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EXECUTIVE SUMMARY

Online platforms create “more
perfect” markets. Online platforms
are a market-driven cure to the
imperfections of the EU's incom-
plete Single Market. Platforms
provide well-functioning technical
infrastructures that allow users to
easily deal with country-specific
legislation in the EU, e.g. VAT and
invoicing requirements, consumer
protection laws, sector-specific
licenses and the particularities of
national contract law.

Modern online platforms have
“skin in the game”. They have an
intrinsic motivation to create value
for, and trust between, users and
to enforce high and widely accept-
ed standards for business conduct.
In the EU, therefore, platforms
encourage value-adding interac-
tions that would not emerge with-
out platforms when markets are

locked by regulations and barriers
that effectively protect insiders
and deter new entrants. By doing
so, platforms help consumers and
businesses to “bypass” the effects
of rent-seeking activities in the EU,
which are at the root of significant
differences in Member State reg-
ulations — and which for a long
time have been known for being
harmful to cross-border trade and
economic integration and conver-
gence in the EU.

The EU and some Member State
governments are neither unique
nor extreme in their political calls
to restrict or even ban certain plat-
form businesses from operating.
Yet, Europe's persistent hesita-
tion — sometimes outright hostil-
ity — to platforms has to be seen
in a broader perspective of politi-
cal power and control. In the EU,

old-fashioned national regulators
have an organisational incentive to
stick to and defend old approach-
es to regulation. In many cases,
they have an intrinsic incentive
to respond to vested interests in
business and civil society.

At the same time, through a bot-
tom-up
online platforms culturally ap-
propriate customs and practices
of governments and regulatory
authorities in regulating markets
and commercial behaviour, which
are often “unacknowledged” by
policymakers or considered “inap-
propriate”. However, policymakers’
hostilities towards modern online
platforms disincentivise innovative
companies to invest, grow and ex-
pand within and beyond the EU,
with adverse implications for the

trial-and-error  process,

Single European Market.
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“WE DO WHAT YOU PROMISE SO WHY DO YOU HATE US SO MUCH?”

Arr THE BIG and famous digital platforms have probably got the message by now: European
policymakers don’t like them very much. Antitrust case after antitrust case has been filed against
the likes of Amazon, Apple, Facebook, Google and others. While there are good reasons for
competition authorities to keep big firms on their toes and prevent competition from stagnating,
it’s difficult to escape the feeling that, for platform firms, EU competition law — which is less
attentive to consumer welfare — has been stretched to the breaking point in order to keep plat-
forms on a tighter leash.

And that’s just one part of the EU’s policy armoury. The European Commission and several
EU governments have advocated a special platform regulation with the effect of slowing down
the competitive effect of both larger and smaller platform firms. Indeed, a new ‘special tax’ on
services of digital platforms has been proposed by the Commission. Around Europe, Uber and
Airbnb have been restricted — or outright banned — by national or local governments. And in
the European Parliament, there have been repeated calls for breaking up platforms and compa-
nies like Google and Facebook. On top of these initiatives comes the hostile tone of argument
inherent in several positions by the European Parliament, which has been the demonisation of
Internet platforms for being too big, too powerful or too dangerous.

They are getting it wrong. The ascent of the platform economy has been a boon for the Eu-
ropean economy. Online platforms encourage competition and the consumer by reducing
information and trade costs in municipal, regional, national and cross-border commerce. They
stimulate entrepreneurship and new economic activities, ultimately leading to economic re-
newal and economic convergence. Accordingly, for friends of economic integration in Europe,
platforms have been powerful tools to break up local oligopolies and create access to goods
and services across the EU.

In the process, online platforms have helped to expose protectionist governments in Europe
that — despite nominal support for the Single Market — have introduced a series of regulations
that force businesses to follow national regulatory borders rather than consumer preference. Im-
portantly, while regulatory heterogeneity in the EU effectively reduces — or prevents — intra-EU
commerce and economic integration, online platforms facilitate cross-border trade and therefore
contribute to economic development and convergence. In a way, online platforms deliver on
what EU institutions and governments repeatedly promised to voters — but largely have failed
to achieve: creating a deeper Single Market and strengthening economic integration in Europe.

Indeed, much of what the platform economy accomplishes is firmly anchored in classic EU eco-
nomic orthodoxy. The guidelines for economic policymaking, which are laid down in the Lisbon
Treaty, state that the EU policymakers “shall work for [...] a highly competitive social market
economy” and “promote scientific and technological advance.” (Article 3 TFEU) The purpose
of the Single Market is to stimulate competition and trade, to “improve economic efliciency, to
raise quality, and to help cut prices” (European Commission 2018a). The intention of the EU’s
new data protection policies, to give a more recent example, is to make “businesses benefit from
a level playing field” in the EU (European Commission 2018b). As far as the Digital Single Mar-
ket is concerned, EU policymakers explicitly aim to facilitate “better access for consumers and
business to online goods and services across Europe” by removing the “key differences between
online and offline worlds, to break down barriers to cross-border online activity.” (European
Commission 2018¢c) The same spirit is heralded in trade and competition policy: EU Trade
Agreements should make “European businesses, particularly SMEs, more competitive” and to
encourage “Trade for All” (European Commission 2015), while competition policy is “designed
to ensure fair and equal conditions for businesses, while leaving space for innovation, unified
standards, and the development of small businesses” (European Commission 2018d).
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There is another, perhaps much more important characteristic of modern online platforms,
which is, however, rarely appreciated in the public debate: the platform economy has helped
consumers to get around ubiquitous problems of rent-seeking and public policy cartels in EU
policymaking. Despite efforts to reduce the legal fragmentation between markets in the EU,
most markets are still organised along national lines. In addition, new regulations all too often
have the effect of segmenting structures of competition along national borders. That isn’t an acci-
dent. It is the result of policymakers responding to the demands of different political or econom-
ic interest groups that fear the consequences of new competition for their market control. That
said, modern digital platforms are no panacea for creating new market access for producers and
consumers to other EU markets, but they have made the European market much more single.

