like model. Firstly, technological
progress allows this new business model to spread to more and more markets and become
more and more convenient and flexible. Secondly, there is a shift to a peer-to-peer accessibility-
based business model, centred on companies that operate through an online platform or
marketplace that connects consumers owning certain assets and skills with consumers in
temporary need of them.

There seems to be no consensus at EU level on either the name or the definition of these new
economic models: while some institutions have chosen to call the phenomenon the
'collaborative economy', others prefer to refer to the 'sharing economy'. This is the case, in
particular, of the European Parliament, and for the purpose of this study, the sharing economy
will be defined as 'The use of digital platforms or portals to reduce the scale for viable hiring
transactions or viable participation in consumer hiring markets (i.e. 'sharing' in the sense of hiring an
asset) and thereby reduce the extent to which assets are under-utilised.'

The scope of this study thus includes activities providing access to the following goods and
services: accommodation, transport, consumer durables, labour and human capital, intellectual
property and professional services. It should be noted that finance falls outside this scope of this
study.

In any case, the sharing economy emerges as a complex issue. Beyond the problem of the
definition itself, this type of activities raises a number of important and controversial questions
in the economic, as well as in the social and environmental fields. Additionally, it remains
difficult to predict its development and future with certainty. The dazzling start of this new
economy may give hope for a brighter tomorrow; some indeed do not hesitate to predict
tremendous growth rates and a windfall of benefits. Others are wary of the speed and
magnitude of the success of the sharing economy, expressing doubts at the long-term nature of
this development and warning of a disappointing slowdown.

In order to provide a comprehensive picture, this study addresses these issues at three levels:
- firstly, it attempts to evaluate the economic and social potential of the sharing economy in

the European Union.

- secondly, it seeks to identify whether there are obstacles or barriers preventing the sharing
economy from reaching its full potential, and if so, the economic impact thereof.

- Finally, it analyses the effectiveness of the existing EU regulatory framework in promoting
and overseeing such emerging business models.

Its main findings are as follows:

1) The nature of the sharing economy is likely to change over time as it grows in scope and
matures. Consumers are likely to benefit from lower prices and an increased quality of
services. Providers will enjoy new economic opportunities, but may not benefit from the
other advantages associated with traditional employment. Manufacturers may need to
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2)

3)

adapt to a market, in which fewer goods, but of higher value, are consumed. Moreover,
other policy priorities are also likely to be affected by the sharing economy: its growth
could eventually lead to a reduction in income and wealth inequality. At the same time,
however, its development could potentially trigger the creation of new forms of 'social
exclusion', such as the exclusion of an individual/provider from the sharing economy
business due to e.g. poor ratings.

The potential economic gain linked with a better use of capacities (otherwise under-used) as
a result of the sharing economy is estimated at €572 billion. This amount is theoretical, in so
far as substantial barriers currently prevent the full benefits from being realised.

The current regulatory framework would in principle allow the sharing economy to
continue growing, but will not enable the best feasible results to be met in the medium
term. Maximising the potential of the sharing economy would thus require new initiatives
at European Union level.

The set of recommendations listed at the end of this study suggests the additional steps which
ought to be taken at the EU level in order to achieve the full economic potential of the sharing
economy. In doing so, policy-makers should seek to ensure an adequate balance between
creative freedom for business and the necessary regulatory protections.
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Infroduction

In recent years, a major evolution - probably even a revolution - has begun to fundamentally
change the capitalist economy in most countries around the world. Today, no-one can say with
certainty to what extent the 'sharing economy' will change the economic landscape. Yet, the
speed, the dynamism and the scale of the mutation seem to point to a substantial long term
trend. What is at work here is a transition from traditional individual ownership of most assets
towards accessibility-based economic models. Such a transition can be observed across a wide
and increasing variety of markets: delivery services, home troubleshooting, transport, cooking,
housework, locksmiths, plumbers, hotel booking, travel, banking, car rental, to name but a few.
In the conventional situation, consumers would buy products and become the owners; in an
accessibility-based system, consumers pay for temporary access rights to a product. Clearly this
type of business has been conducted for several decades already (probably even longer for
some goods), for instance in the form of car rental services in business-to-consumer (B2C)
markets and outsourcing in business-to-business (B2B) markets.

This conventional business model, however, is now subject to radical change. Two trends can be
observed in the evolution of this rental-like model. Firstly, technological progress allows the
business model to spread to more markets and become more convenient and flexible. An
example of this is the Spotify music streaming service that provides consumers access to an
estimated over thirteen million music tracks, conveniently through their smartphone, tablet or
computer. Another example is the Car2Go car rental company: which provides members with
flexible and local access to individual mobility through a large quantity of rental cars that are
distributed across European cities. These are typical examples of accessibility based business
models in the B2C market.

A second trend constitutes a shift to peer-to-peer accessibility-based business models. In the
conventional model, companies provide access for consumers to company owned property; in
peer-to-peer models, companies facilitate access for consumers to consumer owned property or
skills and competencies. Most of these companies function through an online platform or
marketplace that connects consumers. Thus, they link people that own certain assets and skills
with consumers in temporary need of them. These companies can facilitate peer-to-peer
markets for potentially all products or services owned by consumers. This business model
might become particularly disruptive to conventional rental solutions for mobility,
accommodation, catering and other services: it is indeed able to serve the same needs at a
significantly lower price. Moreover, it empowers consumers to capitalise on their property and
skills, providing them with an opportunity for micro-entrepreneurship and lowering the total
cost of ownership. The partially disruptive specificity of this business is also the fact that, for
some services, labour and workforce themselves become a good, which can be traded on the
market.

There are several macro-economic factors driving the growth of the sharing economy. One such
factor is certainly decreasing consumer trust in the corporate world - especially among young
people - as a result of the financial and economic crisis. In addition, unemployment rates have
risen and the purchasing power of consumers has fallen. Therefore, citizens are seeking ways to
earn or save money; which is why consumers are currently more receptive to peer-to-peer
business models centred on consumer needs both as a potential supplier and buyer.
Furthermore, the technology required for hosting an online peer-to-peer market has, in recent
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years, become available at a more reasonable cost. Finally, environmental concerns also explain
the increased use of the sharing economy. Sharing underutilised assets, reducing waste and
promoting the transition to a more environmentally friendly economy are initiatives which
have gained increasing support especially amongst younger people.

Beyond the strictly macroeconomic factors, the success of the sharing economy is also linked to
generation, to culture and to development of a sharing mentality. The younger generation is
more familiar with new technologies and masters them better. This generation has also suffered
most from the economic crisis and is therefore more suspicious of established systems and open
to alternative solutions. Thus, it is sensitive to the stated intention of the sharing economy
which aims to facilitate daily life by involving the end user in the production process of the
service.

As a result, the potential of the sharing economy is significant, with annual growth exceeding
25%; in some sectors it could even reach 63% by 2025.1

This growing popularity of the sharing economy clearly has implications:
- Traditional, incumbent companies risk the possible loss of a significant share of their
market;
- Regulatory bodies face new challenges, since innovation is outstripping their ability to
regulate the industry effectively.

Rules suitable to facilitate and coordinate business-to-Business or business-to-consumer
transactions are not always applicable to the newly created Consumer-to-Consumer market.
Likewise, rules governing the physical world may not always work effectively when applied to
the intersection between the digital and the physical sphere: sometimes, they no longer preserve
a level playing field for traditional economic actors and newcomers. Within the EU, the
approach chosen to respond to this phenomenon varies significantly from one Member State to
the other. As a result, the various legal frameworks are quite different and difficult to compare,
thus contributing to the fragmentation of the Single Market.

Against this background, the European Parliament has decided to commission a Cost of Non-
Europe report on the opportunities and challenges of the sharing economy. This report provides
an overview of its economic potential and the main challenges to be addressed. The report
suggests a series of common initiatives at European level in order to enable the sharing
economy to achieve its full potential and to promote a flexible environment for innovation. In
this respect, policy-makers should seek to ensure an adequate balance between creative
freedom for business and the necessary regulatory protections.

"PWC (2015), Press release.

PE 558.777 8



1. The sharing economy: a global state of play

1.1. A brief historical overview

The sharing economy refers to a business model that actually belongs to a 'family' with multiple
organisational schemes: some of them are very simple - barter - other much more sophisticated
- online exchange platforms, based on complex algorithmic software.

The appearance of sharing economy schemes in historical and geographical terms varies from
one model to another: bartering goes back to ancient times and is practiced all around the
world, while trading platforms have only emerged in the last few years - in connection with the
development of the internet and smartphones - and if their expansion is global, it assumes the
presence of communities of critical size and an enabling environment (accessibility) to be
economically viable. Between these two opposite examples, many other forms of sharing
economy - based on pooling resources - have been tested over time and still work:
cooperatives, mutual societies, associations and foundations, tontines.

These different models have common elements that are more or less similar to each other;
however, they come from different 'philosophies' and have neither the same economic rationale
nor the same purpose. Some of them are not profit-based businesses - they fall into the sphere
of the social economy; others are for-profit companies but their organisation and governance
comply with ethical goals - they could be classified as social entrepreneurship. Others choose a
form of entirely for-profit business: this is the case, mainly, for exchange platforms, created
mostly in the form of start-ups and whose sharing element lies not in their organisation, but in
the object of their activity.

Today, the sharing economy is a notion that sometimes tends to compete - or, at least, to be
placed in parallel - with the notion of collaborative economy, popularised in recent years2 to
describe this new and growing economic model. In any case, there seems to be no consensus at
EU level on the definition of the sharing economy. The European Commission prefers to use the
expression 'collaborative economy', defined as 'a complex ecosystem of on-demand services and
temporary use of assets based on exchanges via online platforms'.? The other EU institutions do
use the expression 'sharing economy'. The European Parliament refers to it in its resolutions of
9 September 20154 and 29 October 2015, and defines it as: 'a new socio-economic model that
has taken off thanks to the technological revolution, with the internet connecting people
through online platforms on which transactions involving goods and services can be conducted
securely and transparently'. The European Economic and Social Committee also referred to the
sharing economy in its Opinion of 21 January 2014.¢ Finally, the Committee of the Regions has

* R. Botsman and R. Rogers (2010), 'What's Mine is Yours : The rise of collaborative consumption',
Harper Business.

3 COM (2015) 550 final.

European Parliament resolution of 9 September 2015 on the implementation of the 2011 White Paper
on Transport: taking stock and the way forward towards sustainable mobility (2015/2005(INT)).
European Parliament Resolution of 29 October 2015 on new challenges and concepts for the
promotion of tourism in Europe (2014/2241(INT)).

% European Economic and Social Committee (2014), 'Collaborative or participatory consumption, a
sustainability model for the 21st century'.

4
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recently published an opinion,” where it argues in favour of the need to distinguish between the
different forms of sharing economys; it calls for a coordinated approach between the European
Commission and the Member States in order to enable successful sharing economy initiatives to
spread easily across EU borders.

The multiple nuances that exist between the various concepts just mentioned, which are
sometimes more than shades, underline therefore the importance of and the need for a precise
definition of what is meant by sharing economy.

1.2. A definition of the sharing economy

As the purpose of this study is not, however, to state a new theoretical or semantic work on the
concept of the sharing economy, the approach retained is rather to set out a pragmatic and
efficient definition. Its goal will be to avoid artificial distinctions between economically similar
activities and prove to be amenable to economic analysis and the identification of potential
policy measures.

Some established definitions already exist, among which:

— a very broad definition is suggested by The People Who Share, a campaigning group
promoting the sharing economy: 'The sharing economy is a socio-economic ecosystem
built around the sharing of human and physical resources. It includes the shared
creation, production, distribution, trade and consumption of goods and services by
different people and organisations. ... The sharing economy encompasses the following
aspects: swapping, exchanging, collective purchasing, collaborative consumption,
shared ownership, shared value, co-operatives, co-creation, recycling, upcycling, re-
distribution, trading used goods, renting, borrowing, lending, subscription based
models, peer-to-peer, collaborative economy, circular economy, pay-as-you-use
economy, wikinomics, peer-to-peer lending, micro financing, micro-entrepreneurship,
social media, the Mesh, social enterprise, futurology, crowdfunding, crowdsourcing,
cradle-to-cradle, open source, open data, user generated content.';

— in contrast, a quite narrow definition from a more academic world?8 attempts to define
the sector more closely by arguing a) it should only include consumer-to-consumer
transactions, not business-to-consumer transactions, b) the sharing economy should be
understood to only include transactions where consumers provide temporary access to
a good, not the permanent transfer of ownership of the good, c) it should only include
transactions regarding physical assets.

Such definitions are doubtless a helpful starting point. Ultimately, they are either too broad or
too narrow, which does not enable an understanding of the sharing economy as a properly
circumscribed economic phenomenon.

7 'The local and regional dimension of the sharing economy', Committee of Regions Opinion Number:
CDR 2698/2015., 3-4 December 2015.

K. Frenken, T. Meelen, M. Arets & P. Van de Glind (2015), 'Smarter regulation for the sharing

economy', The Guardian, blog.

PE 558.777 10



Therefore, the whole analysis of this study is based on a new and tailored definition of the
sharing economy. In its research for the European Parliament, Europe Economics defines the
sharing economy as:

The use of digital platforms or portals to reduce the scale for viable hiring transactions or viable
participation in consumer hiring markets (i.e. 'sharing' in the sense of hiring an asset) and
thereby reduce the extent to which assets are under-utilised.

Such a definition has several features that can also be seen as real assets:

— it defines the sharing economy by a combination of two elements: first, the sharing
economy is considered as an opportunity to reduce the extent to which assets are
under-utilised, by employing a rental model; second, it is made possible by
technological breakthroughs which have reduced transaction costs and increased the
extent to which sharing is now accessible to many more people. Taking advantage of
that opportunity to extend rental markets constitutes the sharing economy;

— to some extent, it reflects what some people have described as broader categories
including the sharing economy, such as the Collaborative Economy, or includes sectors
which others have defined as similar to, but not a part of, the sharing economy, e.g. the
Product-Service Economy;

— it focuses on consumer markets (i.e. peer-to-peer or business-to-consumer markets), as
opposed to pure business-to-business markets (which appear to be a separate
phenomenon that might have quite different economic impacts and policy
implications).

