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The European Liberal Forum (ELF) is the foundation of the European Liberal
Democrats, the ALDE Party. A core aspect of our work consists in issuing
publications on Liberalism and European public policy issues. We also provide
a space for the discussion of European politics, and offer training for liberal-
minded citizens. Our aim is to promote active citizenship in all of this. Our foun-
dation is made up of a number of European think tanks, political foundations
and institutes. We work throughout Europe as well as in the EU Neighborhood
countries. The youthful and dynamic nature of ELF allows us to be at the fore-
front in promoting active citizenship, getting the citizen involved with European
issues and building an open, Liberal Europe.

Fores - Forum for reforms, entrepreneurship and sustainability - is a green and
liberal think tank. We are a non-profit and independent foundation that wants
to renew the debate in Sweden with a belief in entrepreneurship and creating
opportunities for people to shape their own lives. Market-based solutions to
climate change and other environmental challenges, the long-term benefits of
migration and a welcoming society, the gains of increased levels of entrepre-
neurship, the need for a modernization of the welfare sector and the challenges
and opportunities of the rapidly changing digital and increasingly data-driven
society - these are some of the issues we focus on. We act as a link between
curious citizens, opinion makers, entrepreneurs, policymakers and researchers.
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DEVELOPING PLATFORM ECONOMIES

Platforms and platformisation

Data-driven digital platforms have become a key organisational form
of vast economic interest and impact in contemporary societies. These
platforms and, arguably, the underlying data-driven platform logic’
that they make part of, are having an increasing impact on most levels
of our daily lives, addressing both public and private sectors and either
disrupting or integrating with various markets. This calls for more scru-
tiny of the consequences of digital platform economies and what we
in this report call platformisation for the conditions for innovation and
economic welfare. One key example is the relationship between global,
large-scale tech companies and more traditional incumbents on various
markets - or, for that matter, the relationship between said platform
corporations and smaller, emerging startups that partially rely on the
platform-based infrastructures controlled by these gargantuan platform
corporations. Moreover, geopolitical and jurisdictional dependencies

abound - for example the different policy landscapes in USA and the EU.

The concept of platforms has emerged in recent years as one of the most
important concepts of the digital economy.” Platforms enable a great
number of new, rationalized ways of organizing society; but they are also
based on an element of control, since users’ latitude is circumscribed
by the computer code, and they are in many ways forced to adapt their
behaviour to it. A few platform-based corporations (Google, Facebook,
Apple, Amazon, Microsoft) have gained massive global influence since
not only users but also a long list of other societal actors have become
dependent on the services provided by these global companies, includ-

ing many smaller, upcoming platform corporations.

In the research literature, there is a growing body of knowledge on con-
temporary digital market development, often framed within concepts
like sharing or the gig economy or a fourth industrial revolution. While there
are recent accounts on aspects of capitalism and financial incentives in

1  See Andersson Schwarz (2017).
2 See for example van Dijck et al., (2018).
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»3

relation to “big data,” or analyses of the monopolistic tendencies that
emphasize the need to better understand what platform capitalism
entails for society,* this report seeks to add to the knowledge on mar-
kets and policy issues in relation to digital platforms from a European
perspective. Furthermore, from a more critical point-of-view, the lack
of transparency in both code, data collection and markets is some-
thing that has been addressed by scholars® as well as debated politically,
including labour market perspectives in terms of what has sometimes
been referred to as a “myth” of a sharing economy.® Fores has, in ear-
lier ELF-publications, addressed various aspects of automation in labour
markets; e.g. productivity, unemployment, and the implications for
legislation.” We have also addressed challenges with information asym-
metries from a consumer protection perspective as well as notions of

antitrust on data-driven markets.®

We see new algorithm-based systems changing and reshaping entire
industries. The effects of these systems permeate our everyday lives at
a micro level, as important aspects of our everyday lives are affected by
algorithms, and at a macro level, as important social relations are being
remoulded in ways that are premised on the designs of these platforms
which are suffused by sometimes arbitrary prioritizations and have
unexpected side-effects.

In addition, and very much in line with a platform economy highly
driven by data and scalability, there is little doubt that aspects of arti-
ficial intelligence (AI), machine learning and the abilities of algorith-
mic systems can make many processes more efficient and individually
relevant for consumers, be it in autonomous cars, in smart homes or
recommendations systems. The “personalisation” of applications, and
the abilities for predictive analytics and automated decision-making

|.e. Mayer-Schénberger & Ramge (2018).
Srnicek (2017).

|.e. Pasquale (2015).

I.e. Rosenblat (2018), through studies of Uber.
Wennberg & Bergstrom, eds. (2016).