There is a discussion to be had over each and every policy idea regarding digital platforms — and
those listed above for platform businesses are far from being the only ones. But in Europe, pol-
icymakers have gone further than in other major markets to hamstring digital platforms. The
revealing architecture of the policy and its evolution indicates that European policymakers are
hesitant to online platforms and their effects on traditional markets, old market hierarchies, and
the loss of political control over market outcomes. At the same time, many EU policymakers
don’t like the design of new digital business models, which often are, however, highly welcomed
by European citizens.

These are misguided views about the platform economy — and this paper argues that platforms
should rather be seen as a blessing by all those policymakers in Europe that want to stimulate
intra-EU integration, better market access for small and medium-sized enterprises (SMEs), more
and faster diffusion of innovation, and faster rates of regional convergence throughout the Eu-
ropean Unijon.

REGULATORY HETEROGENEITY: THE “RENT-SEEKING” DISEASE OF THE SINGLE MARKET

In China and the US, traditional businesses and start-ups have immediate access to hundreds of
millions of potential customers. Not so in the EU, where regulations of digital and non-digital
industries still differ substantially across individual countries and often even within EU Mem-
ber States. Since the creation of the Single European Market in 1993, attempts to harmonise
national laws that regulate businesses and the markets for products and services across the EU
have been a cat-and-mouse game: when old national approaches have been knocked down, new
ones have risen elsewhere in the economy. Especially, with the structural change of the economy
— leading to a greater role for services and digital output — the result became a European market
that remains fragmented and that still comes with high costs of doing business across borders.
Unsurprisingly, cross-border commerce by all those that are sensitive to regulatory differences,
particularly small-, medium and micro-sized businesses, have failed to grow across intra-EU
borders (see, e.g., Eurobarometer 2015).

Regulatory heterogeneity is a subsidy to big business. It generally reduces the willingness of
smaller firms to engage in cross-border commerce. For market regulations in the EU, survey
data show substantial differences in both the scope and the restrictiveness of sectoral regulations,
indicating an enduring resistance of Member State governments to give up control over many
legislative and regulatory powers. Evidence on intra-EU variation in the OECD’s market regu-
lation data shows that regulatory heterogeneity within Europe’s Single Market is still substantial.
Widely differing national approaches to taxation, investment, market entry and entrepreneur-
ship regulations limit the scope and economic significance of the Single Market. Given highly
diverse sets of national rules (in different languages) for a wide range of services sectors — includ-
ing transport, postal, retail and professional services (see Figure 1), the EU lacks the gravitation
of large markets such as the US and China. Accordingly, the EU has — by default — a comparative
disadvantage in attracting investors and innovative start-ups wishing to roll out and expand new
business models.
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In addition to legal fragmentation, many EU regulations are still highly restrictive for both dig-
ital and traditional (or less digital) business models. In many areas of regulation, EU Member
States apply regulations that are more restrictive than in other comparable jurisdictions, and
often without providing more benefits to consumers, public health, the environment or public
safety. Healthcare services are a case in point, but the same case could be made for transportation
services, professional services, education services and construction services. Some of these regu-
lations have clear negative effects for intra-EU competition and quality and innovation in these
industries and up- and downstream sectors. While they nominally seek to achieve non-market
objectives, a key feature of different national regulations is that they effectively protect indus-
try incumbents, decrease the contestability of markets, and reduce economic opportunities for
many in the EU.

FIGURE 1. CROSS-COUNTRY REGULATORY HETEROGENEITY IN THE EU

HORIZONTAL INDICATORS
Explicit barriers to trade and investment EEEEEEEEEEEE—  0.62
Licence and permits system |S—— 0.47
Complexity of regulatory procedures S EEESSS—— 042
Command & control regulation EEEEEEEEE———— (.35
Barriers in services sectors [E————————— (.24
Regulatory protection of incumbents /=T ————_ ()2
Barriers to Entrepreneurship T (.17
State Contro| E—————— (.15
PMR Aggregate ' ()14

SECTORAL INDICATORS
Professional Services | —— 0,47
Retail Services | —— .41
Legal Services EEEEEEE— .37
Road Transport SS—— 0.37
Postal Services ——— (.08
Accounting Services EGEGEGEE—————————— (08

000 010 020 030 040 050 060 070

Source: OECD. Indicators of Product Market Regulation, 2013 (most up-to-date indicators). Own calculations.
Numbers represent calculated variation coefficients based on national regulatory restrictiveness indices in 2013.
The measure reflects the dispersion in national regulations for different regulatory areas. Countries in sample
include Sweden, Finland, Belgium, Netherlands, United Kingdom, Germany, Italy, Austria, France, and Spain.

The problem of regulatory fragmentation is widely recognised. A study commissioned by the
European Parliament (2016), points to significant market access barriers, which continue to
prevail across the EU, for example:

* national technical restrictions and de facto discrimination based on country
of residence,

* anticompetitive conduct and unfair trading practices,

¢ a lack of access to information and redress mechanisms, and

* frictions in cross-border payments and deliveries,

* national taxation rules imposing by far the greatest administrative burden for
businesses.
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For these reasons, the European Parliamentary Research Service (European Parliament 2017,
pp- 12) highlights the “urgent need to bring EU single market rules up to date, in particular as
regards online payments, e-invoicing, the protection of intellectual property rights, data protec-
tion and privacy, as well as value added tax (VAT) requirements [and points out] that measures
in these areas would generate trust in e-commerce and provide more adequate protection for EU
consumers, who are still more inclined to shop online at domestic shops rather than with a seller
in another country.” The authors of this study indicate that the potential gain in Gross Domestic
Product (GDP) from a more complete Digital Single Market could amount to up to 500bn
EUR per year, which corresponds to up to 3.6 per cent of EU GDP.