Finally, the definition of the sharing economy used could include activity on platforms
providing access to the following goods and services:

— accommodation;

— transport;

— consumer durables;

— labour and human capital; and

— intellectual property.

It might be noted that the definition could also include finance, however finance falls outside
the scope of this study. The role of the sharing economy in finance might be quite different and
the regulatory considerations are unique; it is therefore set aside here and should be considered
in further research.

1.3. Drivers and issues

The sharing economy emerges as a complex issue not only with regard to problems arising
from its definition, which results, depending on the selected wording, in substantial differences
in the scope of this activity, the nature of players participating, the policies applying, and the
solutions for which it calls.

The sharing economy also seems complex because:

—  Firstly, it raises a number of important and controversial questions in the economic, as
well as in the social or environmental fields;
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—  Secondly, it remains difficult to predict its development and future with certainty. The
dazzling start of this new economy may give hope for a brighter tomorrow; some
indeed do not hesitate to predict tremendous growth rates and a windfall of benefits.
Others are wary of the speed and magnitude of the success of the sharing economy,
expressing doubts as to the long term nature of this development and warning of a
disappointing slowdown.

At this stage, only the factors favouring the emergence of the sharing economy, boosting its
growth and generating the involvement of a constantly increasing number of people are well
known and identified. The rise of the sharing economy is driven and enabled by converging
changes in some markets and areas:

1.3.1. Technology

Technology is a key driver and booster for the sharing economy: such a change would not have
been possible without the development of the internet, mobile devices and digital platforms
that facilitate individual access to many services and play an intermediary role in linking the
supplier and the user of these services.

The use of these technological advances has probably also been reinforced by the parallel
development of social networks - themselves helped by technological innovation. These
networks, by developing the notion of communities, have encouraged the development of
relationships and interactions specific to these communities; they have established them as full
actors in the economic field. New needs and new demands specific to these communities have
appeared, as they have gradually revealed and imposed themselves in their capacity to act as
stakeholders, in prescribing trends, and as lobbyists (particularly through the use of evaluation
systems). Finally, advances in technology have also played a role in the growth of the sharing
economy by allowing paperless financial transactions: online or mobile payment systems to
develop hand in hand with the rise of e-commerce and digital platforms; they allow ordinary
individuals to achieve modest peer-to-peer economic transactions, sometimes single
transactions, which would not have been possible previously due to a lack of adequate support
and back office facilities.

1.3.2. Evolving economic behaviours

Evolving economic behaviours also play in favour of the sharing economy: the effects of the
financial and economic crisis since 2008 have significantly and durably impacted household
purchasing power; many people seek both to make savings on their expenditure and to find
supplementary income. Today, studies increasingly point out that many consumer goods are
only used a fraction of the time or for only a part of their abilities. The conjunction of the crisis
with the realisation of this stockpile of underutilised assets and development of information
technology (IT) applications enabling creation of 'bespoke' services has finally promoted the rise
of a new form of economy. This economy is based on a streamlined utilisation of a hitherto
neglected or unknown economic wealth, individualised supply of services (and
individualisation of price fixing), and on shifting boundaries between economic actors. In this
context, the user of an asset may the same day - or the next - become the supplier of another
good, although some users are involved in the definition and production of the service they
purchased. Finally, it can not be denied that some environmental awareness leads to challenge:
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the wasteful behaviour of consumer society and the resulting fight against waste can be faced
by more and better use of any asset. All of these economic adjustments are converging.

1.3.3. Social and societal factors

Finally, social and societal factors are at work to foster the emergence, development and lasting
quality of a modern sharing economy. First and foremost, the growth of the world population
and the increasing concentration of people in cities facilitates production of local services, which
are at the heart of the sharing economy. Similarly, the densification of the population in a
limited number of places creates a favourable context for developing communities, whose role
and importance have been mentioned above. Subsequently, the concentration of people,
specifically in urban locations, creates new needs, specific to these forms of organisation: this is
the case, in particular, in terms of mobility. It is no coincidence that some of the most iconic and
successful platforms for the sharing economy are platforms supplying and promoting motor
vehicle rental or sharing, or other means of transport. Finally, environmental concerns influence
the increased use of the sharing economy. It was stated earlier that such concerns result in part
from an economic rationality - the desire to fully take advantage of an asset, once acquired;
they can also be explained by motivations directly related to sustainable development:
mutualising assets, sharing their use, processing for reuse, are all ways to prepare a transition to
a greener economy.

Through factors on which the sharing economy relied to secure its expansion, one can observe
issues which are at stake, but also questions about its future in the medium and long term. This
economy is based on three dimensions that are central to the major questions of modern society.

1.3.4. An economic dimension

Clearly, the sharing economy has not really invented a new economic model: the movement is
part of a story, and relies on a series of practices that it has improved, modernised and
optimised; however, its growth, helped by new technologies and the continuing impact of the
crisis, also reflects a collective will to act and spend differently. It gradually imposes an
economic model that arises as a complementary model - if not a true competitor - to the
traditional capitalist model.

No one can truly say today how this new model will evolve, nor what its future will be. Will it
deliver on its promises; will it remain just a complementary economy; or is it doomed to be 'a
flash in the pan'? In his latest book,® Jeremy Rifkin predicts the greatest success for the sharing
economy. Joseph Stiglitz, 2015 Nobel Laureate in Economics, in turn appears much more
cautious, even sceptical. In an interview with Le Monde,'0 he questions 'the innovations of
recent years'. 'For now, Facebook, Airbnb, the collaborative economy does not generate
productivity gains as powerful as those of the industrial revolution, and we do not know how
to measure what they inject in gross domestic product.'

So, today, it remains difficult to quantify the economic contribution of the sharing economy,
even if it claims to be presented as a proper sector per se. According to a study by the European
Commission, the revenue generated by the sharing economy for individuals who use it to

? J. Rifkin (2014), 'The Zero marginal cost society'; Palgrave Macmillan publishers.
197, Stiglitz (2015); Le Monde, 'L'Union européenne est en train de détruire son avenir'.
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supplement their income reached US$3.5 billion worldwide in 2013. Already, the turnover of
this economic sector is estimated at €20 billion and, according again to the European
Commission, the market for the sharing economy could eventually reach US$110 billion.! It is
undeniable that this economy is experiencing almost unprecedented growth and is becoming
customary at an incredible speed: in France alone, according to a recent study,’? while 19% of
consumers reported use of this type in 2013, twice as many considered it in 2014, and 60% in
2015. Furthermore, the phenomenon is not just about small innovative start-ups: large
companies have already realised that this new economic model affects many sectors of activity,
and that this new consumption model challenges the whole trade chain. Big traditional groups
are thus now investing in the sharing economy and buying start-ups that enrich their
production processes and their supply range.

However, the sharing economy continues to raise doubts among some economists, who
emphasise a peculiar paradox: the digital economy, although valued in billions of euros, affords
no real solution in terms of stable and sustainable growth. The sharing economy does not
properly create assets by itself, and most of its actors do not create added value; peer-to-peer
services between consumers, in particular, generate little VAT. Therefore, economic production
is not improved. Most of the new self-employed workforce who belong to the sharing economy
are often less productive - in a macroeconomic sense - than if they were part of a traditional
company and sectors in which this economic model thrives are generally low value-added and
low-skilled. As a result, productivity gains from technological progress seem to be offset or
negated by the extension of a scattered and unskilled workforce.

Can we therefore talk about a bubble effect? High-tech companies created since the beginning
of the 21st Century do indeed advertise sometimes extravagant valuations, not directly related
to their tangible assets: the stock market valuation of Airbnb now exceeds that of the Accor
Group, the world leader in hotels; when Airbnb employs 600 people worldwide, compared
with 180 000 employees for the Accor group, which operates 3 700 hotels. The assets, on which
such potential overvaluations in these new areas are made, may indeed be questioned. What
will happen if the bubble bursts?

Furthermore, the development of the sharing economy is not without any consequence for the
traditional economy, to which it not only adds, but more often substitutes. Do the activities and
jobs created actually balance or even exceed the number of companies forced to close, and the
resulting redundancies? Again, it is very difficult today to measure competition and
substitution effects, which remain controversial: firstly, as has already been stated, because the
sharing economy is still a recent phenomenon that is difficult to quantify with certainty; and
because some of the mechanisms at work are incredibly complex. The example of the
automotive sector is, in this respect, a very illustrative case study: in the study attached, Europe
Economics estimates that if the European car fleet was 100% utilised through the sharing
economy, it would be possible to decrease the fleet of 200 million vehicles. What would be the
undeniably dramatic impact on the European automotive industry and its thousands of
employees? Another study,’® however, points out that additional income generated by renting
and sharing an under-utilised vehicle via a digital platform mostly leads its owner to then

"http://ec.europa.cu/enterprise/policies/innovation/policy/business-innovation-observatory/files/case-
studies/12-she-accessibility-based-business-models-for-peer-to-peer-markets _en.pdf.

"2 Enquéte Fevad/CSA sur les perspectives d'achat sur Internet en 2015.

B L. Belot (2015), 'La déconnexion des élites: comment Internet dérange l'ordre établi'; Editions Les
Arénes.
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invest in a car of a superior category. Similarly, a more intensive use of a vehicle causes a
shortening of its life cycle, and therefore the need to replace it sooner. Are these positive
economic behaviours (from an automotive industry perspective) sufficient to offset the negative
effects resulting from a drastic reduction in the car fleet? Some economists fear the ultimate
consequence of the sharing economy would be that there is nothing left to share.

In any case, conventional businesses, challenged by those belonging to the sharing economy,
will have to adapt, even if only because of how the value of a product is determined is about to
be questioned and reset: in the field of the sharing economy, this value will be increasingly
assessed and evaluated over the long term by a community of consumers who have shared or
exchanged the product to which this value is attached. For brand owners' businesses, this
means that they will now have to address a new audience - consumer communities - and
review their customer relations policy. Facing such a significant phenomenon, companies will
have to reorganise internally, according to Altimeter Group.'* More and more services will be
crowdsourced. The status and role of the client will themselves become more undefined, since
they will become a stakeholder in the company's project, by participating in consumer
communities that help companies to improve their products and services.

Beyond performance, viability and the sustainability of its model, the sharing economy still
poses other problems of an economic nature. The first major question raised by this emerging
economic sphere is related to taxation. Today, in many cases, start-ups in the sharing economy
are 'free-riders' in their behaviour towards the social systems in which they thrive. Existing tax
regimes were not designed for activities or goods such as those of the sharing economy, and
many of the businesses in that sector feel they do not have to submit to taxation. However, this
situation, a fortiori when facing an economy that is growing strongly, results in a growing
shortfall for public finances; it generates cascading effects, in particular for the welfare state
model. Furthermore, the absence of taxation can lead to some unfair competition in relation to
professionals subject to payroll taxes, and often forced to respect strict rules specific to their
business (security, traceability.).

A similar problem arises for insurance, the traditional system in force not being adapted to the
nature of services supplied by the sharing economy, nor that of the economic relations
established between its customers. For instance, traditional insurers have not yet developed
horizontal insurance products suitable for service providers participating in multiple platforms.
In some cases only, timid and limited attempts have emerged, constituting merely early
examples of self-regulation in this field.

1.3.5. A social dimension:

The sharing economy fosters specific economic models; it redefines the concept of work and
thereby has an impact on the labour market. Thus, it encourages all actors in the social field to
reflect on the meaning and place that the salary system has in our society, and thereby, to
rethink social protection, historically linked to the salary system.

Indeed, most digital platforms, because of their specific - and relatively new - organisation,
lead to a redefinition of the very concept of work: instead of depending on the authority of an

' J. Owyang & al. (2013), 'The collaborative economy'; Altimeter Group.
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entrepreneur, individual work is now intermediated by computers. Thereby, the work becomes
subject to an exchange on the market and to continuous trading, as for a raw material. The
employment contract is replaced by the sale of a service whose amount and prices vary in real
time, according to supply and demand.

It is quite clear that the current organisation of labour markets does not match the business
model of the sharing economy. Protest movements by workers depending on these companies
have emerged: some refuse the self-employed status and claim to be employees. Indeed, many
workers in the sharing economy are not employees and therefore do not benefit from a
guaranteed or minimum remuneration, since they are theoretically free to supplement their
income with another application, another platform. However, workers denounce working
conditions that prevent them from multiplying contractors (exclusivity requirement imposed
although unwritten, long hours and onerous performance indicators), which render them
'disguised' employees. Today, it is the courts that have to resolve these disputes, based on
increasingly inadequate laws. The time will soon come, however, when the law will have to
adapt. The question is how, and how far?

The likely evolution of the rules on work will notably have to address the risks of exclusion
generated by the functioning of the sharing economy, for a whole range of workers. The Europe
Economics study attached addresses this issue, even though it defines social exclusion in a very
limited way. It should be noted however, more broadly, that according to another study,’ 'on
demand' workers are overwhelmingly male (72.7%), young (70% are aged between 18 and
34 years) and single (65%). In the USA, this new labour market organisation is known as the
1099 economy', referring to the form number corresponding to independent contracts. An
economy that so massively promotes a single profile category creates some risk for employment
levels - and beyond, on the ability itself to be employed - for the rest of the workforce in any
specific market; the social consequences that may result warrant vigilance as to the evolution of
employment, and a readiness to legislate if necessary.

Social protection is another field that the specific organisation of the sharing economy disrupts,
or even subverts. A refusal or 'meglect' by many players in this economy to pay social
contributions may eventually jeopardize the proper functioning and effectiveness of our social
protection systems. However, such behaviours are indicative of the growing inadequacy of
these systems in relation to the new business reality of the sharing economy. Such an economy
is not based on a collective and centralised structure, but on a multitude of 'contractors',
independent from each other. The issue may ultimately arise, of a move to a model where
contributory obligations and social protection are no longer linked to employment status (salary
system) but the individual.

In any case, the fragility of many of the companies in the sharing economy - many are born,
many die, perhaps even faster than in the traditional economy - and the weakening status of
their workers will lead to a reflection on better career security. Again, the right balance between
the need for regulation and a concern not to stifle the innovation and expansion that
characterise today's sharing economy. It cannot be excluded, however, that when companies
operating in this sphere have reached critical mass and a sustainable development pattern, they
develop their own solutions, including insurance, which respond to the expectations and social
needs of their workers.

