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Introduction

• Peer-­‐to-­‐peer	
  business	
  model
– Use	
  technology	
  to	
  facilitate	
  matching	
  of	
  buyers	
  and	
  sellers
– Allow	
  small	
  flexible	
  suppliers	
  to	
  compete	
  with	
  larger	
  ones.	
  
– Facilitate	
  trade	
  in	
  personalized	
  or	
  time-­‐varying	
  goods	
  and	
  services
– Reduce	
  costs	
  by	
  bypassing	
  regulation

• How	
  do	
  they	
  do	
  it?
– Common	
  themes:	
  spot	
  exchange,	
  importance	
  of	
  structured	
  search	
  and	
  

matching,	
  dynamic	
  or	
  flexible	
  pricing,	
  trust	
  and	
  reputation	
  mechanisms.	
  
– But	
  implementation	
  take	
  various	
  forms:	
  decentralized	
  marketplaces	
  (eBay,	
  

Airbnb),	
  centralized	
  exchange	
  (Uber,	
  on-­‐demand	
  services,	
  Google	
  AdWords).

• Concerns:	
  quality	
  standards,	
  erodes	
  “full-­‐time”	
  work,	
  disruptive….
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Outline	
  of	
  Talk

1. Market	
  design	
  problems
– Matching,	
  pricing	
  &	
  trust

2. Effect	
  on	
  Traditional	
  Industries
– When	
  is	
  “peer	
  production”	
  efficient?	
  
– Competition	
  with	
  traditional	
  industries

3. Regulation	
  and	
  policy	
  response
– Who	
  to	
  protect:	
  consumers	
  vs.	
  incumbents
– How	
  to	
  do	
  it:	
  ex	
  ante	
  vs	
  ex	
  post	
  vs	
  self	
  regulation
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Market	
  Design
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How	
  to	
  Design	
  Efficient	
  Large	
  Scale	
  Markets?
• Hire	
  an	
  economist!	
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Market	
  Design:	
  Problems	
  and	
  Solutions
How	
  to	
  match buyers	
  and	
  sellers,	
  and	
  establish	
  “terms	
  of	
  trade”?

– A	
  key	
  insight	
  is	
  trade-­‐off	
  between	
  information	
  &	
  transaction	
  costs	
  
– Decentralized	
  vs centralized	
  models:	
  Airbnb gives	
  renters	
  a	
  choice	
  
of	
  apartment;	
  Uber lets	
  riders	
  pick	
  destination	
  but	
  not	
  driver.

– Auctions	
  vs posted	
  prices:	
  economic	
  theory	
  says	
  auctions	
  often	
  
optimal,	
  but	
  hassle	
  drove	
  eBay,	
  Prosper,	
  oDesk to	
  posted	
  prices	
  

– Trade-­‐off	
  improves	
  with	
  data:	
  Google	
  quality	
  scores,	
  Prosper	
  risk	
  
scores,	
  Uber scarcity	
  forecasts,	
  or	
  by	
  making	
  unit	
  of	
  transaction	
  
less	
  information	
  sensitive	
  (e.g.	
  hours	
  not	
  tasks	
  on	
  Taskrabbit).

How	
  to	
  make	
  transactions	
  “safe”	
  for	
  buyers	
  and	
  sellers?
– A	
  key	
  insight	
  here	
  seems	
  to	
  be	
  reliance	
  of	
  platforms	
  on	
  “ex	
  post”	
  
reputation	
  mechanisms,	
  rather	
  than	
  “ex	
  ante”	
  screening	
  and	
  
quality	
  standards	
  (although	
  latter	
  are	
  used	
  as	
  well).	
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Market	
  Design and	
  Policy

• Can	
  be	
  tempting	
  to	
  view	
  market	
  design	
  choices	
  as	
  strategic
– Platforms	
  attempting	
  to	
  foreclose	
  rivals,	
  
– Or	
  unfairly	
  taking	
  advantage	
  of	
  buyers	
  or	
  sellers.

• Important	
  to	
  keep	
  in	
  mind	
  that	
  in	
  many	
  cases,	
  first	
  order	
  objective	
  
should	
  be	
  to	
  make	
  the	
  market	
  more	
  efficient.	
  

• Two	
  examples	
  may	
  be	
  illustrative

– Uber	
  surge	
  pricing:	
  more	
  expensive	
  to	
  ride	
  during	
  rush	
  hour,	
  and	
  sometimes	
  
price	
  may	
  change	
  quickly	
  (seems	
  “unfair”)	
  …	
  but	
  balances	
  demand/supply.

– Uber	
  (or	
  Airbnb)	
  two-­‐sided	
  reviews:	
  seems	
  invasive	
  to	
  be	
  reviewed	
  as	
  a	
  
customer!	
  – but	
  in	
  these	
  cases	
  sellers	
  also	
  need	
  to	
  be	
  trusting.
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P2P	
  and	
  Traditional	
  Industries
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A	
  Simple	
  Model
• Two	
  types	
  of	
  supply	
  technology

Dedicated:	
  	
  	
  	
  Pay	
  k(q) to	
  build	
  capacity	
  q
Then	
  costs	
  c to	
  produce.	
  	
  (think	
  hotel)

Flexible:	
   Zero	
  up-­‐front	
  cost,	
  unit	
  capacity
Then	
  pay	
  c�� G to	
  produce.	
  (think	
  my	
  apartment)

• All	
  sellers	
  must	
  pay	
  f	
  to	
  “become	
  visible”	
  to	
  buyers.

• Demand	
  sometimes	
  high,	
  sometimes	
  low.

• Buyers	
  and	
  visible	
  sellers	
  trade	
  at	
  market-­‐clearing	
  price.