On current trend, however, the Digital Single Market is held back by numerous horizontal and
vertical barriers hampering EU-wide commercial activities in the digital sector and the wider
economy. In addition, many EU countries are among the most restrictive as regards regulations
that affect digital services, while many apply highly diverse policies (Digital Trade Estimates
Project 2018). Regarding the adoption of digital business models and new technologies such as
algorithms and artificial intelligence (AI), there is a growing concern among policymakers that
the EU is falling behind compared to other jurisdictions that have already adopted much more
innovation-friendly policies (DigitalEurope 2018; Springford 2015).

High levels of regulatory heterogeneity in the EU increase businesses’ fixed cost

High levels of regulatory heterogeneity in the EU increase businesses” fixed cost of market entry
because they need to devote resources to comply with diverse country-specific provisions. As a
result, private-sector business activity, particularly that of SMEs, and levels of competition still
differ substantially across sectors within the EU. Survey data from Eurobarometer (2015) points
to a number of systematic legal and transactional problems that SME:s face in cross-border trade
within the EU. Major findings are:

* Only three out of ten SMEs in the EU either imported from or exported to
another EU country.

* For SME exporters, the local market still represents the largest proportion of sales.

* Complicated administrative procedures and high delivery costs are the most
common problems faced by SMEs when exporting.

* 51 per cent of EU SMEs find resolving cross-border complaints and disputes
too expensive.

* 49 per cent find that that identifying business partners abroad too difficult.

* 49 per cent find dealing with foreign tax law too complicated.

* 45 per cent lack the language skills to deal with foreign countries.

* 41 per cent do not know where to find information about the potential
foreign market.

Due to different regulatory regimes, low levels of competition and rigid market structures are a
common feature of many industries in many Member States. As a consequence, national legal
borders still exert much more negative effects on commerce within the EU than sub-federal
policies do in the US, even if differences in language are taken into consideration, with adverse
implications for economic diversification and economic convergence (see, e.g., Kommerskolle-

gium 2015).

By contrast, online platforms have ushered in greater opportunities for businesses to engage
in cross-border commerce. By creating more competitive level-playing fields for businesses in
many sectors, modern online platforms empower regional businesses, particularly SMEs and
micro businesses, which benefit most from the lower cost of doing business with other countries.
Against this background, it is no surprise that almost half (42 per cent) of SME respondents to
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a recent Eurobarometer (2016) survey on online platforms already use online marketplaces such
as Amazon to sell their products and services. At the same time, a great majority (82 per cent)
of those firms that sell online rely on search engines to promote their products and/or services.

ONLINE PLATFORMS: A MARKET-DRIVEN CURE TO THE IMPERFECTIONS OF THE EU’'S
INCOMPLETE SINGLE MARKET

The ascent of the platform economy has boosted the growth of commercial activities in the EU.
Both online intermediation platforms and online advertising networks have spurred commercial
interactions between the suppliers and the consumers of content, goods and services. Important-
ly, both search engines and online marketplaces created trust among platform users of different
countries, nationalities and cultures by significantly decreasing search and information costs
(Martens 2016). In this chapter, we will walk through key economic aspects of the platform
economy and the role they play in the EU.

Online platforms create “more perfect” markets

Benchmarked against the model of perfect competition and real-world frictions in goods and
services markets, modern online platforms improve markets and the process of market media-
tion. Perfect competition describes a market structure where competition is at its greatest pos-
sible level. Online platforms are characterised by different network effects and it is these effects
that allow platforms to make markets much more competitive. In theory, a perfectly competitive
market is characterised by

1. an infinite number of buyers and sellers,

2. no barriers to entry,

3. perfect factor mobility (inputs in production processed, e.g. information, land,
labour and capital),

4. perfectly available information, and

5. zero transaction cost.

Generally, network effects (also known as network externalities) are the positive effects that ad-
ditional users of a certain platform have on the value of the same platform to others. Because of
direct network externalities, online platforms become more valuable for both sellers and buyers
when the overall number of connected users grows. In addition to network effects, many plat-
forms — e.g. Google’s search engine and Amazon’s online marketplace, two of the most successful
online companies operating in the EU — benefit from economies of scale. Google’s search ma-
chine, for example, gets better the more people use it because more data helps the platform to
improve its algorithms. Similarly, Amazon’s size allows the platform to operate more efficiently
(less platform operation cost per user), allowing it to pass on savings to sellers and consumers
(these are scale externalities, not necessarily network externalities).

Modern online platforms are characterised by three major network externalities (see, e.g., Evans
and Schmalensee 2017): the usage externality, the membership externality and the behavioural
externality.

* A usage externality is created when online platforms enable or facilitate trans-
actions between the two or more sides conditional on their willingness to inter-
act. Accordingly, both consumers and the suppliers of content, goods or services
benefit when each uses the system to make a transaction.

» Membership externalities result from additional membership on one side,
which benefits the opposite side. In other words, using online platforms is more
valuable to one side the more members of the other side join the platform, since
that increases the likelihood of a value-creating transaction.

6
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* Behavioural network externalities result from online platforms’ intrinsic
motivation to be good governors and the need to manage the behaviours of
their members. In their motivation to create trust between the members, online
platforms design standards and enforce rules against harmful conduct, which
otherwise would reduce the value of its platform for other users.

Due to network effects and platform operators’ intrinsic incentive structure, a common though
unique feature of modern online platforms is that they tend to improve all properties of com-
petitive markets at the same time, and thereby create better markets for both sides of the market,
i.e. consumers and sellers. Figure 2 provides an overview of online platforms’ network effects and
explains how they impact on marketplace competition.

FIGURE 2. NETWORK EXTERNALITIES AND ONLINE PLATFORMS’ CONTRIBUTION TO “MORE PER-
FECT” COMPETITION

Positive network Usage externality: Membership externality: Behavioural externality:

effects of multi-sided citizens’ value from the more members a platform need for platforms to be

online platforms mutual beneficial has, the greater the value for good governors to
exchange/interaction the individual members succeed

More perfect Less barriers Greater factor More perfect Significantly lower

competition: to entry: mobility: information: transaction costs:
Positive impact on increase of national and facilitation of about content, small number of
marketplace sellers and legal borders movement of prices, utilities, efficient platforms
competition by buyers less relevant, persons, qualities, compared to a

interacting in a no need for knowledge and production large number of
market “brick and capital; land and methods inefficient
mortar stores” rented real estate middlemen and
becoming less market-dominant
relevant business companies

moving markets
closer to perfect
competition

Source: ECIPE.