1> Requests for startups (2015); 'The 2015 1099 economy workforce report'
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1.3.6. An environmental dimension:

The growth of the sharing economy raises hope among proponents of a sustainable
development that respects our environment and efficient use of resources. The model on which
it is based - pooling and sharing of goods and services, increased use and optimal reuse of these
assets, with priority given to local trade patterns -seems indeed well in line with the
characteristics and criteria of a greener economy; and would even be indispensable for an
ecological transition. As noted by the European Economic and Social Committee,®
'Collaborative or participatory consumption could prove resilient in the current economic and
financial climate, and provide a response to the growing uncertainties caused by the economic
crisis. It could also represent an opportunity to get back on track towards sustainable economic,
social and human development in an environmentally-friendly way'.

At present, according to ADEME (French Agency for Environment and Energy Control), 17 40%
of freezers and refrigerators are replaced while still in working order; the situation is the same
for 25% of dishwashers and 14% of washing machines. As to the technical lifespan of a mobile
phone, it is estimated at more than ten years, but users tend to change device every two and a
half years on average. With the sharing economy, the use-life of these asset increases, and their
use is maximised. In principle, this situation leads to less production and reduced resource
harvesting and waste generation, for the same level of service.

Nevertheless, 'The environmental balance is less obvious than it seems,' notes IDDRI (Institute
for Sustainable Development and International Relations) in their study.’® Some considerations
may explain this paradox:

— firstly, different consumption does not necessarily mean consuming less: the money
saved in the context of the sharing economy - for example by choosing to use
carpooling - may be later spent on air travel, for example. This is known as the
'rebound effect';

— furthermore, it appears that practices related to the sharing economy may ultimately
prove to be ambivalent: should the use of carpooling enjoys massive success, it could
encourage governments to limit their investments in public transport.

Therefore, the sharing economy may be presented as a tool for ecological transition only if it
meets a number of conditions, such as the durability of the goods or a change in habits in
relation to consumption. For all these issues, consumers may be mobilised, but public
authorities also have a role to play, and are limited by the necessity to follow the rules.

1.4. The need for more or new regulation vs a laissez-faire approach

' European Economic and Social Committee (2014), 'Collaborative or participatory consumption, a
sustainability model for the 21st century’

7 ADEME (2012); 'Etude sur la durée de vie des équipements électriques et électroniques’

'8 D. Demailly & A-S. Novel (2014), 'Economie du partage : enjeux et opportunités pour la transition
écologique'; IDDRI
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In response to the growing importance of the sharing economy, several Member States have
already looked for legal solutions. Generally speaking, there is a shared concern by all, which is
the necessity to adapt to technological innovations while ensuring respect for fair competition.
This balance has not yet been found, as the varying responses demonstrate. The situation in the
Member States ranges from outright prohibition to a more friendly approach and wavers
between more regulation and, on the contrary, simplification measures.

These existing legal provisions are quite sparse and call rationally for a common legal
framework at EU level, covering some - if not most - activities included in the sharing
economy. Two types of approach may be applied: government control (or top-down
government regulation) or bottom-up regulation (or self-regulation through reputation). Best
practices deployed at Member States level indicate that a mix of both approaches will
presumably be needed.
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2. The sharing economy in the EU: synthesis of the findings

The definition of the sharing economy settled, the attached studies had to answer three major
questions:

— what is the economic and social potential of the sharing economy in the European
Union?

— are there obstacles or barriers which prevent the sharing economy from reaching its full
potential, and if so, what is their economic value?

— how effective is the existing EU regulatory framework in promoting and overseeing
such emerging new business models?

2.1. The economic and social potential of the sharing economy

Regarding the first issue (what is the economic and social potential of the sharing economy in
the European Union?), the key findings were the following;:

a) The nature of the sharing economy is likely to change over time as its scope and scale
grow, and as it matures

In fact, the potential of the sharing economy will depend on how it develops, with the growth
or contraction of existing platforms and the creation of new platforms or changes in existing
platforms. The sharing economy is likely to extend to new markets (particularly including those
relating to marketing and other transaction costs, education and health and markets, in which
sharing economy platforms are not currently able to attain critical mass, but where they might
expand with growing scale and/or technical changes, e.g. from urban to suburban or even rural
areas), while peer-to-peer transactions are likely to decline as proportion of the sharing
economy. In many markets, the peer-to-peer element seems likely to be a feature of a transition
to the sharing economy: the trend is that, after growing strongly, the P2P share of the market as
a whole peaks at around 25% (when ownership is around 50%) and then begins to decline.
Ultimately, the market is dominated by B2C rental. More broadly, the sharing economy's future
development might be dominated by new potential business models in existing sectors
expanding out of niches in a continuous process over time, or by an expansion into new sectors
entirely (changing the implications for policy).

b) Consumers will tend to benefit from lower prices and increased quality of services, along
with a reduction in the 'lumpiness' of their consumption and the ability to satisfy more
diverse preferences over time.

Prices can be lower for consumers using sharing economy platforms, for three reasons:
increased utilisation, increased supply and/or lower costs. Quality might be improved through
three channels: enhanced transparency (through public ratings systems); increased competition
leading to improvements in new and existing providers; new innovations reflected more
quickly in the capital stock. As to the diversity of choice, it is likely to grow in importance with

PE 558.777 19



the development of the market, as smaller niches will represent more viable opportunities for
sharing economy providers, and may also become more important as firms offer services
through those platforms rather than peers. It represents an alternative to mass customisation,
satisfying greater diversity in tastes over time as opposed to greater diversity in tastes between
consumers.

c) Providers may enjoy new economic opportunities, but may not enjoy access to the other
benefits associated with traditional employment.

Many providers will enjoy higher aggregate earnings in the sharing economy than they would
have otherwise, as they receive additional earnings alongside their prior income. However, the
impact of growth in the sharing economy on average earnings in a given sector is likely to
depend on the source of the reduction in consumer costs: this impact is likely to be an increase
in aggregate labour earnings and an increase in individual earnings for new entrants to a sector,
without which they would not enter. It also should be noted that some benefits might not be
available to those working as self-employed providers in the sharing economy, including paid
holiday, paid sick leave, employer pension contributions, maternity and paternity leave and
employment protection. However it is important to bear in mind that this situation may be a
distinctive feature of self-employment, rather than of the sharing economy itself.

d) Competing providers outside the sharing economy may face increased competition in
service markets, but the sharing economy will generally not increase the pressure on scarce
resources such as land for development or road space.

There are broadly three types of market participant which at some level compete with the
sharing economy and might therefore be affected by its development:

— those providing substitute goods and services;
— those who have other uses for scarce assets;

— those manufacturing goods for ownership.

Existing services could clearly be affected by the reduction of barriers to entry and therefore
more competition in the markets in which they operate.

e) Manufacturers may need to adapt to a market in which fewer, but higher value, goods are
consumed. Other policy priorities will also be affected, with a reduction in income and
wealth inequality but the potential to create new forms of social exclusion. The use of
electronic payments and digital platforms makes a significant improvement in tax
compliance possible.

Manufacturers have the potential to be significantly affected by the growth of the sharing
economy. The most direct effect might be that if assets are used more efficiently, there might be
less demand and therefore volumes might fall significantly. That might be a challenge for
established manufacturers, leading to excess capacity. Manufacturers might gain, however, if
they are able to either deliver a higher-value product or offer associated services.
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There are concerns that the sharing economy might exacerbate inequality. However, to the
extent that the welfare gains from the sharing economy accrue most to those with limited access
to valuable assets at present, it is likely to reduce inequality. Beyond that, the sharing economy
might reduce the salience of wealth inequality, by reducing the degree to which either wealth,
or the ability to borrow, is necessary to access valuable assets.

In some markets, the sharing economy might reduce social exclusion by increasing access to
goods and services. If the ability to access these markets becomes increasingly essential,
however, and platforms and market participants are extremely risk averse, then it might be
difficult for those who do not appear reliable to those participants to establish themselves in the
market.

f) The obstacle-free theoretical maximum potential reduction in under-utilisation associated
with the sharing economy amounts to €572 billion, although that is subject to a number of (in
some cases quite fundamental) barriers (Cf. next section).

— The value of the under-utilisation of labour across the EU-28 is €309 billion on this
estimate.

— The average under-utilisation of accommodation for the EU-28 is 3%, ie. around
€35 billion per year.

—  Consumption of cars is around €500 per person, or €254 billion in total, across the EU-
28. To take the lower end of the estimated range at 60%, we can therefore estimate a
potential under-utilisation of €152 billion in annual consumption.

—  Other sectors imply an aggregate underutilisation across the EU-28 estimated between
€38 and €76 billion, according to different scenarios.

2.2. Obstacles and barriers, and their economic value

Concerning the second issue (are there obstacles or barriers which prevent the sharing economy
from reaching its full potential, and if so, what is their economic value?), the key findings were
as follows:

a) The need for a certain level of digital access and skill is currently a significant obstacle to
the sharing economy but one expected to decline in importance rapidly.

If smartphone penetration continues to rise to 90% or more, which is expected to happen in
some Member States by 2018, then digital access and skills will become a less significant

obstacle to the growth of the sharing economy.

b) Physical barriers to participation in the sharing economy are significant but may be
overcome by new business models.

There are a number of geographical and other physical barriers which might limit the
development of the sharing economy, including:
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— low population density: most sharing economy platforms are currently focused on
serving customers in urban areas. This may reflect in part that there are advantages to
sharing economy services that are less salient in suburban or rural areas;

— high costs of transport for sharing: there are some goods and services where transport
costs make sharing economy services prohibitive. Many consumer durables, for
example, are very heavy and could not readily be shared.

c) Consumer preferences for ownership are a significant obstacle to sharing, but can be
reduced in importance as features of sharing economy markets today, such as product
scarcity risk and a lack of diversity in products on offer, become less pronounced over time.

A pure preference for ownership might, at least in part, be a temporary result of people being
accustomed to owning certain assets. If it becomes more practical and therefore more common
to hire those assets then, over time, such a preference for ownership might decline.
Furthermore, to the extent the sharing economy extends into new markets where product
scarcity risk is particularly serious (e.g. human health services), platforms might need to
develop new means of assuring consumers that assets will be available when needed. Platforms
might create some kind of reserve of providers who are paid to act as a provider of last resort in
the event that others are unavailable, creating a capacity market.

d) In some economies, labour market obstacles, e.g. skills mismatches, will inhibit the
growth of the sharing economy.

There might indeed be a range of reasons why those who are unemployed or under-employed
might be unable to take up work in the sharing economy, including low mobility, sticky wage
demands, technical or social skills mismatches.

e) The need to establish trust is a key challenge for the growth of the sharing economy, but
one that platforms can meet over time in a range of different ways.

Consumers renting goods or buying services in the sharing economy need to trust that the
service will be delivered to a reasonable standard at the expected price, or that they will get
proper compensation if it does not, and that their safety and security will be maintained. There
are several strategies by which platforms might try to create that trust, including insurance,
prior scrutiny before participants in the market start using the platform and ratings once those
participants have started using the platform.

f) Tax and other policy choices not intended to affect the sharing economy might still affect
its growth in each economy.

Tax policy might, in some cases, inhibit the development of the sharing economy in two ways:

— high taxes on the returns from establishing sharing economy platforms might mean that
fewer platforms are established. This might have a number of effects: reducing
competition between platforms; hindering the development of potential European
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competitors to US platforms; and potentially slowing the development of new business
models.

— high or complex taxes (creating a compliance burden) might discourage providers and
lead to a reduction in supply.

g) Regulation can deter sharing economy growth through outright bans, regulatory costs
which deter self-employment, regulatory costs which deter marginal transactions or through
inconsistencies and idiosyncrasies in intellectual property rules.

There are a number of Member States in which sharing economy applications have been banned
outright because they are not compliant with regulatory structures applied to established
providers, or are subject to regulatory requirements which most sharing economy providers are
not able or expected to meet. These bans can have effects that cross national borders. Firstly,
they inhibit the development of services that cross Member State borders which might thereby
encourage other business between Member States. Secondly, they potentially favour local
providers of booking services. Thirdly, some of the rulings prohibit consumers using the
services in other Member States, where they are clearly legal.

2.3. The existing EU regulatory framework: efficiency and limits

It should be noted that the sharing economy is not immune to the rules and policies
implemented by both the Member States and the European Union. Some of its players suggest
that this is not the case, because many existing rules appear unsuited to the new economic
model of the sharing economy. However, even though no rule may seem to exist, relations
between individuals are regulated, at least in civil law.

A regulatory framework already exists, however, particularly at European level, which applies
wholly, or in part, to the sharing economy; both measures addressing digital services in
particular and those addressing broader regulatory policy. Examination of this framework will
demonstrate the framework's effectiveness and limitations, the latter relying on existing
provisions but also on topics not covered. Although the sharing economy is and would be able
to grow under the current framework, it does not mean that the current framework will
produce the best feasible results from the sharing economy in the medium term. The following
statement calls therefore for new initiatives from the European Union; as stated in a report by
the European Economic and Social Committee, 'Because collaborative consumption represents a
substantial economic, social and cultural shift, the Commission should remove any obstacles to
these activities at the European level, establishing a regulatory framework that offers the sector
certainty for the long term.' Likewise, research for the European Commission has argued that
for the sharing economy in general, it would be beneficial to have specific legislation for
sharing initiatives in various industries', in order to avoid a 'lack of clarity because existing
legislation does not cover certain activities and transactions' or the possibility that 'legislation
developed for conventional industries is wrongfully applied to markets in the sharing
economy'.

2.3.1. Existing framework

Given its wide-ranging nature the sharing economy is affected by an equally wide range of EU
policy. There are two broad relevant areas: policy which affects sharing economy platforms
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such as digital services; and policy which affects sharing economy services, through their effects
on the general regulation of the services which are provided through those platforms.