Note:	
  drawn	
  from	
  Einav,	
  Farronato,	
  Levin	
  (in	
  progress)
11

Hall  and  Krueger  (2015):  
“Drivers  who  partner  with  
Uber  appear  to  be  
attracted  to  the  platform  in  
large  part  because  of  the  
flexibility  it  offers”
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Technology	
  and	
  Peer	
  Production
• What	
  makes	
  dedicated	
  vs	
  flexible	
  production	
  efficient

– Scale	
  economies	
  in	
  capacity,	
  or	
  full-­‐time	
  work	
  =>	
  dedicated
– Time-­‐varying	
  or	
  specialized	
  demand	
  =>	
  flexible
– Visibility	
  fixed	
  costs (advertising	
  or	
  reputation	
  barriers)

• Advent	
  of	
  P2P	
  platforms
– Platform	
  invests	
  up-­‐front	
  …	
  makes	
  participating	
  sellers	
  visible	
  to	
  buyers
– Charges	
  to	
  recoup	
  costs:	
  best	
  to	
  charge	
  per	
  transaction,	
  say	
  t.
– Scale	
  economics	
  in	
  intermediation	
  =>	
  market	
  structure	
  of	
  platforms.

• What	
  are	
  the	
  effects?
– Entry	
  by	
  flexible	
  sellers
– Reduces	
  prices	
  on	
  average	
  …	
  consumers	
  better	
  off.	
  
– What	
  about	
  incumbents?	
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Not	
  everyone	
  is	
  a	
  winner	
  …

Protest	
  of	
  Uber	
  by	
  Cab	
  Drivers	
  in	
  London
16



Regulation

17



18

Public	
  policy	
  approach	
  is	
  uncertain…
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…	
  and	
  key	
  issues	
  are	
  up	
  for	
  grabs.



• Regulatory	
  Advantages
– Hard	
  to	
  get	
  a	
  hotel	
  zoned	
  but	
  Airbnbmakes	
  it	
  easy	
  to	
  open	
  a	
  small	
  one	
  
– Hard	
  to	
  get	
  a	
  taxi	
  license,	
  but	
  Uber	
  lets	
  almost	
  anyone	
  be	
  a	
  taxi	
  driver	
  
– Lower	
  burden	
  for	
  health,	
  safety	
  and	
  occupational	
  regulations

• Tax	
  Advantages
– Online	
  sellers	
  in	
  US	
  often	
  collect	
  no	
  tax	
  on	
  inter-­‐state	
  sales.	
  
– Airbnb	
  renters	
  often	
  pay	
  no	
  hotel	
  tax	
  (16.4%	
  in	
  Chicago	
  …),	
  although	
  now	
  

started	
  collecting	
  in	
  San	
  Francisco	
  (14%)	
  and	
  Portland	
  (11.5%)
– Online	
  service	
  providers	
  may	
  not	
  report	
  all	
  income

Regulatory	
  Issues
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Economists	
  seem	
  to	
  favor	
  a	
  light	
  touch
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Consumer	
  Protection
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Consumer	
  Protection
• Many	
  regulations	
  in	
  this	
  category

– Licensing	
  requirements -­‐ State	
  usury	
  laws	
  for	
  lenders
– Health	
  and	
  safety	
  regulations -­‐ Regulated	
  taxi	
  fares

• Traditional	
  economic	
  view
– These	
  regulations	
  can	
  create	
  costs	
  for	
  consumers	
  by	
  limiting	
  entry	
  +	
  

competition,	
  but	
  also	
  can	
  protect	
  consumers	
  from	
  unscrupulous	
  sellers	
  or	
  from	
  
themselves,	
  or	
  even	
  prevent	
  market	
  failures.

• Reasons	
  P2P	
  may	
  be	
  different
– Trad.	
  approach	
  has	
  high	
  up-­‐front	
  costs,	
  P2P	
  model	
  premised	
  on	
  lowering	
  them.	
  
– P2P	
  platforms	
  have	
  strong	
  incentive	
  to	
  self-­‐regulate.

• Modern	
  data	
  environment	
  arguably	
  shifts	
  benefit-­‐cost	
  calculus	
  
toward	
  an	
  ex	
  post,	
  rather	
  than	
  ex	
  ante	
  enforcement	
  model.
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Regulation,	
  Protection	
  and	
  Capture

• Peer-­‐to-­‐peer	
  businesses	
  also	
  run	
  up	
  against	
  regulatory	
  policies	
  that	
  are	
  
aimed	
  at	
  protecting	
  classes	
  of	
  citizens	
  other	
  than	
  consumers
– Zoning	
   restrictions	
  to	
  preserve	
  neighborhoods
– Employment	
   laws	
  guaranteeing	
  certain	
  benefits	
  or	
  protections
– Can	
  view	
  licensing	
   requirements	
   this	
  way	
  too	
  …	
  as	
  protecting	
   incumbents.

• In	
  these	
  cases,	
  political	
  processes	
  may	
  not	
  be	
  optimized	
  for	
  consumers
– Competitive	
  benefits	
  of	
  P2P	
  entry	
  for	
  consumers seem	
  sufficiently	
   large	
  that	
  we	
  should	
  

be	
  leery	
  of	
  regulating	
  new	
  businesses	
  out	
  of	
  existence.	
  
– Plenty	
  of	
  evidence	
  that	
  political	
  process	
  can	
  favor	
  incumbent	
   interests.	
  

• Even	
  if	
  one	
  is	
  skeptical	
  of	
  P2P	
  model,	
  we	
  should	
  be	
  leery	
  of	
  over-­‐regulating	
  
now,	
  while	
  the	
  potential	
  benefits	
  and	
  costs	
  are	
  still	
  unknown.	
  

24



Thank	
  You
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