The utilisation of network effects by platform users significantly contributes to commerce inside
Member States and, in addition, promotes economic integration in the EU. Platforms allow
European citizens, i.e. consumers and businesses, to easily engage in economic transactions with
each other, regardless of whether transactions take place at the municipal level (e.g. restaurants,
taxi services) or across EU borders (e.g. hoteling, road and air transport, e-commerce services).
Importantly — and different to common notions of the disruptive impact of platforms —, the
“disruptive economic value” of modern online platforms in the EU is that they encourage trans-
actions in markets that are either characterised by regulations not conducive to commerce inside
EU Member States or regulations that hamper or even prevent commerce between citizens and
businesses located in different Member States.

Uber, for example, created new, fast-growing niche markets for transport services in the EU,
which are still tightly and differently regulated in individual EU Member States (and have tra-
ditionally been among the most regulated markets in the world, characterised by considerable
problems of regulatory capture; see, e.g., OECD 2007). The same is true for Airbnb, which
injected new types of accommodation services into regional markets for lodging services in the
EU. The e-commerce platform Amazon provides unique and significant value to millions of
businesses willing to enter foreign markets inside the EU’s fragmented Single Market at low
costs. And even if it has not been appreciated by competition officials, Google’s Android mobile
phone system has allowed millions of European smart-phone users to easily buy and install thou-
sands of apps developed by foreigners (see, e.g., Oxera 2018).
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Against the background of legal fragmentation in the EU, platforms provide well-functioning
technical infrastructures that allow users to easily deal with country-specific VAT and invoicing
commitments, consumer protection requirements and the particularities of national contract
law, i.e. to cope with significant differences in horizontal regulations that are known for being
harmful to cross-border commerce and investment.

Moreover, trends in platform approaches to self-regulation and safeguarding measures to protect
legitimate interests of consumers, producers and suppliers (i.e. so-called behavioural externalities
of online platforms) illustrate that online platforms increasingly compete with public regula-
tors and public consumer protection agencies for standard-setting power and publicly accepted
standards respectively. In June 2018, for example, eBay, Amazon and others signed a “Product
Safety Pledge” by which they agreed to a series of commitments to ensure EU consumers are well
protected (European Commission 2018).

More detailed examples of how major online platforms facilitate “more perfect competition” and
at the same time contribute to the EU’s stated political priorities, particularly the objective to
promote intra-EU trade and economic integration, are given in Table 1.

TABLE 1. MAJOR ONLINE PLATFORMS’ CONTRIBUTION TO “MORE PERFECT COMPETITION” AND TO
STATED EU POLICY PRIORITIES

Network external-
ity and related EU

economic policy
priorities

Competition and
competitiveness:

= “Highly competitive so-
cial market economy”
(Lisbon Treaty)

= “More competitive
economy” (Europe
2020 Strategy)

= “Strengthen Europe’s
competitiveness and to
stimulate investment
for the purpose of
job creation” (Political
Guidelines
for the European
Commission)

Major online platforms’ contribution to stated priorities
in EU economic policymaking

Airbnb

= Allows guests to
benefit from greater
choice and lower
prices

= Increased competi-
tion in the accommo-
dation industry and
pressure on prices:
peer hosts are
responsive to market
conditions, expand
supply as hotels
fill up, and keep
hotel prices down
as aresult (see, eg,
Farronato & Fradkin
2018)

Amazon

= Help European firms,

particularly SMEs, to
overcome legal and
cultural barriers by
making it easier to
enter a market and
reach consumers (see,
eg., Copenhagen
Economics 2015)

= Contributes to rear-

ranging value chains
and enabling new
forms of competition
in goods and services
markets

= Increases
search-enabled
comparisons in
goods and services
markets

= Increases
search-enabled
price transparency

* Increases price
competition and
reduces prices in
the markets for
content, goods and
services

* Increases

competition in taxi
and transportation
services markets

= Lower prices

Better quality of
services, e.g. trace-
ability or routes,
security, driver
accountability

= Empowerment of

consumers, who
are left with greater
freedom of choice

Barriers to entry in
(foreign) markets:

= “To achieve a simplified
business environment”
(Single Market Acquis)

= “Promoting equiv-
alence, mutual recogni-
tion and convergence
on key regulatory
issues” (Europe 2020
Strategy)

= Promotion of inter-
nationalisation of EU
SMEs" (Europe 2020
Strategy)

= Significant reduction
of entry barriers:
allows individual
homeowners to
easily access >
300 million guests
(Airbnb 2018)

= 50% of hosts in
France are moder-
ate- to-low income
(see Airbnb 2016)

= 42% of Airbnb
guests spending is in
the neighbourhoods
where they stayed
(usually SMEs; see
Airbnb 2016)

= Among new sellers on

all marketplaces that
Amazon has world-
wide, 36.3 percent
registered on Amazon
in the United Kingdom,
Germany, ltaly, France
or Spain (ENe 2017)
363,000 new sellers
joined Amazon in
Europe in 2017
Enables third party
sellers, small and large,
to market goods and
services to consumers
around the globe at
low costs (ENe 2017)

= Helps corporate
customers to sig-
nificantly increase
visibility among
potential customers,
particularly SMEs
with limited budgets
for advertisement

* Facilitates matches
between suppliers
and consumers of
content, goods and
services

Lower barriers to
entry for people
willing to offer taxi
ride and transpor-
tation services

= Lower prices and

greater levels of
trust encourage
consumers to
choose Uber
services




Network external-
ity and related EU

economic policy
priorities

Factor mobility in
the EU:

= “No internal borders
or other regulatory
obstacles to the free
movement of goods,
services, persons and
capital’ (Single Market
Acquis)

ECIPE POLICY BRIEF — 9 /2018

Major online platforms’ contribution to stated priorities
in EU economic policymaking

Airbnb

= Empowers millions
of individual people
to generate income
(make aliving) by
monetising spare
property (a house,
aroom)

= Encourages the

movement of people

Contributes to

cross-border trade in
services

Contributes to social
interaction across
national borders in
the EU

Contributes to pro-
ductive investment

in residential and
commercial real
estate

Amazon

Allows businesses, par-
ticularly self-employed
persons and SMEs, to
engage in cross-border
trade without the need
to engage with local
authorities/agents

or the need to set-up
brick and mortar stores
Factors of production
can be employed more
efficiently

= Contributes to
economic efficiency
by providing
valuable information
to businesses and
customers

= Enables EU
customers to
spend money more
appropriately, based
on their individual
preferences

= Enables EU busi-
nesses to spend
marketing budgets
more efficiently
across regions

= Allows drivers to
earn additional
income or even to
make a living in
different modes of
employment or dif-
ferent commercial
activities

Enhanced informa-
tion:

= “Increase efficiency,
transparency, choice
and convenience for
consumers as well as
reducing costs” (EU
Commission’s plan
for the collaborative
economy; Initiative for
‘A deeper and fairer
Single Market")

Creates trust via

a secure platform
based on verified
identities, secure
messaging and
review tools and host
guarantees (see
Airbnb 2016)

Enables firms,
particularly SMEs, to
reach more potential
buyers, which reduces
the need for new
capital investments
and resources required
to grow to scale (see,
eg, Copenhagen
Economics 2015)

= Enables firms
to better target
potential customers
according to specif-
ic characteristics

= Allows consumers
to purchase goods
and services
on the basis of
more informed
comparisons of
products, services
and suppliers

Increased efficien-
cy in transportation
due to application
of technology
Greater levels of

trust and more reli-

ability in transaction
= Enhanced price
transparency
Common and

reliable standards
across different EU
countries

Reduction of barriers

to trade and trade
costs:

= “To create [a] single
market, hundreds of
technical, legal and
bureaucratic barriers
to free trade and free
movement between
the EU’'s member
countries have been
abolished.” (Single
Market Acquis)

Allows both sides of
the market to benefit
from easy-to-use
and interface, ie.
website and app
Contribution of

unique standards
merited and accept-
ed by customers
across EU countries
resulting from regu-
latory heterogeneity,
e.g. tax matters and
consumer protection
issues, and problems
resulting from
different languages
efficiently solved by
the platform

Facilitates low cost
selling

Problems resulting
from regulatory
heterogeneity, e.g. tax
matters and consumer
protection issues, and
problems resulting
from different languag-
es efficiently solved by
the platform

= Allows for utilisa-
tion of easy to use
marketing tools by
new businesses
= Allows for cost-ef-
ficient marketing
activities to contest
markets and
long-established
competitors

Allows both sides
of the market to
benefit from easy-
to-use interface, i.e.
website and app
Facilitation of effi-

cient and low-cost
transport services

Contribution of
unique standards
merited and
accepted by
customers across
EU countries

Source: ECIPE.
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Platforms are essential to create a digital single market and to make that EU ambition real

Online platforms should not be considered a threat to marketplace competition in the EU. On
the contrary, thanks to their unique capacities to facilitate and grow commerce and entrepre-
neurship, platforms should be considered a natural vehicle for competition and the economic
empowerment of many. As found by Stripe (2018, p. 1), for example, even though many online
platforms benefit from first-mover advantages (also known as the-winner-takes-it-all situation),
platforms continue to “compete on product quality against persistent rivals, much like tradition-
al businesses without substantial network effects. The findings also indicate that industries are
likely to see various competing marketplaces in the future.

For Europe, this is all the more important. Single Market reforms are unlikely to remove the
systemic regulatory fragmentation between its Member States anytime soon. In many Member
States there are powerful incumbents, who have successfully adjusted to national laws and reg-
ulatory procedures, that stand in the way for broader regulatory convergence, particularly in
services sectors. There’s a historical path dependency: regulatory heterogeneity and incumbency
protection are intertwined. Both can be major sources of ineflicient resource allocation in many
industries — irrespective of whether they find themselves in primary sectors, manufacturing or
services industries. It follows, therefore, that the paramount task for policymakers in the EU
should be to reduce the barriers that hold digital business models back from transforming Eu-
ropean economies faster than today and to promote economic convergence (Bauer and Erixon
2016). Addressing this challenge would also be a catalyst for marketplace competition in the EU
and appease competition authorities.

On current trend, however, the ambitions of those who like the idea of more marketplace com-
petition in a less fragmented (Digital) Single Market are unlikely to materialise. In the past, EU
institutions and Member State governments neither designed nor developed institutions whose
economic and social achievements come close to the merits of modern online platforms in ena-
bling informed interactions between producers, suppliers and consumers of different EU Mem-
ber States. And the EU, which is suffering from a number of legitimacy crises (see, e.g. Schweiger
2018; Wood 2018; Chalmers et al. 2016), is unlikely to do so in the future: too many EU and
national policymakers don’t like the idea of innovation-friendly open markets, digitalisation,
competition and creative destruction.