Policy affecting sharing economy platforms as digital services includes:

— The E-Commerce Directive (2000/31/EC), which defines that information society
services are subject to the law of the Member State in which the service provider is
established and that Member States cannot restrict incoming services. This principle
might be extended in the context of the sharing economy by making it easier for
consumers to use platforms with which they are familiar in other Member States.

— The Commission has recently reviewed the legal framework on the protection of
personal data, aiming to modernise the legal system, strengthen individual rights and
improve the clarity and coherence of the rules. The European Parliament and the
Council reached an agreement on the Data Protection Reform. The relevant instrument
regarding the sharing economy is the 'General Data Protection Regulation' which aims
to a) enable citizens to exercise effectively their right to personal data protection (TFEU,
Article 16(1)), and b) modernise and unify rules so that business makes the most of the
Digital Single Market. While the Regulation seems to offer answers to some of the
concerns raised by the sharing economy, its final text is not yet available.’® However,
the principle should remain that '‘personal data can only be gathered legally under strict
conditions, for a legitimate purpose.' This may affect certain proposals for changes to
ratings systems over time.

—  The Digital Single Market Strategy proposed by the Commission includes proposals to
construct a new regulatory framework for online platforms, in part through a new
Internal Market Strategy and e-commerce framework. As a part of the strategy, the
Commission also proposes to address 'a number of concerns over the growing market
power of some platforms'.

Relevant policy affecting the markets in which sharing economy providers compete includes:

— The Services Directive (2006/123/EC), which aims to ensure that customers benefit
from stronger rights, higher quality services and enhanced information about
providers, while businesses benefit from easier establishment, easier provision of cross-
border services, and simplified procedures and formalities. Under the Internal Market
Strategy for Goods and Services (CWP 2015), the aim is to 'deliver further integration
and improve mutual recognition in key industrial and services sectors'. Providers
offering their services through sharing economy platforms could clearly fit within this
principle.

— The Directive on Consumer Rights (2011/83/EC) regulates contracts between
consumers and traders. This generally aims to strike a balance between robust
consumer protections and ensuring businesses can remain competitive. Its application
to sharing economy platforms should provide for price transparency with rules against
hidden charges, and requiring total costs to be made clear. Rules against pre-ticked
boxes could, however, affect opted-in benefits for sharing economy providers.
Moreover, with regards to consumer protection in the sharing economy, it is unsure
whether the Directive would be applicable to all types of sharing economy platforms.

19 See: http://ec.europa.eu/ justice/data-protection/reform/index_en.htm (last consulted on 12/01/2015).
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While the Directive applies to both sales and service contracts, some areas are out of
scope.

— The Working Time Directive (2003/88/EC) provides for limits on working time.
Member States may potentially derogate many limitations on working time for those
with 'autonomous decision-taking powers'; which has often been applied to self-
employed workers, including those offering their services through sharing economy
platforms.

— The Employment Information Directive (91/553/EEC), defining how workers should
be told about terms and conditions; the Citizens Rights Directive (2004/38/EC), which
gives workers the right to move freely and work anywhere in the EU; and other
components of EU labour law create a framework in which sharing economy providers
will work, although in some cases transactions will take the form of a contract between
businesses (with one of the parties a self-employed contractor), rather than one between
worker and employee.

— The Professional Qualifications Directive (2005/36/EC) aims to facilitate the mobility of
labour within the EU by allowing those qualified in one Member State to work in their
profession in another Member State without repeating the qualification process.
Automatic recognition in key professions is made possible by minimum training
requirements, which evaluations have shown need to be updated over time to remain
relevant and sufficient. This might provide a precedent for some form of common
standard.

— More recently, in the Communication on 'Upgrading the Single Market: more
opportunities for people and business' of 28 October 2015,20 the Commission said that it
would provide guidance on how EU law applies to collaborative economy business
models in 2016, rather than strictly regulating the issue. In particular, it will draw upon
national, European and international existing legislation to identify best practices,
analyse how regulatory gaps need to be filled, and monitor development.

Topics which are ongoing or under review relevant to the future of the sharing economy

— In its Communication on 'a Digital Single Market Strategy for Europe',?' the
Commission decided to assess 'the role of platforms, including in the sharing economy,
and of online intermediaries'. As part of this assessment, it has launched an online
public consultation from 24 September to 30 December 20152 monitored by the
European Commission's Directorate-General for Communication networks, Content
and Technology, and Directorate-General for Internal Market, Industry
Entrepreneurship and SMEs.

— In parallel, the Commission launched two studies, one by the Directorate-General for
Mobility and Transport on 'passenger transport by taxi, hire car and ridesharing in the
EU' and another by the Directorate-General for Justice and Consumers on 'consumer
issues in the sharing economy', both expected in the second quarter of 2016.

2 COM(2015) 550 final.

21 See footnote n°21

22 https://ec.europa.eu/digital-agenda/en/news/public-consultation-regulatory-environment-platforms-
online-intermediaries-data-and-cloud (last consulted on 01/11/2015).
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— Finally, The European Commission recently adopted a proposal? for a directive 'on
certain aspects concerning contracts for the supply of digital content!, that could be
relevant to some transactions carried out in the context of the sharing economy.

2.3.2. Remaining sharing economy issues

Despite the considerable existing volume of policy applicable to the sharing economy,
significant issues remain that require consideration. A new policy addressing these issues might
allow regulatory objectives (such as tax collection and consumer protection) to be achieved at
lower cost.

Achieving regulatory objectives at higher cost than necessary

Broadly speaking, it has been quite difficult for authorities to regulate many of the services
where sharing economy platforms are currently growing, in particular because they often
concern interactions between a large number of relatively small businesses. Authorities have to
take on more of the burden of ensuring consumer safety and other regulatory compliance than
would otherwise be the norm. This means significant costs both for the regulating authorities
and for the regulated providers, which it may be possible to reduce with the growth of sharing
economy platforms.

Market segmentation and restriction

While regulation of online services is conducted with strong rules to ensure a Single Market
through the E-Commerce Directive, the offline goods and services offered through sharing
economy platforms are the subject of varied and inconsistent Member State or local regulation.
This regulation impedes the development of a Single Market in sharing economy platforms, as
these platforms are not able to operate in certain Member States. This limits competition among
providers and could therefore lead to higher prices for consumers. It also means that the size of
the market for platforms in Europe is limited.

Not making use of platform data

Tax collection, in particular, is a perennial problem in many of the sectors in which sharing
economy platforms operate. Member States are not making full use of the potential of the
growth of these platforms and the data that they routinely collect on transactions. While any
collection of data would need to be done sensitively, in order not to violate the principles
underpinning data collection rules, it represents a significant opportunity.

Potential social exclusion

The sharing economy has the potential to encompass a significant portion of economic and
social life; and this might create a danger of a new (and potentially rather comprehensive) form
of social exclusion. Users of certain sharing economy platforms whose reputational ratings fall
below key thresholds are excluded from the platform. Those so excluded may find it impossible

2 COM(2015) 634 final
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to re-enter the platform to rebuild their reputation, because they cannot update their scores
once they are excluded.

There is also some risk that users could become excluded maliciously or frivolously. These risks
should be addressed from a public policy perspective.

Do sharing economy platforms naturally tend to become monopolies?

A successful platform, particularly in markets with significant network effects, may tend
towards becoming the sole (or overwhelming majority) player in providing the marketplace for
some particular sharing economy activity. A natural concern, therefore, is that as sole (or
overwhelming majority) players, sharing economy platforms might become monopolies. This
could affect both consumers and providers.

Should all sharing economy service providers be employees of platforms?

One of the key features of services provided via sharing economy platforms is that the service
providers would, outside the sharing economy, naturally be employees and have additional
security and benefits. Relevant regulations that might be linked to employment include:

— minimum wage and working time regulations;
— responsibility for safety and other working conditions;
— employer-mandated welfare provision such as sick leave, healthcare or pensions; and

— the administrative element of tax.

The most difficult of these issues is where public policy uses duties imposed upon employers as
a mechanism for the provision of social insurance through welfare provision. In Europe it is
much less common than in the USA for employer duties to be a key mechanism for healthcare
provision, but that still leaves issues such as pensions or sick leave unaddressed.

Consumer protection

At last, as stated in the abovementioned opinion of the European Economic and Social
Committee, 'some measures should support, complement and monitor the consumer protection
policy implemented by the Member States: a legal and tax framework for the activities covered
by sharing consumption by setting down and regulating, where appropriate, aspects such as
liability, insurance, rights of use, rights and obligations and, where appropriate, the removal of
any restrictions and disguised barriers to intra-Community trade and any distortion of
legislation.'
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3. Recommendations

The set of recommendations listed below addresses the following key question: what additional
steps should be taken at EU level to realise the economic potential of the sharing economy,
while continuing to balance creative freedom for business with necessary regulatory
protections? Two options are selected:

— focusing in detail on a short number of priority issues;

— enumerating a list of other topics that are more or less directly connected with the
sharing economy but that should also be addressed by European policies.

3.1. Priority issues directly relevant for the sharing economy
3.1.1. Defining digital platforms

It appears important to establish clear criteria to determine to which legal category digital
platforms belong: should they be considered information society services, or industry-specific
businesses? It is worth noting that there is a pending case before the Court of Justice on the
matter; the ruling is due in the course of 2016.

Even if digital platforms were to be considered as information society services, the current
regulatory framework, in particular the e-Commerce Directive, would still not be fit for
purpose. The legal regime needs to be updated in order to embrace changes relating to the
sharing economy. The creation of a hybrid category for information society services, with a
more balanced legal regime than that currently used, is therefore worth considering.

This modernisation of the legal framework is all the more important as the difference in the
applicable legislation for offline and online services clearly has detrimental effects. The
difference in the regime is perceived as encouraging unfair competition and companies are thus
simply resorting to an online platform to avoid fulfilling their obligations.

Furthermore, the EU should provide guidelines on the threshold between what constitutes a
professional activity exercised on a sharing economy platform and what does not. Looking at
the best practices/examples analysed in different European cities, some elements could help the
legislator to set a common level playing field. These include time and space limits, as well as
income thresholds.

3.1.2. Improving regulations applied to sharing economy platforms

Shared economy platforms collect substantial amounts of data. On the one hand, this situation
provides the opportunity to improve tax compliance at a lower cost. At the same time, making
use of platform data could also help in decision-making and in accomplishing more general
regulatory objectives. Such an approach would consist of delegating regulatory functions to the
providers in a number of areas (registration and identification of market participants,
confirming tax receipts, collecting taxes.). A common principle, however, would be to set
reasonable regulatory requirements and then seek the most cost-efficient procedure by which
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the platform can ensure providers (and consumers) meet those requirements. This approach
also implies the removal of quantitative restrictions and/or giving platforms an assurance that
such restrictions will not be introduced.

In order to apply this at the EU level, there are broadly three alternative options:
— defining a common objective,
— establishing a common method,

— setting common rules.

The last option of setting common rules ought to be favoured. Yet, this process should be
carried out progressively, with clear focus on a fairly narrow set of sectors, for which there is an
obvious need for a new legal framework (e.g. passenger transport). In doing so, the legislator
should prevent over-regulating start-ups, which need room to manoeuvre to innovate and
grow, and therefore concentrate on already well-established sectors (e.g. apartment rental). In
order to prevent the sharing economy from being curtailed or driven along pre-determined
lines, common rules should be set with a view to a possible rolling back of legislation in the
medium term. This would also enable Member State authorities to accompany the development
of the shared economy in an appropriate and flexible manner. Finally, the legislator should
comply with the principles of subsidiarity and proportionality.

However, it would be worth also considering the role self-regulation could play. As highlighted
by Europe Economics, a solution might lie in the outsourcing of certain legislative and control
functions to the platforms.

3.1.3. Mitigating 'social exclusion'

The exclusion of an individual from the sharing economy due to poor ratings can have
substantial consequences. Since errors are not excluded (i.e. due to malicious ratings or to
market participants' inability to rehabilitate themselves after genuine lapses), the level of error,
which would be perceived to be tolerable from a platform perspective (or too expensive to be
worth eliminating), might not be considered as socially desirable from a public policy
perspective.

Therefore, new measures seem justified in support of the rehabilitation of those excluded from
platforms, including the prospective establishment of community platforms for that purpose.
However, this should not occur through the regulation of still evolving financial ratings
systems. Possible options in addressing this issue are the following alternatives:

— tolerating a degree of social exclusion (laissez faire approach),
— establishing a right to a reputational Year Zero,
— regulating reputational scoring so that only socially desirable exclusions occur,

— creating community platforms where reputation can be rebuilt.

Providing a way out of exclusion from the shared economy to grant individuals a second
chance would certainly secure higher social acceptance (even if some degree of social exclusion
is unavoidable). The least intrusive form of such public intervention would be the establishment
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of community rehabilitation platforms, which would enable reputations in the sharing economy
to be rebuilt.

In this respect, sharing economy reputation scoring systems would need to be more developed
before an appropriate regulatory standard for fairness could be defined and enforced.
Ultimately however, the creation of a legal framework on the principles and functioning of
reputational rating systems would be crucial in boosting the trust consumers have in sharing
economy platforms.

3.1.4. Dealing with the potential market power of sharing economy
platforms

A general presumption that all sharing economy platforms will develop a dominant position is
not founded. For the time being at least, the application of existing competition rules should
ensure the required dynamism of digital markets.

Some sharing economy platforms may however become monopolies. Possible solutions to
address this phenomenon could consist in:

— relying upon market forces and innovation to undermine market power,

— developing the Single Market so as to maximise the size of the market, creating the
greatest scope for multiple platforms,

— using existing competition rules to identify instances of market power and specific
appropriate interventions,

— Treating sharing economy platforms in a manner analogous to regulated utilities.

A possible combination of competition and contestability/appeal possibilities - potentially
fostered and facilitated by the extension of the Single Market - should be adequate to curtail
market power. Therefore, to the extent that competition, contestability and the extension of the
Single Market do not undermine market power, referring to competition authorities would
remain the most appropriate step, before any economic regulation is called upon in this respect.