Larsson (2017); see Larsson (2018).
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do however create a number of policy challenges.” There is, then, an
increasing need to address the Al-related policy challenges, for example
in how to ensure fairness, accountability and transparency in autono-

mous systems operating with societal applications.

The present report addresses the social relevance of digital platforms
and their impact on liberal-democratic society, and poses a number of
follow-up questions related to innovation and policy challenges. This
includes theories on digital platform economies, a wider notion of a
“platform society”, as well as more empirical insights on the regulation of
platform companies and the establishment of market-making platforms,

including data from accommodation provider Airbnb in four cities.

FOUR CHAPTERS

The report has four different chapters, which were initially discussed
at a workshop conference in Stockholm, October 8, 2018. This one-day
workshop at Fores gathered researchers and experts in the field to col-
laboratively pinpoint and address the most pressing aspects of the data-

driven platform economy.

1. Inside the Black Box: Platform Economies and Digitalisation

In the first chapter of the report, Joakim Wernberg™ addresses digital
economies in terms of economic theories on multi-sided platforms. An
initial, and important, point is that platform economies are not new, and
actually have been key components in the economic system for a long
time, before the Internet. This means that a theoretical foundation on

9  For example, in April 2018, the EU Commission adopted the Communication on Arti-
ficial Intelligence that lays out the EU’s approach to Al. The EU Commission aims to 1.
increase the EU’s technological and industrial capacity and Al uptake by the public and
private sectors; 2. prepare Europeans for the socioeconomic changes brought about by
Al; and 3. ensure that an appropriate ethical and legal framework is in place.

10 PhD in economic geography and Research Director of the Megatrends programme at the
Swedish Entrepreneurship Forum.
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how to understand the phenomena has already been laid out, at least to
some extent. To underscore this point, Wernberg discusses the “mar-
ket-making” abilities of both e-traders as well as shopping centers. Scale,
matching abilities and trust are all key components when addressing
digital platform economies, according to Wernberg.

By referring to economist and political scientist Herbert Simon’s work
in the late 1960’s and early 1970’s, Wernberg concludes that need for
search, sorting functions and personalised filtering increases with the
amount of information. That is, search costs increase, creating a match-
making problem of sorts, for which digital platforms with personalised
matching and automated relevance assessments offer a solution that can
entail far-reaching changes for markets that have not previously been
exposed to digital technologies and platform economies. Further takea-
ways from Wernberg’s chapter are:

COMPETITION OR LEVERAGE? Stores that digitise their business
with the purpose of competing with platforms may face much larger
obstacles than stores that digitise in order to utilise digital platforms
as leverage;

THE IMPORTANCE OF TRUST. Trust, in Wernberg’s words, is a “per-
ishable commodity”. Establishing a “trust infrastructure” thereby
becomes a necessity in the context of a sharing economy. In fact, trust
should be treated as an important bottleneck, sometimes even more
important to address than issues of data collection.

SELLING DATA OR MATCHING? There is a very important distinction
regarding what many platforms sell access to; while the data col-
lected by the platform is necessary for effective matchmaking, what

the platform actually sells is often the matching, not the data.

NOILDNAOYLNI
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2. Two Policy Landscapes: How the Regulation of Digital Platforms

is Handled in the EU and the US

In this chapter Jonas Andersson Schwarz, presented above, compares
policy landscapes in US and EU. He explores seemingly rather different
approaches to the contemporary digital economy in the two jurisdic-

tions and utilises three case studies to do so:

THE DECISION on Ohio v. American Express Co. by the US Supreme

Court in June 2018, of particular relevance for American antitrust;

THE CONFLICT between Google Ads versus publishers with regards
to responsibilities of user consent, very much related to the GDPR11

being enforceable within the EU from May 2018;

NORMATIVE REGULATION of media-platform content, combining
an analysis of the German NetzDG regulation, which requires that
Internet platforms block hate speech and disinformation, and the
new EU Copyright Directive that is currently being developed.”

The EU Commission has, in recent years, proposed what Andersson
Schwarz calls “a flora of regulation bills” as part of what appears to be an
organised strategy to establish clearer rules for “platform capitalism.”

An absolutely crucial aspect of the platform economy is the fact that
platform business models are generally intended to generate revenue
by bringing together two separate groups and thereby combining two
(or more) markets,® using automated and scalable methods." This, in

Andersson Schwarz’s view, complicates conventional analyses of antitrust

11 REGULATION (EU) 2016/679 OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL
of 27 April 2016 on the protection of natural persons with regard to the processing of
personal data and on the free movement of such data, and repealing Directive 95/46/EC
(General Data Protection Regulation).

12 Proposal for a DIRECTIVE OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL on
copyright in the Digital Single Market {SWD (2016) 301 final} {SWD(2016) 302 final}.