While questions of identity and economic nationalism dominate political debates, Europe is
likely to continue trailing the US and Asia in platform developments and usage (see Figure 3 and
4), preventing EU citizens from enjoying the “disruptive value” that online platforms create for
citizens, firms and workers alike. Thereby, the public hostilities against large digital companies
and political discontent about the success of their platforms are to a large extent rooted in vested
interests in both the private sector and governmental institutions, defending their own (political)
business models.
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FIGURE 3. PLATFORM COMPANIES BY REGION, ABSOLUTE NUMBERS
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FIGURE 4. PLATFORM COMPANIES BY REGION, PERCENTAGE NUMBERS
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UNDERSTANDING THE HOSTILITY TO THE PLATFORM ECONOMY

The ascent of the platform economy has given rise to negative political and regulatory recep-
tions in several parts of the world. In Europe, there is the oft-repeated view that platforms are
less beneficial to the European economy because most of the big platforms are American (and
more recently Chinese). It should be noted though that the economic benefit (i.e. additional
economic activities and wealth creation) of new technology and market innovation comes much
more from the actual use of new goods and services, not from their creation. Yet the persistent
hesitation — if not outright hostility — to platforms has to be seen in a broader perspective of
political power and control.

Bypassing the “rent-seeking” externality

Rent-seeking activities have for a long time preserved anti-competitive market structures and
patterns in profits and earnings (see, e.g., OECD 2018). Generally, rent-seeking occurs when
individuals, businesses, or governmental institutions attempt to use government laws and reg-
ulations to defend or increase personal incomes, profits or political privileges. Rent-seeking is
most common when companies and/or public institutions aim to defend existing businesses or
regulatory models and have sufficient economic or political influence to do so (see Table 2). A
company may, for example, seek laws for import protection from the government. Regulatory
agencies may seek to maintain regulatory powers even though economic developments, social
trends or new technologies rendered them obsolete. And political institutions may seek rents by
seizing control of certain business operations of private-sector companies (and other features of
state capitalism). In addition to these phenomena, political hostilities against online platforms in
the EU are also shaped by traditional political parties, which, as a consequence of social online
media (e.g. Google, Facebook, Twitter etc.), decentralised information and new political narra-
tives, are exposed to greater levels of competition in political agenda setting and new political
groups respectively.

TABLE 2. POLITICAL ECONOMY DETERMINANTS OF EU POLICYMAKERS’ HOSTILITIES TOWARDS
MODERN ONLINE PLATFORMS

Manifested political concerns at EU and national level Widespread vested interests at EU and national level

= Concerns about data protection and privacy * Political parties (declining role as traditional political agen-
da setters as citizens are exposed to greater exposure to
= Concerns about the impact of “Fake News” and the pre- decentralised media and decentralised information; con-
rogative of political agenda setting (e.g. in EU national tested political markets: new political parties and greater
elections) competition for votes)
= Concerns about taxation of digital companies in the EU * Ministries and regulatory authorities (contested regulatory
(also in the light of the EU budgetary concerns) models; defending old approaches to regulation)
= Concerns about an appropriate “Digital Dividend” for = Labour unions and civil society groups (are critical to digi-
EU member states talisation and the impact on workers and society at large)
= Concerns market concentration and the application of =Non- or less digital corporations (e.g. stationary retalil,
EU competition law accommodation and transport services companies seek-

ing for political protection to defend old business models)
= Concerns about the impact of digitalisation on national
champions and adequate industrial policy responses

= Concerns about US digital hegemony

= Concerns about the rise of a new Chinese digital hegemony

Source: ECIPE.
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The platform economy plays a critical role in helping consumers to deal with the malaise of
politically defined and protected markets. Besides the recognised network externalities, the plat-
form economy has an additional quality that is critically important for economic integration in
Europe: it bypasses markets characterised by rent-seeking regulation. For want of a better word,
let us call it the “bypass-rent-seeking externality” of online platforms.

The bypass-rent-seeking externality can be described as follows: based on their intrinsic organi-
sation-specific motivation to create value for and trust between their members (users, businesses,
consumers), online platforms design and enforce widely-accepted standards and rules for user
conduct. As creators of trust, they encourage value-adding interactions that would not emerge
without platforms when markets are locked by regulations and barriers that protect insiders and
deter new entrants. Section 2 has already outlined many of these barriers, e.g. country-specific
tax laws, labour market and wage regulations, transportation and shipping regulations, retail
regulations, national contract law, and consumer protection laws. The platform economy creates
a brand-new opportunity for consumers and businesses to engage in formerly non-existent or
inaccessible markets.

Most observers accept this quality of platforms, but many policymakers in the European Com-
mission and the Parliament are less certain about the extent to which such developments should
be encouraged. At the same time, political rent-seeking does not happen by accident: it is the
result of actions by regulators and businesses that have benefited from old regulations that dis-
tribute gains to some actors, but not to others. As a result, market developments that diminish
the size of these gains will not be universally accepted. This is why so many of the regulations
that also constrain platforms have emerged from those companies that have previously benefited
from regulations that made markets to follow national borders rather than the preferences of
consumers. Well-defended horizontal regulations in the EU include national tax codes and tax
exemption policies. Country-specific vertical regulations are dominant in the services sectors,
e.g. financial and insurance services, healthcare, transport services (public transport, taxi, rail-
way), construction services, architectural services etc.

Better markets and renewed forms of economic internationalism

The network effects of platforms tend to create markets that function better. In a similar vein, the
possibility of platform users to bypass the commerce-prohibitive effects of regulations also drives
new and better forms of economic internationalism. What can be described as “Skin in the
Game” (Taleb 2018), i.e. the extent of decisionmakers personal stakes in particular outcomes,
works as an intrinsic motivation of platform operators to deliver effective regulatory outcomes
that are accepted by citizens across borders (or in trade policy lino: rules accepted at multilateral
level). Accordingly, the lack of skin in the game in politics, ministries and regulatory authorities
can delay or even prevent much needed and/or much-communicated policy change.