3.1.5. Applying labour market regulation to sharing economy platforms

Labour market regulations should not be altered to specifically include sharing economy
providers. People working for providers should be allowed to remain self-employed, and
platforms should be enabled (and in some cases, encouraged) to develop their own means of
supplying other benefits besides cash remuneration. A remaining issue is whether providers
should be considered employees of platforms. Exploratory avenues to answer this question
could be to:

— mandate that all sharing economy service providers are platform employees,
— create a new employment status of 'sharing economy service provider',
— avoid extensive roles for employers in public welfare provision,

— encourage or facilitate platforms in developing their own user benefits,
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— extend insurance and other financial markets.

As a conclusion, the most appropriate move would consist of including sharing economy
service providers in the scope of the general rules applicable to self-employment. This option
would be preferable to the other possibilities outlined, which suggest either assimilating
workers for sharing economy service providers to employees or creating a new 'sharing
economy service provider' employment status. The best complementary approach would be to
allow (and in some cases potentially encourage) platforms to develop their own benefits options
that would compete with the insurance products users could obtain for themselves.

3.2. Other initiatives

Next to the abovementioned areas, and directly related to the sharing economy, a number of
fields exist where policy adaptations might be required to contribute to maximising the
potential of the sharing economy:

— data protection rules: the principle according to which 'personal data can only be
gathered legally under strict conditions, for a legitimate purpose' should be maintained;

— manufacturing sectors: existing efforts to create a framework for growth in the
manufacturing areas, e.g. the CARS 2020 Action Plan in the automotive sector, should
take account of the possible impact of the sharing economy;

— planning: in certain areas, such as transport infrastructure, planning should take the
growth potential of the sharing economy into consideration in their calculation in terms
of volume and need.

— intellectual property rules: ongoing reform might need to take account of the increased
importance of a cross-border hiring model, which may render geo-blocking and related
restrictions superfluous.
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Annex I

The Cost of non-Europe in the sharing economy

Research paper

by Europe Economics

Abstract

The sharing economy can be understood as the use of digital platforms or portals to reduce
the scale for viable hiring transactions or viable participation in consumer hiring markets and
thereby reduce the extent to which assets are under-utilised. The notional obstacle-free
potential to reduce under-utilisation is found to be €572 billion in annual consumption across
the EU-28, subject to a number of obstacles which might reduce the value of potential
increased utilisation to up to €18 billion in the shorter term and up to €134bn in the medium
and longer term, depending on the scale of regulatory obstacles.

The sharing economy can be expected to reduce the cost and improve the quality of services
available to consumers and create new opportunities for providers to work or increase their
earnings. We do not expect problems such as road congestion or pressure on land approved
for development to be exacerbated. We also do not believe income or wealth inequality will
be increased, but new forms of social exclusion might result from reputation-based access
controls.

We recommend new initiatives to take advantage of platform-collected data to address
regulatory objectives such as limiting tax evasion at lower cost and to mitigate potential
social exclusion, while preventing quantity regulation. We do not find that new policy is
needed, at least for now, to address potential market power among platforms or questions
over worker status. Other programmes will also need to take account of the implications of
the sharing economy, e.g. those promoting the competitiveness of the European automotive
manufacture industry.
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Executive summary

In this report we attempt address the sharing economy: what it is; how it is likely to grow and
affect consumers and providers of goods and services and its wider economic and social
impacts; and how policy might need to adapt in the EU and its Member States in order to
realise its economic potential while still providing necessary regulatory protections.

1. Whatis the sharing economy?

We define the sharing economy as the use of digital platforms or portals to reduce the scale for
viable hiring transactions or viable participation in consumer hiring markets (i.e. 'sharing' in the
sense of hiring an asset) and thereby reduce the extent to which assets are under-utilised.
Within that definition, we include platforms with highly diverse business models allowing
people and businesses to share everything from homes (e.g. AirBnB or LoveHomeSwap) to car
journeys (e.g. Uber or BlaBlaCar) to drills and other consumer appliances (e.g. Peerby).

2. What is the economic and social potential of the sharing economy
in the European Union?

In our view activity in the sharing economy is likely to grow in both scale and scope, extending
to new markets and displacing more and less formal economic activity. Over time it will shift
from being predominantly composed of peer-to-peer markets in which essentially amateur
consumers share goods they own to being predominantly composed of business-to-consumer
transactions with platforms offering an increasingly diverse set of services to both sides of the
market.

The continuing growth of the sharing economy will affect a range of market participants:

— Consumers who will access better services at lower prices and without the need to
make large purchases of expensive and often then under-utilised goods.

— Providers who will see new opportunities to work or increase their earnings, though
they will tend to receive less in other benefits than those in traditional employment.

—  Competitors who will face increased competition, sometimes in markets in which high
earnings were possible as they were previously sheltered from competition.

Other potential impacts such as increased pressure on land approved for development,
increased traffic congestion have been suggested, but we do not believe these problems are
likely to be exacerbated except in the short term. There is also an opportunity to improve tax
compliance, taking advantage of the increased use of electronic payments in sectors where cash
was often the norm previously.

We also do not find the contention that the the sharing economy will increase income or wealth

inequality persuasive. It seems more likely to diminish inequality and make wealth inequality,
in particular, less salient. However it does seem plausible that the sharing economy could create
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new forms of social exclusion if some people are unable to maintain a reasonable score in
ratings systems and other systems used to protect consumers.

Overall, we expect that the potential reduction in under-utilisation of assets (including human
capital) associated with the sharing economy amounts to €572bn in annual consumption across
the EU28. This is, however, subject to a number of obstacles and barriers, some of which are
quite fundamental.

3. Are there obstacles or barriers which prevent the sharing economy
from reaching its full potential?

Barriers to the growth of the sharing economy include established features of different
economies within the EU. People need to be able to use the platform applications and the
smartphones on which they operate, though we expect this obstacle will decline over time. It
needs to be physically practical to share the good or service in question in the market in
question. This is naturally harder with bulky goods and in rural areas, though these obstacles
may be overcome by new business models in some cases. In some cases, labour market
obstacles such as skills mismatches may mean that demand for human capital cannot be
satisfied even in markets with significant unemployment or under-employment and the sharing
economy will not overcome that obstacle.

There are also obstacles that sharing economy platforms themselves can work to overcome,
particularly related to consumer preferences and trust. To some extent, consumers might
simply prefer ownership, but often a preference for ownership will actually reflect concerns
which platforms can address to a substantial extent over time, such as over product scarcity risk
or a lack of diversity in the products on offer (meaning that some consumer needs are not met
by the shared stock of assets). sharing economy platforms will also face a strong incentive to
overcome initial distrust through a combination of insurance, prior scrutiny of market
participants and the use of ratings systems for those already participating.

Finally a range of policy choices are likely to affect the potential of the sharing economy. These
include the effects of the broader policy framework, such as tax policy, which might help or
hinder sharing economy providers relative to other potential suppliers of goods and services.
They also include specific regulatory interventions which might go as far as directly banning
sharing economy platforms or limit its growth by deterring self-employment, deterring
marginal transactions or failing to provide a suitable intellectual property framework.

4. What is the economic value of the barriers or obstacles?

We expect the value of many of the barriers to decline over time. In the short-run, we expect
that higher utilization of assets, facilitated by the economy, will be worth around €21bn per year
(versus the €572bn obstacle-free maximum). In the medium to longer term, that figure to rise to
€158bn.

PE 558.777 |- 38



That means the salience of regulatory barriers to the sharing economy can be expected to rise
over time, as other obstacles such as a lack of digital access or skills and a lack of consumer trust
decline.

In the short-run, we expect that high specific regulatory barriers (deterring 30 per cent of
remaining transactions) would cost around €6bn a year, while low regulatory barriers
(deterring 15 per cent of remaining transactions) would cost around €3bn a year. Over time, as
other barriers fall away and the sharing economy grows, we expect this to rise to the point
where high regulatory barriers cost €47bn a year while low regulatory barriers cost €24bn a
year. That cost might rise further if other obstacles we expect to remain, such as labour market
obtacles, are in fact addressed successfully.

5. How effective is the existing EU regulatory framework in promoting
and overseeing such emerging new business models?

Other costs of non-Europe, established in earlier research, are likely to grow in importance with
the growth of the sharing economy. Gaps in the Digital Single Market, for example, are likely to
become more important to the extent they inhibit trade in or through sharing economy services.

At the same time, existing EU interventions address issues which might otherwise be expected
to be significant with the growth of the sharing economy, such as the need for price
transparency.

However there are some shortcomings in the existing regulatory framework. That framework
does not take advantage of new possibilities to achieve regulatory objectives (such as tax
collection and consumer protection) at lower cost. It also does not address some potential
problems associated with the sharing economy such as the potential to create new forms of
social exclusion.

6. What additional steps should be taken at the EU level to realise its
economic potential, while continuingto balance creative freedom
for business with necessary regulatory protections?

We finally turn to potential additional steps that might be taken at an EU level.

First, we believe there is an opportunity to increase tax compliance and otherwise accomplish
regulatory objectives at a lower cost with the data collected by platforms, but that this will
likely depend on removing quantity restrictions and/or assuring platforms that such
restrictions will not be introduced.

Second, new measures are justified to support the rehabilitation of those excluded from

platforms, including the potential establishment of community platforms for that purposes, but
not through the regulation of still-evolving ratings systems.
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Finally, other initiatives, such as those aiming to support the competitiveness of the automotive
manufacturing sector, should take account of the potential development of sharing economy
markets.

In other areas, we do not believe there is a need for new interventions. There should not be a
general regulatory presumption that all sharing economy platforms will be dominant and any
intervention should, for now at least, be based on an application of existing competition rules
that allows for the dynamism of digital markets. Equally, labour market regulations should not
be altered to specifically include sharing economy providers, who should be allowed to remain
self-employed, and platforms should be allowed (and in some cases, encouraged) to develop
their own means of supplying other benefits besides cash remuneration.
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Chapter 1 - Introduction

At the request of the Committee on Internal Market and Consumer Protection, the Directorate
on Impact Assessment and European Added Value of the European Parliament has
commissioned Europe Economics to carry out an assessment of the cost of non-Europe in the
sharing economy, assessing the opportunities and challenges in the sector.

The sharing economy has been the object of considerable public interest. That interest has
included both excitement at the potential of the platforms to create significant economic value
and concern at potential social consequences. There is not yet a consensus on the proper
definition for the sector, let alone how it might affect consumers, workers and the wider
economy.

This research will address those issues, but particularly the extent to which the sector might
affect attempts to realise the full potential of the Single Market. The sharing economy has its
own implications for the Single Market, as existing regulatory structures and tax policies might
struggle to accommodate sharing economy platforms. It might also raise the salience of
progress in a number of areas already identified as priorities in earlier cost of non-Europe
reports.

The rest of this report aims to deepen understanding of the implications of the sharing economy
for European consumers, workers and other stakeholders and establish the potential for the
completion of the Single Market to add value. In doing so, it will address the following research
questions posed by the Committee:

— What is the sharing economy?

— What is the economic and social potential of the sharing economy in the European
Union?

—  Are there obstacles or barriers which prevent the sharing economy from reaching its
full potential?

— What is the economic value of the barriers or obstacles?

— How effective is the existing EU regulatory framework in promoting and overseeing
such emerging new business models?

— What additional steps should be taken at the EU level to realise its economic potential,

while continuing to balance creative freedom for business with necessary regulatory
protections?

We provide indicative quantitative estimates on those questions, where possible, particularly
for the final consumption sectors in which sharing economy platforms are likely to be active;
the scale of the impacts we can expect from the increased utilisation of assets through those
platforms; and the value of different obstacles to the sharing economy's growth.
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Chapter 2 - What is the sharing economy?

Key findings

- Interest in the sharing economy has grown quickly since 2012 but there is no settled
definition of what it constitutes.

- A useful definition, for the purposes of economic analysis, will not focus on an overly literal
interprepation of the word 'sharing'.

- Existing definitions vary but tend to focus on transactions in peer-to-peer, or often peer-to-
peer, consumer markets in which an under-utilised asset is hired out.

- We argue for a somewhat broader definition which includes business-to-consumer
transactions, thereby focusing the analysis upon types of socio-economic transations rather
than upon corporate forms.

The sharing economy has attracted considerable attention, but that attention is relatively recent.
If measured by web search interest in the term 'sharing economy’, then interest has mounted
from 2012 onwards, as shown in Figure 1, with the greatest web search interest in Italy,
Germany, the United Kingdom and the United States. This relative novelty explains the lack of
a settled definition.

Figure 1: Web search interest
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1. Criteria for a good definition

For our purposes, we need a definition amenable to economic analysis and the identification of
potential policy measures. In our view, a good definition of the sharing economy for this
project:
— Identifies a distinct and genuine phenomenon, rather than becoming unnecessarily
semantic with regards to the word 'sharing'. This should enable a more robust analysis
of the likely economic impacts.

— Avoids artificial distinctions between economically similar activities. This could mean
that policy is formed which is inappropriate for excluded, but fundamentally similar,
activity.

— Respects common usage, rather than requiring the use of a new term to discuss
platforms that are currently commonly referred to in discussions of the sharing
economy.

2. Existing definitions

An online finance glossary defines the sharing economy as an 'economic model in which
individuals are able to borrow or rent assets owned by someone else' (Investopedia, n.d.). That
definition could if conceived broadly include a very large range of transactions, including most
or all of current rental markets in sectors like property. It would not necessarily be a new
phenomenon or one which was particularly focused on the businesses typically described by
those commenting on the sharing economy.

Another very broad definition is provided by a campaigning group promoting the sharing
economy (The People Who Share, n.d.):

"The sharing economy is a socio-economic ecosystem built around the sharing of human and
physical resources. It includes the shared creation, production, distribution, trade and
consumption of goods and services by different people and organisations.

Whilst the sharing economy is currently in its infancy, known most notably as a series of
services and start-ups which enable P2P exchanges through technology, this is only the
beginning: in its entirety and potential it is a new and alternative socio-economic system which
embeds sharing and collaboration at its heart — across all aspects of social and economic life.

The sharing economy encompasses the following aspects: swapping, exchanging, collective
purchasing, collaborative consumption, shared ownership, shared value, co-operatives, co-
creation, recycling, upcycling, re-distribution, trading used goods, renting, borrowing, lending,
subscription based models, peer-to-peer, collaborative economy, circular economy, pay-as-you-
use economy, wikinomics, peer-to-peer lending, micro financing, micro-entrepreneurship, social
media, the Mesh, social enterprise, futurology, crowdfunding, crowdsourcing, cradle-to-cradle,
open source, open data, user generated content (UGC).'