13 As developed by Wernberg in this volume.

14 Further elaborated upon by Andersson Schwarz and Larsson in this volume.

10
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legislation; in particular, the American approach to antitrust law seems to
have had great difficulty in recent years, regarding how two-sided markets
work, since the ensuing effects on consumer prices often appear to be neg-

ligible (or are deliberately deemed unproblematic by the regulators).

An optimistic - arguably too optimistic — perception is that platform
companies would not exploit the benefits of their privileged position
as key coordinators of market activities which enable them to maxim-
ise the synergetic effects of owning seemingly radically different kinds
of subsidiaries. One critique by Andersson Schwarz is that regulatory
approaches have yet to find a balanced approach towards those data-
driven market activities that do not necessarily generate clearly measur-

able econometric effects, in the conventional toolbox."”

Andersson Schwarz connects his policy overview to a larger discussion
of the nature of contemporary ideology, by addressing the topic of how
to definite liberalism in a developing platform economy: “Are we talk-
ing about a humanistic liberalism which promotes the values of the
Enlightenment in the hope that beneficial economic effects will auto-
matically follow, or are we talking about an economic liberalism that
promotes economic values in the hope that beneficial humanistic effects

will follow?”

3. Regulating Airbnb in the EU and US: An Empirical study

The third chapter is an empirical study on AirBnB and the accommoda-
tion industry in four large cities: London and Paris in Europe, and Los
Angeles and New York in the USA. This study is authored by Krist6f
Gy6di'* who, through an analysis of an extensive dataset mapping Airbnb
listings, assesses market effects of different regulatory approaches in the

four cities.

The results of the study indicate that the stricter rules on platform-based

15 Seealso Larsson (2018) for a consumer protection perspective.
16 Analyst and PhD candidate at DELab, an interdisciplinary research institute at University
of Warsaw, as well as the Faculty of Economic Sciences.

11
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accommodation industries enforced by the city administrations in New
York and Paris have been more successful in restricting the activities of
professional businesses, i.e. promoting more civic uses of the platform,
while the lack of an effective regulatory framework contributed to a more
business-oriented, professionalized Airbnb network in Los Angeles.
Moreover, the data supports that in the absence of monitoring tools,
it is relatively easy for hosts to run a large number of Airbnb listings in
London. In this sense, Gyddi highlights aspects of professionalisation of
the sharing economy, where e.g. Airbnb becomes akin to a parallel hotel
business of sorts; an aspect that is often neglected or overlooked in con-
ventional narratives of the sharing economy.

The chapter displays the necessity of an empirically grounded under-
standing of developments and practices in the market, whenever a regu-
latory body seeks to regulate it. Otherwise, regulatory efforts risks being
mere expressions of token politics to show decisiveness - or, at worst,

leading to unintended consequences unwanted by everyone concerned.

4. A Platform Society

The final chapter seeks to define the developing platform economy from
a larger, societal perspective, and is co-authored by the two editors of
the report, Jonas Andersson Schwarz and Stefan Larsson. We ana-
lyse the societal effects of a few platform-based corporations (Google,
Apple, Facebook, Amazon, Microsoft) and show how smaller, newer,
platform-based companies occasionally try to compete with them while
often being dependent on them, or getting acquired. The geopolitical
arrangement of the platform economy is of vital significance, and entails
aneed to better understand the implications of the North American ori-
gins of the largest platform-based corporations in which American poli-
tics and regulations have an impact on countries in the rest of the world,

Europe in particular.”

17 On differences and similarities in the two policy-landscapes, see Anderson Schwarz’s
chapter in this volume.

12
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Similarly, it is important to observe digal developments in China and
the specific characteristics of the Chinese platform-based society, with
its authoritarian governmental intervention, and fundamentally dif-
ferent views on individual rights regarding privacy and data protection
than what the European GDPR expresses. Not only does China have
the world’s largest domestic market but also rapidly growing Internet
giants such as Baidu, Alibaba and Tencent, which will likely also affect
European markets in considerable ways.

Furthermore, we address the important difference between proprietary
and open software when assessing digital platforms. We suggest a defi-
nition on digital platforms that includes the aspect of proprietorship,
which forms a challenge both regarding transparency and account-
ability, but also fundamental aspects of datafication, scalability, auto-
mation, centralisation, and commercialisation. Moreover, both datafi-
cation and automation are essential components of scalability, which
enables efficiency and personalisation. But there are also considerable
indications that autonomous systems engaged in social structures have

unintended effects™ that need much further scrutiny.