For the EU, the notion of “false internationalism”, a term used by Germany’s influential post-
war scholar Wilhelm Répke (1954) helps explain why legal market fragmentations are a salient
feature of the EU’s Single Market. It also puts additional light on why governments and reg-
ulators have been overly hostile to online platforms, which tend to be much better equipped
to facilitate and govern economic interactions and serve citizens preferences respectively. For
Répke, internationalism couldn’t be created from above — by political instruction. He argued
that economic internationalism commonly “springs from more dubious motives, such as faulty
thinking, inability to comprehend the problems, or, what is worse, the aversion to tackling the
real tasks involved in a radical reform of society, and finally the endeavour to meet the desire of
the peoples for smoothly-functioning international interrelations by means of sham solutions on

the principle of ‘ut aliquid fieri videatur”™* (Répke 1959, pp. 17)

! The Latin term “ut aliquid fieri videatur” translates to “pretending to do things for the better” or “doing something for the sake
of appearing that action is being taken”.
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As argued by Sally (1998, pp. 196-97), all too often “international regimes are manifestations
of government failure transplanted to the international level.” Real internationalism emerges
“bottom-up — not “top-down” — by the actions of consumers and businesses that find value in
interacting with each other. This is true of all voluntary exchange — and it is a particularly acute
element of the platform economy. This economy has grown “bottom-up” and, assisted by real
market innovation, has caused patterns of exchange that have been distant from whatever pre-
scriptive behaviour that many market regulations incite. Despite many — and growing — frictions
in the world economy;, it is notable that platforms like Amazon, Alibaba or Facebook continue
to create manifest change in market behaviour and lead the world economy towards more in-
tegration. Even if that outcome is welcomed by most observers, it has also provoked fears and
reactions among those that have lost their previous market power and their ability to control
how patterns of economic exchange should develop.

Cultural appropriation: the neck-breaker for modern online platforms?

A systematic problem that most modern online platforms face in the political domain can be
described as “cultural appropriation”. Cultural appropriation, a term coined by social scientists
in the early 1990s (see, e.g. Coombe 1993), refers to the “unacknowledged or inappropriate
adoption of the customs, practices, ideas, etc. of one people or society by members of another
and typically more dominant people or society” — or simply the adoption of elements of a mi-
nority culture by members of the dominant culture (see, e.g., Oxford Dictionaries). Applying
this concept to digital platforms and politics, online platforms can be viewed as competitors — or
substitutes — to historically dominant regulators that feel threatened by the rise of the platform
economy.

One outstanding feature of modern online platforms is that they have an incentive to be good
governors to satisfy their users. On the one hand, they “are indescribably thin layers that sit on
top of vast supply systems” Goodwin (2015). On the other hand, they are hybrids characterised
by the incentive structures of private businesses and traditional competences of governments
or public regulatory authorities. In other words, as outlined by Skinner (2018), companies like
“Amazon, Facebook, Google, Baidu, Tencent, Alibaba, Uber, Twitter and co have nothing but
a critical mass of buyers and sellers, content producers and content consumers, drivers and pas-
sengers that are connected through their platforms. Their platforms then need to manage the
behaviours of their constituencies: in other words, to be good governors.”

In a similar vein, early in 2018 Jack Ma, the executive chairman of Alibaba Group, said that
online platforms operate more as governors rather than managers of a company: “At Alibaba
we treat it more like governing an economy, as we have to manage so many companies depend-
ent upon us as partners. By 2036 we will have built an economy that can support 100 million
businesses for billions of users. We won’t own that economy. We will just govern it” (quoted by
Skinner 2018).

Modern online platforms apply and enforce regulations that serve citizens legitimate public
interests — regulations or equivalents thereof, which in the past have been exclusively enforced
by governmental institutions. And by doing so, they create safe and reliable, e.g. trusted, mar-
ketplaces for their users. As the rules of these marketplaces are widely recognised by users across
different nationalities, platforms have been fuelling commerce across national and legal bor-
ders in the EU. What’s important from a political economy perspective: online platforms tend
to increase citizens awareness that existing regulations, which have been invented by (often
politicised) public institutions, are either inappropriate, not fit for purpose anymore or even
detrimental to the achievement of associated policy objectives. Given that online platforms pose
a challenge to traditional regulatory control by law, it should not come as a surprise that many
policymakers in governments, ministry officials and regulatory authorities have been quick to
join the bandwagon of platform sceptics.
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RENT-SEEKING AND THE EROSION OF ONLINE PLATFORMS COMPARATIVE ADVANTAGES

Online platforms are increasingly “appropriating” the customs and practices of governments and
regulatory authorities in regulating markets and commercial behaviour. Despite the fact that
online platform activities emerged “bottom-up”, i.e. through a trial-and-error process in an at-
tempt to best serve users, the customs and practices of platforms are often “unacknowledged” by
policymakers or considered “inappropriate”. A case in point is the criticism of Google’s Android
platform: Google’s business model, as well as the customs and practices that govern technical
standards and interoperability across platforms, have been deemed anti-competitive by the Eu-
ropean Commission. The social value of the ecosystem created by Android has largely been ne-
glected by the Commission, e.g. the “virtuous circle of growth on both sides of the market,” such
as greater diversity and competition among of Android-powered devices and an ever-increasing
range of software applications for smartphones (see, e.g., Oxera 2018, p. 28). Similar considera-
tions hold for online advertising platforms such as Facebook and Google whose socio-economic
value is not exclusively created in the Silicon Valley, but to a large extent on European streets and
European firms including millions of European SME:s.

Importantly, traditional public regulators have an organisational incentive to stick to and defend
old approaches to regulation. In many cases, they also have an intrinsic incentive to respond to
vested interests in business and civil society. Europe is neither unique nor extreme in that sense,
but these incentives have already defined political calls in the EU to restrict or even ban certain
platform businesses from operating. Some of the most striking examples are Uber, Lyft and
Airbnb: federal and sub-federal regulators have an organisational incentive to regulate or even
ban innovative, self-regulating and safe ride-sharing platforms such as Lyft and Uber (Dickinson
2018a) or online platforms offering peer-to-peer accommodation services (Dickinson 2018b).