While this definition might suit a campaigning website, as it allows for engagement with a wide
range of partners, it is too broad to be amenable to economic analysis or for use in policy
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formation. The inclusion of diverse economic phenomena such as recycling, the trading of used
goods and open data would undermine the coherence of any research or policy attempting to
address needs or impacts of the sharing economy.

One influential recent attempt to define the sector more closely (Frenken, Meelen, Arets, & van
de Glind, 2015) argued for three characteristics.

First, the authors of the definition argue it should only include consumer-to-consumer
transactions, not business-to-consumer transactions. This would exclude platforms such as
Spotify for music or ZipCar and Cars2Go for cars where a firm rents assets to consumers. They
argue that this represents the 'product-service economy', where 'a consumer gains access to a
product whilst the service provider retains ownership'. The term has been further refined by
two authors from the same group, who argued that whether or not an activity should be
construed as forming a part of the sharing economy turned on whether or not the asset in
question would otherwise have been left idle (Meelen & Frenken, 2014). For example, they
argue that 'UberX is only a form of the sharing economy if the driver would have made the trip
anyway.'

Meelen & Frenken (2014) argue that definitions focused upon peer-to-peer sharing avoid the
'positive and progressive connotation' of the term sharing economy being misused by firms
attempting to avoid regulatory scrutiny, but it seems unlikely that under any definition of the
sharing economy it would not be subject to a potential need for regulation to protect consumers
and prevent other potential market failures. We therefore do not believe that a restriction to
peer-to-peer markets is particularly helpful to understanding the policy implications of the
sharing economy.

The restriction to peer-to-peer transactions means that the definition is dependent on corporate
form, only allowing or particularly focusing on transactions among essentially amateur
consumers. This restriction can create a boundary problem. It is not clear whether mutual firms
or clubs with assets held in trust for their members would be eligible and hybrid platforms may
offer peer-to-peer and business-to-consumer services alongside each other. Individual providers
of goods and services might also transition over time from peers, sharing assets with friends
and family; to sole traders, after finding that they earn more in the sharing economy than in
other employment; to a business which employs other workers, if that creates some kind of
economy of scale.

While peer-to-peer transactions might have some attractions for some consumers, and those
consumers might have been over-represented in the early sharing economy platforms as they
find the concept particularly attractive, others might not care about the corporate structure by
which a good or service is delivered (Eckhardt & Bardhi, 2015). In general, corporate form tends
to be an uninformative basis for identifying economic phenomena (other than the corporate
form itself). The UK mutual John Lewis Partnership and the French corporate Printemps are
both department store chains in terms of their economic activity, despite their differing
corporate forms.

Other sources also wish to delineate the sharing economy by corporate form, but with a

restriction to transactions that are conducted within local communities, including co-operatives
of various kinds and 'neighbourhood' car-sharing (Orsi, 2013). This to some extent reflects the
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spirit of the definition set out for The People Who Share, but does not fit with other academic
definitions or allow the potential for sharing across local and national borders.

Others still focus particularly upon non-monetised peer-to-peer transactions, suggesting that
the spread of such transactions implies a profound change in the nature of capitalism.?
However, the proportion of entirely non-monetised transactions, amongst the economically-
relevant activities, is currently small and not expected to grow as rapidly as the monetised
transactions. Furthermore, it is important to recognise that large amounts of social activity are
non-monetised in any markets-based economy.

One reason there has been a debate about whether business-to-consumer services should be
included in the sharing economy appears to be that 'sharing', in the form of a non-monetised
making available of one's assets or one's time to others, with a view to subsequent reciprocation
by others, is seen as morally superior to trading via money-mediated transactions. But in
economic theory, money-based trading is simply a mediated form of reciprocation or sharing. I
could give you my economics consultancy services today in the anticipation that you would
reciprocate by tomorrow giving me some commensurate amount of rhubarb pie or letting me
use your lawnmower. But by exchanging the consultancy services for money I enable
reciprocation and sharing to be done much more efficiently and effectively, spread over time
and more people and with much better information as to my options.

Second, Frenken, Meelen, Arets, & van de Glind (2015) argue that the sharing economy should
be understood to only include transactions where consumers provide temporary access to a
good, not the permanent transfer of ownership of the good. This would exclude platforms such
as eBay or other online marketplaces where consumers can buy and sell goods (potentially
'sharing' them over time, in the sense that multiple households will use the same asset in its
lifetime). More broadly, we do not believe it is useful to see 'sharing economy' as a synonym for
e-commerce. This element of the definition seems the least controversial in terms of existing
attempts to define the sector closely. While digital platforms or portals?> might enable more
people to trade second-hand goods, the substitution of ownership (as opposed to more frequent
transfers of ownership) is widely seen as a defining quality of the sharing economy.

Third, Frenken, Meelen, Arets, & van de Glind (2015) argue it should only include transactions
regarding physical assets. The restriction to transactions regarding physical assets would
exclude the many websites allowing people to provide services, such as TaskRabbit. The

2 See, for example, Mason (2015).

% For our purposes here, a 'digital platform' is a digital technology or format that allows a range of
suppliers a platform from which to present themselves to potential consumers and, conversely, for
potential consumers to access a range of potential suppliers. Two well-known example from other contexts
are (i) the Sky Digital platform, which allows a range of television stations to present themselves to
viewers; and (ii) Facebook, which is commonly referred to as a digital platform for social media users. A
sharing economy digital platform is a digital technology allowing those that have assets they want to share
to present themselves to those seeking assets to share and vice versa.

A 'digital portal' is a website designed to bring information together from a range of sources in a standard
format. In the case of the sharing economy, a digital portal is a digital technology that brings together
other information about assets that users want to share and those seeking assets to share in a way that
allows the two sides of the sharing transaction more easily to discover and deal with each other.

To avoid clumsy repetition of terms and because platforms are the main form of the sharing economy and
the form that creates the most important issues (positive and negative), in what follows we shall normally
refer to 'platforms', but portals should be considered as implicitly included where relevant.
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authors argue that people cannot go 'unused', and the value of time away from work as leisure
time might mean that under- or unemployment has more potential to be attractive in the labour
market, but people can be employed, under-employed or entirely unemployed, just like goods.

Excluding labour seems to introduce an undesirable artificial limitation on the definition.
Another way to understand sites like TaskRabbit is that they allow people to share their human
capital (e.g. their expertise in assembling flat pack furniture), with those who lack that human
capital (e.g. those intimidated by the process of assembling flat pack furniture). It is also useful
to recognise that all sharing economy activities involve some combination of the use of labour
(by the provider) and/or the avoidance of labour (by the consumer).

A restriction to physical assets could also exclude the sharing of intellectual property. This
could mean that, for example, a song shared on a CD would count as a part of the 'sharing
economy' but a song shared as a digital file would not. That artificial distinction might become
increasingly problematic over time if an increased salience of design features and technologies
like 3D printing meant that the intellectual property component increased as a share in the
value of assets previously best-understood simply as physical goods.

Others proposing a definition for the sector have not included such a restriction to physical
assets. Botsman (2013), for example, defines the sharing economy as an 'economic model based
on sharing underutilized assets from spaces to skills to stuff for monetary or non-monetary
benefits.' She also does not exclude business-to-consumer transactions, but does say that the
sharing economy is 'largely based on P2P marketplaces.! And Wosskow (2014) defines it as
allowing people to 'share property, resources, time and skills across online platforms.'

We believe that these existing sharing economy definitions are a helpful starting point but are
either too broad, and do not represent a distinct economic phenomenon amenable to analysis,
or are too narrow, attempting to delineate among different business models delivering very
similar goods and services from the perspective of the consumer, in quite similar ways from an
economic perspective. We therefore propose to build on these definitions and provide a new
definition of the sharing economy as an economic phenomenon.

3. Our proposed definition

We define the sharing economy as:

The use of digital platforms or portals to reduce the scale for viable hiring transactions
or viable participation in consumer hiring markets (i.e. 'sharing' in the sense of hiring
an asset) and thereby reduce the extent to which assets are under-utilised.

We therefore define the sharing economy by two elements:
First, the sharing economy is an opportunity to reduce the extent to which assets are utilised
less than they could be by employing a rental model. Often a single transaction, e.g. buying a

car, is replaced by a stream of smaller rental transactions, e.g. renting a car each time it is
needed for a journey. Under-utilisation might be reduced because someone is able to hire out
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their assets which would otherwise go unused, or because they are able to hire someone else's
assets and therefore do not have to purchase functionally-equivalent assets themselves.

Second, it is made possible by advances in information and communication technology which
have reduced transaction costs and increased the extent to which sharing, which under any
definition is not new, can become increasingly important as more people can enter those
markets (even if the scale of the economic opportunity for them is small) and it can satisfy the
needs of a broader range of customers (even those whose business only represents a small
opportunity). Taking advantage of that opportunity to extend rental markets constitutes the
sharing economy.

To some extent, our definition of the sharing economy reflects what others have described as
broader categories including the sharing economy, such as the Collaborative Economy
(Botsman, 2013), or includes sectors which others have defined as similar to but not a part of the
sharing economy, those transactions not based on a peer-to-peer model have been called the
Product-Service Economy (Frenken, Meelen, Arets, & van de Glind, 2015). While none of these
terms are necessarily illegitimate, the sharing economy is by some margin the most commonly
used and a reasonable descriptor which reflects common usage for the entire economic
phenomenon we will study, rather than a part of it.

We have focused our definition on consumer markets (i.e. peer-to-peer or business-to-consumer
markets), as opposed to pure business-to-business markets. While platforms similar to those
used in the sharing economy might gain scale connecting businesses (particularly small firms),
and the corporate marketplace has been discussed as a potential growth sector for new and
existing platforms (Slagen, 2014), this seems like a separate phenomenon that might have quite
different economic impacts and policy implications. Equally, the sharing economy can be seen
as the extension of trends which have already been taking place within the corporate world for
some time, with specific firms specialising in owning assets and providing them to others as a
service (e.g. aircraft leasing). Digital technologies allow the sharing economy to be created for
consumers, when previously this extension of the rental model required the scale and
organisational capacity of a corporation. We will, however, address the potential for consumers
other than individual households to use sharing economy platforms (e.g. local governments).

In our definition, the sharing economy could include activity in platforms providing access to
the following goods and services:

— accommodation;

— transportation;

— consumer durables;

— labour and human capital; and

— intellectual property.

We might also include finance, but finance falls outside the scope of our terms of reference in
this study. The role of the sharing economy in finance might be quite different and the
regulatory considerations are unique and it is therefore set aside here for consideration in other
research.
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4. Examples of how our definition operates

4.1. Accommodation

There are a number of platforms which allow people to rent out properties or parts of
properties. The most famous is AirBnB, but there are a number of competitors including:
HomeAway, HouseTrip, 9Flats, Wimdu, Onefinestay, Roomerama, Sleepout, Love Home Swap
and Holidaylettings.

If someone had a property which was wholly or partially unoccupied they might previously
have allowed friends and family to stay in a spare room or a holiday home, an option which
already existed as a substitute for hotels, bed and breakfasts. However the practice was limited
by the high cost of matching those with accommodation free to those in need of
accommodation, particularly beyond borders and establishing trust on both sides of
transactions between strangers.

Information and communication technology, in the form of the platforms mentioned above, and
the hardware that makes them possible, has significantly reduced the broadly-defined
marketing cost of offering private rental occupation. Digital platforms and portals have thereby
extended the potential of that rental model to short-term rentals which might only be a
marginal use for a property principally used as a main residence by the owners. It might
thereby reduce the degree to which assets are under-utilised by allowing people to make better
use of otherwise unoccupied property.

We observe that there are some potentially relevant differences between the services offered by
the platforms we have listed above. Some offer holiday rental services. Others specifically focus
upon peer-to-peer rentals or describe themselves as an 'online marketplace'.

4.2.Transportation

There are two types of transportation service which fall under our broader definition of the
sharing economy. First, the hiring of the assets themselves: hiring a car, bike or other mode of
transport. Firms in this segment include: ZipCar, Car2Go and Autolib' for cars and bike share
schemes often organised by city with municipal involvement, such as the Velib' scheme in Paris.
Second, the hiring of an asset mixed with labour and human capital: hiring a car or other
vehicle and someone to drive it. The most prominent firms in this segment are Uber and Lyft.

Rental services for cars and other vehicles again existed before the advent of the sharing
economy (as did individuals sharing their cars with friends and family in need of one for an
occasional journey). Information and communication technology has reduced the scale required
in terms of the individual transaction: people might rent cars for an hour as technological
change has simplified the process dramatically. It has also reduced the scale required of the
market opportunity needed for it to be worthwhile to enter the market.

The relative simplicity and low cost of becoming a driver for a service like Uber reduces barriers
to entry. This can further extend the rental market and thereby reduce the extent to which assets
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are under-utilised both by allowing people to make more use of their cars but also by allowing
others to avoid buying a car which would otherwise be under-utilised.

4.3.Consumer durables

Peerby, NeighborGoods and others allow people to share other consumer goods such as drills,
trailers, barbecues, suitcases and garden scissors.

These goods may well have been shared in the past among friends, family and neighbours.
Information and communication technology has again reduced the cost of marketing their
availability, to the point where it is worthwhile to offer them to be borrowed to strangers for
free or rented for a fee, at least within a reasonable geographical area.

4.4.Labour and human capital

TaskRabbit, Skillshare, 99Designs, Kaggle, Shareyourmeal and others allow people to share
their labour and human capital. There is also a labour element in a number of other services. In
some cases, that labour element is quite large, e.g. DogVacay or UberX. In others, it is relatively
modest but still might be a substantial part of why consumers chose these services over
ownership. For example, renting a car from ZipCar might be preferable to owning a car for
some consumers in part because they felt that the challenges of ownership - arranging
maintenance, paying taxes and even identifying a suitable car in the first place - was a job
which they did not want to do. This still represents a potentially-significant division of labour.

It was possible to hire people for all of these tasks before the advent of the sharing economy,
however again the rental model is extended with more tasks being undertaken with short-term
contracts, including some work which might previously have taken place outside the labour
market, and that reduces the extent to which labour or human capital is under-utilised.

4.5.Intellectual property

Spotify, Apple Music, Pandora, Tidal, Rhapsody, Google Play and others (YouTube might be
counted in this category), and similar services for video often offered as part of a broader
package of services by broadcasters, allow users to rent intellectual property in digital formats
temporarily, rather than purchasing them permanently.

Before online distribution became feasible, customers could buy, rent or steal content from
those who owned the right to distribute that intellectual property. Rental services were limited
by the size of the transaction. While movies were rented on videotapes and then DVDs, such
services were less common with music where being able to listen to a CD for a short period of
time was not valuable enough to justify the transaction costs of a short-term rental. Radio
allowed people to listen to songs one at a time but removed the listener's ability to choose what
was played when.
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Of the three potential models for the distribution of music, at first peer-to-peer services
increased the ease of pursuing the illicit option, with services like Napster. iTunes and similar
services then extended the purchase option. Finally, Spotify and its competitors extended the
rental model, establishing a means for consumers to access music on a track-by-track basis and
thereby extending the rental model by reducing the viable size for a given intellectual property
rental (to a single track for a single play).
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Chapter 3 - What is the Economic and Social Potential
of the sharing economy in the European Union?

Key findings

- The nature of the sharing economy is likely to change over time as its scope and scale grow,
and as it matures

- Consumers will tend to benefit from lower prices and increased quality of services, along
with a reduction in the lumpiness of their consumption and the ability to satisfy more
diverse preferences over time.

- Providers may enjoy new economic opportunities, but may not enjoy access to the other
benefits associated with traditional employment.

- Competing providers outside the sharing economy may face increased competition in
service markets, but the sharing economy will generally not increase the pressure on scarce
resources such as land for development or road space.

- Manufacturers may need to adapt to a market in which fewer, but higher value, goods are
consumed. Other policy priorities will also be affected, with a reduction in income and
wealth inequality but the potential to create new forms of social exclusion. The use of
electronic payments and digital platforms makes a significant improvement in tax
compliance possible.

- The obstacle-free theoretical maximum potential reduction in under-utilisation associated
with the sharing economy amounts to €572bn, though that is subject to a number of (in
some cases quite fundamental) barriers discussed in Chapter 4.

The sharing economy has inspired excitement at the scale of the opportunity for the many
people engaged in it and its potential wider benefits and concern at the potential impact on
established sectors and working practices. On the one hand, a supportive campaign describes
the sharing economy's potential in glowing terms (The People Who Share, n.d.):

'Our vision of the future is a thriving sharing economy where the need to own is transformed.
Everyone is a supplier of goods, services and experiences. Where people share skills, time,
resources, knowledge, responsibility, opportunities, ideas, goods, services and stuff. It's a world
in which our collective capability meets our collective needs and we collaborate to enhance each
other's lives, protect our planet and create wealth from which everybody benefits.'

On the other hand, a sceptical commentator describes the sharing economy as a dystopia (Reich,
2015):

'How would you like to live in an economy where robots do everything that can be predictably
programmed in advance, and almost all profits go to the robots' owners?
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Meanwhile, human beings do the work that's unpredictable — odd jobs, on-call projects, fetching
and fixing, driving and delivering, tiny tasks needed at any and all hours - and patch together
barely enough to live on.'

The gap between the two is in part a difference over what the sharing economy is and what it is
likely to become and in part a difference over its likely wider effects.

In this chapter we will first set out very high-level expectations for how the sharing economy is
likely to develop. Then we will attempt to quantify the potential scale of the sharing economy in
terms of the sectors in which it is likely to compete effectively with other models for delivering
goods and services. Then we will set out the likely impacts of that development and then we
will attempt to quantify the likely impacts.

1. How is the sharing economy likely to develop?

We defined the sharing economy in Chapter 2 and gave examples of existing sharing economy
platforms. The potential of the sharing economy will depend on how it develops, with the
growth or contraction of existing platforms and the creation of new platforms or changes in
existing platforms, potentially extending the sharing economy to new sectors.

However we can describe at a high level how the sharing economy might develop based on the
definition and the examples given above. This development will then be subject to the obstacles
described later in this report:

1. The sharing economy is likely to extend to other markets.

2. Peer-to-peer transactions are likely to decline as proportion of the sharing economy, with
business-to-consumer transactions accounting for a larger share.

3. sharing economy platforms are likely to become more integrated with other platforms and
other digital services.

4. sharing economy platforms will displace more and less formal activity.

1.1.The sharing economy is likely to extend to new markets

While some new platforms will represent substitutes for existing platforms, others are likely to
cover sectors, geographical settings and consumer groups where the reach of the sharing
economy is currently limited.

It is obviously difficult to speculate about the markets to which it might extend, as that will
reflect the business models of new entrants, but those sectors where the potential to be affected
by the sharing economy is greatest might include:

— Sectors in which there are valuable goods and services still under-used (e.g. smaller
domestic appliances) and in which sharing economy platforms can materially reduce
existing barriers to entry, particularly those relating to marketing and other transaction
costs.
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—  Sectors which are likely to grow as a share of the economy as a whole, thanks to high
income elasticities, e.g. education and health. These sectors might be affected directly
by the sharing economy or indirectly if savings in other areas directly affected are spent
in those sectors.

— Markets in which sharing economy platforms are not currently able to attain critical
mass, but where they might expand with growing scale and/or technical changes, e.g.
from urban to suburban or even rural areas.

1.2.Peer-to-peer transactions are likely to decline as proportion of the
sharing economy

Many early applications of the sharing economy have been based on peer-to-peer markets.
Indeed some definitions of the sharing economy define it entirely as a peer-to-peer
phenomenon. In many markets, however, the peer-to-peer element seems likely to be a feature
of a transition to the sharing economy.

Initially most people might own an asset, as the transaction costs involved in renting them are
high and rentals are therefore reserved for niche uses (e.g. when travelling, or for expensive
assets rarely used like a van for moving). sharing economy platforms reduce those transaction
costs and therefore people are able to share the assets they already own. Given that the costs of
purchasing those assets have already been paid, P2P providers are therefore competitive. Over
time, however, the declining attraction of ownership means that fewer people replace the assets
they own as those assets reach the end of their natural life. P2P rentals then become less
attractive as more customers chase a shrinking pool of assets, resulting in greater product
scarcity risk and greater costs in matching providers and consumers (e.g. in transporting an
asset to its potential user). B2C rentals then increase their market share.

This intuition is illustrated in Figure 2, which shows a simple model in which ownership
declines by one per cent of the population in each time period - t - (as renting through the
sharing economy becomes more attractive) and the share of the renting market accounted for by
P2P reflects the share of ownership in the market as a whole (i.e. if ten per cent of the market
owns, P2P will account for ten per cent of rental transactions). This model is not intended to be
realistic and clearly a far more elaborate analysis of consumer choice would be needed to model
these trends in detail, but is helpful to illustrate the intuition described above, which reflects the
thinking of many involved in the sharing economy.

The trend in that model is that at first the P2P share grows strongly, as the rental market is
growing and it is the favoured means of satisfying that growing rental demand, but the P2P
share of the market as a whole peaks at around 25 per cent (when ownership is around 50 per
cent) and then begins to decline. Eventually the market is dominated by B2C rental. The
increasing scale of P2P transactions now might represent the start of such a process.
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Figure 2: P2P vs B2C in the sharing economy
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It is important to note two things about this analysis, though:

First, B2C provision does not necessarily imply corporate provision. B2C providers may be
individuals, e.g. drivers using a platform like Uber; co-operatives such as car clubs; or
corporates such as car sharing companies. The intuition is rather that people will increasingly
engage in these markets not as peers but that the market will specialise with some owning
assets in order to rent them, rather than renting out assets they own primarily for their own
purposes.

Second, it may not apply in all markets. In some markets, people might have a preference for
ownership (e.g. in property) and use the income from sharing economy platforms in order to be
able to afford ownership (e.g. it might make holiday homes more affordable). In that case, a
substantial P2P market might remain viable over time. In other cases, providing a service
yourself might have a cost advantage, which means it remains more viable to share that service
with peers than to outsource provision.

Long-distance journeys by road, for example, might be more affordable if someone does not
have to pay a driver who would otherwise not be making the same journey. That might mean
there is an ongoing market for P2P services such as BlaBlaCar, if they can overcome other
economies made possible by B2C provision, e.g. coaches and other large vehicles which provide
economies of scale.
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1.3.sharing economy platforms are likely to become more integrated
with other platforms and other digital services

As the sharing economy matures, platforms might become less free-standing. As well as
increasing their engagement with other existing firms (such as insurers) they are likely to
increase their interactions with one another and with other digital services.

There are two levels on which this might occur.

First, services provided to sharing economy providers, allowing them to overcome obstacles to
its growth. Zhuo (2015) cites 'Zen99, which helps 1099 workers handle their taxes, and Checkr,
which provides automated background checks' as examples of this trend. These services might
be heavily dependent on the policy environment, for example whether data protection
regulations or the organisation of police background checks allows for automation.

Second, matching consumer needs across sharing economy platforms and other digital services.
Zhuo (2015) describes a model in which 'people might use OpenTable to not only get a dinner
reservation, but to also order a Lyft, buy flowers and book an overnight stay.'

This might be a means by which new firms are able to enter a market in which an existing
platform exists, either partnering with an existing competitor or establishing their own platform
in order to build critical mass more quickly using established online customer relationships.

1.4.sharing economy platforms will displace more and less formal
activity

In discussions about the sharing economy, it is common to assume that sharing economy
services only displace more formal or more regulated activity, e.g. that a rental on Airbnb will
displace a potential stay in a hotel. There are actually a number of possibilities:

— The activity would otherwise not have taken place, e.g. people might take more trips
with new options for where they might stay.

— The activity would otherwise have taken place in a more formal sector, e.g. a hotel.

— The activity would otherwise have taken place in a less formal sector, either someone
might have stayed with friends or family or they might have found a place with a
stranger through less formal channels.

The potential for substitution in the accommodation sector is shown in Figure 3.
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Figure 3: sharing economy displacement in the accommodation sector

Informal room hire
from friends and family
or strangers

Sharing Economy short-
stay accommodation
rentals

Regulated hotels and
bed and breakfasts

There is a similar set of potential substitutions in the road transport sector.

Figure 4: sharing economy displacement in the road transport sector
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In the labour market, such substitution is possible but it is also important to delineate between
existing employment and self-employment, where the associated conditions for providers are
more similar to those generally offered on sharing economy platforms.
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Figure 5: sharing economy displacement in the labour market
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2. Quantifying the potential sectoral scope of the sharing
economy

2.1.Earlier estimates

There have been several attempts to estimate the potential size of the sharing economy in broad
terms, with estimates for global revenues ranging from $110bn to $530bn (PWC, 2014). PWC
research recently estimated that global revenues from sharing economy platforms in five
sharing economy sectors - peer-to-peer finance (excluded from this study), online staffing, peer-
to-peer accommodation, car sharing and music video streaming - have the potential to increase
from around $15bn now to $335bn by 2025. Crucially, this analysis is based upon extrapolating
the future size of the sharing economy from its present size and growth. The researchers
reviewed existing revenue data and forecasts where available (normally for less than five years)
and then calibrated that to an S-curve, where an industry goes through stages from a slow-
growing niche, to growing rapidly and then normalising to growing more slowly as it matures
and then eventually declining (or being reborn with some fresh innovation).

While it provides a sense that some of the firms and sectors involved have the potential to grow
considerably, and is therefore of interest to those attempting to forecast potential growth for
those firms, that does not estimate the potential of the sharing economy as a whole. The sharing
economy's future development might be dominated by new potential business models in
existing sectors expanding out of niches in a continuous process over time, or an expansion into
new sectors entirely (changing the implications for policy). The approach is therefore poorly
suited to our purposes.

Some commentators estimating the potential of individual firms have focused instead on
understanding the markets in which sharing economy platforms might displace other modes of
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distribution. One criticism of the valuation of Uber argued that it would require the firm to
account for an unrealistic share of the global taxi market, estimated at around $100bn in size
(Damodaran, 2014). In response, an investor in the firm argued that the maximum market share
envisaged was unrealistic and that it was wrong to see the firm as competing within the existing
taxi market, arguing instead that it would expand the car for hire market to take in journeys
that would not otherwise have taken place and displace the ownership of private cars or their
use (Gurley, 2014). This approach, focusing on establishing the sectors of the economy in which
sharing economy platforms are likely to permit an extension of the rental model, seems to fit
best with the definition that we have adopted for the sharing economy.

Our approach, at this stage, is therefore to identify those sectors where either:

— households obtain an imputed value from assets they might no longer need to own,
substituting with provision from sharing economy platforms; or

— households purchase goods or services from markets where sharing economy platforms
already compete with other provision.

2.2.Identifying sectors in which sharing economy plaiforms might
compete

Our first step is to identify different sectors where sharing economy platforms exist or might
develop. Given that we define the sharing economy as a consumer market phenomenon, we use
final consumption sectors based on the COICOP? 3-digit codes used by Eurostat. The sectors
are set out in Table 1 below. They are first categorised as representing either for perishables (in
this case, defined by markets in which consumers could not viably trade goods they had
purchased), goods or services. Then final consumption per household across the EU28 is given,
to the nearest €100, the most relevant asset for that sector's potential interaction with the sharing
economy (for many goods sectors, this is the sector itself) and examples of existing sharing
economy provision if platforms already exist (with a note where those platforms exist in the
United States but not yet in Europe).

Of average per capita consumption of €14,800 a year in the EU28, we can establish the following
categories:

— €5,000 relates to spending in categories entirely or largely related to perishables, where
sharing economy penetration is therefore likely to be limited;

— €1,200 relates to spending in categories which seem to be more amenable to other
digital business models, particularly platforms allowing the trading of second-hand
goods, and the sharing economy therefore seems likely to remain a niche.

— €1,200 relates to spending on financial services, excluded from this project, or the
activities of non-profit organisations serving households rather than consumer markets.