Due to their competitive impact on many existing traditional, and usually less digital, business-
es, modern online platforms are highly exposed to rent-seeking activities intended to privilege
incumbents. Firms that have succeeded with existing business models often look to governments
as their first line of defence against platform-driven competition. Voicing concerns about pub-
lic safety, lacking quality or job losses, they have frequently lobbied against the new entrants.
Ride-sharing platforms, for example, are accused of exploiting workers and putting passengers
at risk. Amazon and other e-commerce platforms are accused of putting stationary retail stores
under such pressure that many of them have to lay off workers, and short-term rental platforms
are accused of depriving citizens of affordable housing.

Similarly, even though it is shown that the EU’s arguments for imposing special taxes on online
intermediation and online advertising services are based on data and analyses with little associa-
tion with the reality of corporate taxation (see, e.g., Bauer 2018a; 2018b and PWC 2018), taxes
on digital services are is still supported by Brussels and some EU finance ministries (see, e.g.,
Bhatti 2018; Reuters 2018; Sledz 2018; Smyth 2018). At the same time, official documents in-
dicate clearly that the proposal to tax the “digital sector” is linked to ambitions of expanding the
fiscal power of European institutions (see, e.g., European Commission 2018f). As regards the
decision to fine Google for bundling certain app services to its mobile operating system Android:
it explicitly disregards the beneficial effects on marketplace competition for mobile software apps
and cell phones (see, e.g., Akman 2018; Morris 2018; Oxera 2018) but it was welcomed by
some of Google’s major competitors, who also happen to be companies that have profited from
fragmented markets in the EU (OIP 2018).

In the EU, existing regulations and political decisions targeted at modern online platforms ef-
fectively increase users’ transaction costs. Political measures that erode the unique network exter-
nalities of platforms also erode their comparative advantage over traditional businesses. Online
platforms can only pass on their benefits to users if transactions costs are low. It is exactly for this
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reason that platform providers created new, more transparent and more competition-friendly
marketplaces in the EU. And it is for this reason that modern online platforms contributed to
significant reductions in the transaction cost of entire cross-border supply chains in Europe.

The number of users of modern online platforms in the EU testifies to their contribution to the
diffusion of digital services and economic opportunities enabled by digital technologies. This
is true for online sellers of physical goods and non-digital services, content providers and app
developers. A special tax on certain digital services would effectively erode Europeans” benefits
from the use of online platforms. Similarly, the European Commission’s demand on Google to
exclude some of its services from an online platform that is offered for free to many hardware
device manufacturers, hits all those who already have invested in Android-based software and
hardware technologies and benefits those that run on other platforms not affected by the EU’s
verdict. Figure 5 provides a more detailed overview of how these policies impact on platforms
network externalities. Generally, such policies render marketplace competition more imperfect,
increase the barriers to entry for platform users, slow down or even reverse the use of factors
of production, hamper the diffusion of information, and increase the costs of commercial and
social interactions. In addition, such policies send strong warning signals to those considering
setting up shop in the EU as investors, start-ups or innovators.

FIGURE 5. EU POLICIES/DECISIONS ERODING ONLINE PLATFORMS’ NETWORK EXTERNALITIES
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CONCLUSIONS

Online platforms are often accused of exploiting market power and, due to their disruptive
impacts on consumer choice, considered a threat to traditional businesses. What's often ne-
glected in the debate about the economic impact of online platforms is that they help European
consumers to get better access to goods and services and that they spark new life into markets
that often have been politically defined and protected. Looking at what online platforms have
achieved in the past decade, they should be considered a blessing for the European Single Market
and a catalyst for competition and economic and social integration in the EU.

Considering stated EU policy objectives, modern online platforms live up to the promises raised
by politicians and government officials alike. They enhance diversity in commercial activities in
the EU, they promote business models and product innovation, they create new economic op-
portunities, they allow for more SME engagement and, after all, they deepen integration within
the Single Market and encourage regional economic development.

In Europe, layers upon layers of laws and regulations in non-digital sectors significantly hamper
digital businesses in their efforts to gain scale and economic clout within and beyond the EU.
Europe’s complex rent-seeking society is biased to defend the status quo. On top of that, political
decisions whose real-world implications effectively erode online platforms’ beneficial network
effects send strong warning signals to investors and innovators. Given the significance of legal
fragmentation in the EU, Europe does not have the same gravity of market size compared to
the US and China, which renders platform-friendly policies even more important to encourage
innovators — from inside and outside the EU — to set up shop in the EU.

Modern platform companies have grown “bottom-up” through a trial-and-error process about
how best to cater to the preferences of their users. It is partly because of the close proximity to
users and consumers that platforms are often vilified by governments and competitors. Gov-
ernments and regulatory authorities have all too often displayed an organisational incentive to
defend old approaches to regulation — approaches that respond to the economic reality offline
and that aren’t neutral to technology and business models. Accusing online platforms of being
too big, too powerful or too dangerous disguises the fact that governments’ capabilities to create
jobs and high value-added activities and to spur competition and economic development are
fairly limited.

The sometimes-toxic debate about online platforms bears the risk that policymakers lose sight
of the fragmentary nature of the EU’s non-digital markets and online platforms’ contribution
to cure many of the Single Market’s defects. The European platform economy has not been as
successful as in many parts of Asia and in the United States. 18 of the Top 20 tech companies
are headquartered in the Western US and Eastern China. Indeed, platforms operating on online
search, e-commerce and social media have a solid competitive edge over new entrants. However,
revolutionary business models continue to spark far-reaching disruptions in other industries in
which European companies are still strong, e.g. automotive, manufacturing, financial services,
healthcare services, and retail services.

EU policymaking today will have an impact on future investment, innovation and absorption of
digital technologies in the EU. The hostilities against large digital companies and modern online
platforms, which provide disruptive value to European citizens, are likely to further disincen-
tivise innovative companies to invest, grow and expand within and beyond the EU. To become
a tech powerhouse in these and other industries, the EU has a long way to go in deepening the
European Single Market, especially across conventional, non-digital sectors. More regulatory
constraints on modern platform businesses, e.g. special taxes on digital services or narrow and
discriminatory interpretations of EU competition law, would further disincentive innovative
companies to invest, grow and expand within and beyond the EU.
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