— €600 relates to services tied to major facilities such as museums or hospitals.

2 Classification of Individual Consumption According to Purpose - a nomenclature developed by the
United Nations Statistics Division for individual consumption expenditures incurred by households, non-
profit institutions serving households and general government according to their purpose.
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—  €6,800 relates to sectors where there is already significant sharing economy activity or
where analogous sharing economy platforms seem plausible, these are the markets we
believe are amenable to sharing economy business models.

Around half of this consumption (46 per cent) is in markets amenable to sharing economy
business models. It should be noted that this does not indicate a limit on the value of the

sharing economy. sharing economy platforms might increase GDP, leading to increases in the
consumption of certain goods and services, and they might involve the provision of services not
provided by traditional provision. It does, however, provide both an indication of the potential
scope of existing sectors that appear likely to be affected by the sharing economy (around half
of consumption) and a sense of the expenditure involved in purchasing assets which might go
under-utilised (and therefore the potential for savings with reductions in the under-utilisation

of those assets).

Classification of Individual
Consumption According

to Purpose (COICOP), 3
digit aggregates

Table 1: COICOP categories, EU28

Type

€ per

person

Principal
relevant asset

Existing sharing economy
provision?

Food and non-alcoholic

Perishables 1,900 -
beverages
Alcoholic beveragesj, Perishables 500 i
tobacco and narcotics
Clothine and Most platforms focus on the
Clothing and footwear Goods 800 & second-hand trade, rather
footwear . .
than sharing as defined here.
Actual rentals for housing Services 700 Accommodation | Yes, e.g. Airbnb.
Impu.ted eI Goods 1,800 Accommodation | Yes, e.g. Airbnb.
housing
Mai ir of
alntena.nce and repair o Goods 100 Accommodation | Yes, e.g. Airbnb.
the dwelling
Water supply and
miscellaneous services Perishables 300 -
relating to the dwelling
Electricity, gas and other Perishables 700 i
fuels
. L Sites where accommodation
AU S VAT, is shared will generally involve
carpets and other floor Goods 300 Furniture . g . y
. sharing fully-furnished
coverings .
accommodation.
None, but this seems
Household analogous to a combination of
Household textiles Goods 100 . existing laundry services (e.g.
textiles
Laundrapp) and durables
sharing services (e.g. Peerby).
. H hold
Household appliances Goods 100 ous.e © Yes, e.g. Peerby.
appliances
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Classification of Individual
Consumption According

to Purpose (COICOP), 3

Principal
relevant asset

Existing sharing economy
provision?

digit aggregates

Most platforms focus on the

Glassware, second-hand trade, rather
Glassware, tableware and Goods 100 tableware and | than sharing as defined here.
household utensils household There is established rental
utensils provision for glassware for
occasional use.
Tools and
Tools and equipment for Goods 100 equipment for Yes, e.g. Peerby.
house and garden house and
garden
Tools and
Goods and services for equipment for
routine household Goods 200 house and Yes, e.g. TaskRabbit.
maintenance garden, human
capital
This category largely relates
Medical products, Perishable/ Tht.erapeutic to perishablt.es such as
e A Go G Goods 200 applla.nces and phar.maceutlcals, F)ut also
equipment appliances that might be
shared.
Yes, e.g. Pager (US). Individual
consumption may make up a
Medical small s.hare of overa!l
. . . . spending on out-patient
Out-patient services Services 200 equipment, . .
human capital services, but thI.S does not
preclude a sharing economy
role in private or public
provision.
Medical No, this is generally tied to
Hospital services Services 100 equipment, facilities only available in
human capital larger facilities.
Purchase of vehicles Goods 500 Vehicles Yes, e.g. car and bike sharing.
This category largely relates
Operation of personal Perishable/ 1,000 Vehicles, human | to perishable motor fuel, but
transport equipment Goods ! capital also appliances that might be
shared.
T e Services 400 Vehicles,. human | Yes, e.g. car and bike sharing
capital and Uber.
No, second-hand trading is
more common. This category
is more relevant due to the
Communications Services 400 Telephones use of smartphones as the

principal means by which
users access sharing economy
services.
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Classification of Individual
Consumption According

to Purpose (COICOP), 3

€ per
person

Principal
relevant asset

Existing sharing economy
provision?

digit aggregates

Audio-visual, photographic

Platforms have existed for this
purpose — e.g. Snapgoods (US)
—although it does not seem

and information Goods 200 Cameras to be an active market at
processing equipment present. Other forms like
second-hand trading are more
common.
Other major
Other major durables for durables for
. ! Goods 0 . Yes, e.g. Peerby.
recreation and culture recreation and
culture
Accommodation,
other
Other recreational items recreational Ves e.e. Peerby or DogVaca
and equipment, gardens Goods 300 items and (US’) & ¥ g y
and pets equipment, ’
gardens and
pets
Cultural .
. e No, this is largely based on
Recreational and cultural . facilities, such as o
. Services 500 . . public institutions such as
services libraries and .
. galleries or museums.
galleries
Newspapers, books and Newspapers and
FLED Goods 200 pap Yes, e.g. Blendle.
stationery books
Yes, e.g. Airbnb. Packaging
with flights not offered, but
Package holidays Services 100 Accommodation | this does not seem a
fundamental difference for
our purposes here.
Learning
Education Services 200 materials, Yes, e.g. Khan Academy.
human capital
Yes, e.g. Kitchensurfin
Restaurants, ) &8 B &
. . . X although it seems plausible
Catering services Services 1000 cafés, canteens, L . .
. this will remain a niche
human capital .
service.
. . . Accommodation, .
Accommodation services Services 200 . Yes, e.g. Airbnb.
human capital
. Limited, but seems analogous
Electric . .
apbliances for to other services for which
Personal care Services 300 PP sharing economy providers
personal care,
. have been able to such as
human capital . .
mobility services.
Jewellery,
lock tch None. S d hand tradi
Personal effects n.e.c. Goods 100 clocks, watches one. second hand trading
and other more common.
personal effects
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Classification of Individual

Consumption According Type € per Principal Existing sharing economy

to Purpose (COICOP), 3 person relevant asset provision?
digit aggregates

Assets of non-
profit
Social protection Services 200 institutions Not relevant to this project.
serving
households

Insurance Services 400 Financial assets | Not relevant to this project.

Financial services n.e.c. Services 400 Financial assets | Not relevant to this project.

Assets of non-
profit
Other services n.e.c. Services 200 institutions Not relevant to this project.
serving
households

Total 14,800

Source: Eurostat, Final consumption expenditure of households by consumption purpose - COICOP 3
digit - aggregates at current prices [nama_co3_c]

The breakdown by Member State is shown in Table 2. The portion amenable to the sharing
economy is reasonably stable at around 45 to 50 per cent of consumption, but is lower in some
new Member States, where perishables account for a considerably higher share of overall
consumption (to be expected with lower per capita incomes).

Table 2: sharing economy amenable sectors by Member State

EU28 5,000 1,200 1,200 600 6,800 14,800 46%

Belgium 6,000 1,400 1,700 1,000 7,300 17,400 42%
Bulgaria
(231 1) 1,700 200 100 100 1,100 3,200 34%
Czech Republic 3,200 300 200 300 3,200 7,200 44%
Denmark 6,800 1,600 2,100 900 9,800 21,200 46%
Germany 5,800 1,500 1,600 800 8,100 17,800 46%
Estonia 3,200 600 200 200 2,500 6,700 37%
Ireland 5,200 1,000 800 1,000 8,500 16,500 52%
Greece (2011) 5,700 800 500 500 6,600 14,100 47%
Spain 4,700 900 700 500 6,800 13,600 50%
France 6,200 1,200 1,400 600 8,100 17,500 46%
Italy 5,400 1,500 900 600 7,200 15,600 46%
Cyprus 4,800 1,000 600 900 7,500 14,800 51%
Latvia 3,300 400 100 200 2,600 6,600 39%
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Other Financial

. . . . sharing
. business services Requires sharing
Perisha- . economy
models or not major economy Total
bles ore: amenable
more consumer facilities | amenable ortion
suitable markets P

Lithuania 3,900 600 200 100 2,200 7,000 31%
Luxembourg 11,000 2,000 2,300 600 14,600 30,500 48%
Hungary 2,600 200 400 200 2,000 5,400 37%
Malta 4,000 800 600 700 5,400 11,500 47%
Netherlands 5,100 1,300 1,900 400 7,300 16,000 46%
Austria 6,400 1,800 1,300 1,000 9,600 20,100 48%
Poland 2,800 500 600 200 2,000 6,100 33%
Portugal 4,000 900 700 300 4,300 10,200 42%

Romania 0
(2010) 2,200 100 0 100 1,300 3,700 35%
Slovenia 4,700 800 700 400 3,900 10,500 37%
Slovakia 3,400 400 300 200 2,900 7,200 40%
Finland 5,900 1,400 1,300 1,000 9,500 19,100 50%
Sweden 6,700 1,500 1,600 900 9,700 20,400 48%
United 5,500 1,800 1,300 800 9,600 19,000 51%

Kingdom

Source: Eurostat, Final consumption expenditure of households by consumption purpose - COICOP 3
digit - aggregates at current prices [nama_co3_c]

The sharing economy will have a range of impacts in those sectors amenable to its growth, and
in the wider economy, which we will consider in the next section, depending on its ability to
overcome obstacles discussed in Chapter 4.

3. What will the impacts of the sharing economy be?

3.1.Consumers

Consumers in these markets are generally individuals and private households, but businesses
and public sector bodies can also make use of sharing economy platforms. Local authorities
often use vehicles in their own fleets relatively infrequently, for example, and therefore incur
relatively high costs which might be reduced using sharing services (Vanhee, 2011, p. 10)

3.1.1. Prices

Consumers can be expected to engage with sharing economy platforms to the extent that they
are better off for doing so, paying a lower quality-adjusted price for the good than if they
bought it by some other means. Prices can be lower for consumers using sharing economy
platforms, for three reasons:
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— Increased utilisation. To the extent that shared assets are used more, and the fixed costs
of owning them can therefore be spread over more use, prices for a given volume might
fall.

— Increased supply. To the extent that prices were previously high as a result of some
obstacle which prevented the expansion of traditional supply, e.g. restrictions in France
on road transport services like long-distance coaches, then prices might fall with
increased supply using sharing economy platforms, e.g. the rides available using the
BlaBlaCar.

— Lower costs. To the extent that the transaction costs constituted a significant part of the
overall cost of delivering a given good, e.g. music, then prices might fall with sharing
economy platforms reducing those costs and sufficient competition between them that
those savings are passed through to consumers.

Around 76 per cent of respondents in a US survey reported that they agreed or strongly agreed
that sharing saves money (Policylnteractive, 2014). There is some evidence this is true in
practice:

Average monthly transportation costs were found by different studies to have decreased by
between $154 and $435 for US car sharing members and CA$392 to CA$492 for Canadian car
sharing members (Shaheen, Cohen, & Chung, 2009).

In a survey of low-income Los Angeles communities, Uber research found that the platform
provided a reduction in average journey costs of more than half (Smart, et al., 2015).

Many peer-to-peer services offer assets themselves at a zero cost, with BlaBlaCar for example
only asking the person being carried to make a contribution to the driver's costs (e.g. motor
fuel). The idea is simply to split the savings from sharing the largely fixed costs associated with
the journey.

3.1.2. Quality

A key stated aspiration of sharing economy platforms is that the consumer experience should
be better than that for the nearest traditional transaction. Indeed, in some cases that is claimed
to be an automatic consequence of the 'sharing' — e.g. that someone sharing their home will
offer more intimate hospitality than a traditional hotel. It is worth noting, however, that this
might be mainly an 'early adopter' effect arising from some combination of those coming on
board seeking to establish a good reputation and enjoying the novelty of the transaction, with
the effect declining over time (Eckhardt & Bardhi, 2015).

Even leaving aside an intrinsic value to sharing though, there are three channels by which
quality might be improved:

— Enhanced transparency, through public ratings systems. These provide an incentive for
improvement in the quality of the service, as poor service might result in a provider
being removed from the platform and good service might mean they enjoy more
business or can charge higher rates (Airbnb encourages newer providers, who have not
established a track record, to charge lower rates). This naturally depends on the ratings
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being reliable. There is concern that Airbnb reviews might be biased by customers
being concerned that leaving a bad review might lead to them being seen as a difficult
customer, limiting their future rental opportunities (Mulshine, 2015), for example.
There is a robust incentive for platforms to overcome these challenges and maximise
that reliability, however.

— Increased competition leading to improvements in new and existing providers. To the
extent existing providers face enhanced competition as a result of the growth of the
sharing economy, they might respond by increasing service standards. There is some
evidence that this effect is already being felt, with the growth of Uber in New York and
Chicago coinciding with a decline in complaints about conventional taxis (Wallsten,
2015). Features such as a robust dispute resolution might become an advantage in a
competitive market and weaknesses in those systems would be a reputational risk.

— New innovations might be reflected more quickly in the capital stock. As the frequency
at which consumers choose which asset to consume, there is an increased incentive to
reflect technological improvements more quickly. This trend has been observed in the
software sector with the development of 'software as a service' business models, where
it creates an incentive for greater investment in product development, higher software
quality, greater profits for software publishers and higher consumer and social welfare
(Choudhary, 2007). The same can be seen in goods markets where rental cars are
generally younger. The British Vehicle Rental and Leasing Association claims that the
'average age of cars on European roads is eight years old', but the 'average rental car is
less than eight months old' (BVRLA, n.d.).

To the extent that these changes mean the sharing economy is associated with increased quality,
the question of whether or not providers are subject to requirements for professional
qualifications and other regulatory controls might become less salient. It might be possible that
such a shift if emphasis from regulatory supervision to market discipline would increase
average quality, but lead to greater variance as lower-quality providers repeatedly enter these
markets and are then unable to compete in a relatively well-informed market. This point will be
considered further in Chapter 6.

3.1.3. Reduced lumpiness

The smaller transactions which can be economical when using sharing economy platforms may
further increase consumer welfare by either:

— allowing transactions to take place which might otherwise not have justified fixed
transaction costs; or

— reducing the extent t