In this final chapter of the report, we argue that it is important to study
the type of business model on which a platform’s growth or administra-
tion is based, in order to be able to understand the logics of its growth,
for example into multiple branches. Not only does an increasing num-
ber of social sectors and industries become dominated by digitally
originated platform operators; also traditional institutional actors are
increasingly adopting data-driven platform logics - utilising and ana-
lysing consumer data in order to predict particular outcomes in order
to automate and outsource decision-making. Therefore we clearly see a
need to address not only the economic implications, but also the wider

societal effects and the policy challenges that this development entails.”

18 l.e. Caplan et al. (2018) or the FAT conference.
19 Seevan Dijck et al. (2018).

13
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In conclusion

This volume addresses the question of how to define a developing plat-
form economy, one that is very data-centric and dealing with the need
for sorting and filtering in an overflowing torrent of information. The
report addresses the urgency to more clearly define the challenges of
balancing interests on markets where notions of informed user consent
are challenged by nearly ubiquitous data collection and design interven-
tions into our everyday lives. Furthermore, there are conflicts between
more traditionally developed markets and representatives of a newer
platform logic of automated scalability that evokes significant questions
of accountability for content and how to balance size against innovation;
infrastructural claims of market-making against claims of unfair monop-
olism. The common complaint of lack of market transparency is also
addressed, in combination with the empirical needs of policy develop-
ment. Without proper assessment, any legislation risks imposing norms
where the effects are mere chance. On the other hand, with regulators
that are too passive, there is a risk that markets develop in ways detri-

mental to both consumers and innovation as a whole.

One consistent theme throughout this report concerns the question of
how we, as a society, can benefit from the many advantages presented by
these platforms while simultaneously managing the harmful effects and
newly emerged vulnerabilities that may be built into these infrastructures.

14
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DEVELOPING PLATFORM ECONOMIES

INTRODUCTION

DIGITAL PLATFORM COMPANIES, i.e. companies that run multi-sided dig-
ital platforms, have become subject of increasing debate. These discus-
sions tend to focus on how they earn revenue, whether they risk becom-
ing too dominant, and the role they play, or should play, in the economy
and society at large." Typically, the core of these platforms, i.e., the plat-
form economy, is reduced to a “black box” and marginalised in the ongo-
ing debate, leaving two important questions unanswered:

* Whatis a platform economy, and what distinguishes platforms from
other businesses?

= Whyare multi-sided platforms increasingly assuming a key role in
digitised economies?

Digital platforms already challenge the status quo in several parts of
the economy. This gives rise to a number of issues related to individual

1 The concept of the platform economy is not intended to define the economic system
in its entirety, but rather, the underlying dynamics of multi-sided platforms. A platform
company, therefore, is a company that runs a multi-sided platform which is built on the
logic of platform economics.

18
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DEVELOPING PLATFORM ECONOMIES

platforms or specific sectors, for instance concerning the the labour
market. The problem is that as a growing number of such sector-spe-
cific issues call for the attention of policymakers, the aggregate role and
function of platforms in the economy is easily overlooked - the forest is
obscured by all the trees. This chapter instead adopts a holistic perspec-
tive based on common denominators between digital platform econo-

mies across sectors throughout the entire economy.

There are significant differences between multi-sided digital platforms
and traditional business models geared towards selling services or prod-
ucts. Describing digital platforms as a combination of, on the one hand,
platform economies and, on the other hand, digitisation contributes not
only to our understanding of how they differ from other businesses but
also how they fit into the digitised economy as a whole.

Platforms distinguish themselves from many of the companies they
seemingly compete with both in terms of organisation and the prod-
ucts and services they offer. Uber and Airbnb have somewhat provoca-
tively been described as the largest taxicab company and hotel chain in
the world, respectively, without owning a single car or hotel room - but
what does that really mean? Does Google compete with newspapers for
readers just because they compete for advertisers? Are small companies
that own their own stores forced to compete with Amazon? One of the
main arguments in this chapter is that because of their differences, dig-
ital platforms and traditional businesses are not necessarily competing
but may actually benefit from each others’ business.

At first glance, it might seem that multi-sided platforms have emerged
as a result of digitisation, but this is in fact not the case. On the contrary,
platform economies have actually been key components of the eco-
nomic system for a long time.” There were multi-sided platforms and
platform economies long before companies and households began to
use the Internet in the late 1990s.

2 Evans (2003).

19
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Shopping centres, gaming consoles, and credit card companies are a few
examples of platform economies that have had a noticeable impact on
the economy. In its most basic form, a platform is a tool for mediating,
simplifying and matching different kinds of demands with each other in
a market. Put differently, platforms provide matchmaking services.® A
shopping centre is a platform that concentrates a selection of stores to
a single space, thereby allowing each store to reach the other stores’ cus-
tomers as well. This also benefits the customers who are able to access a
greater selection of stores gathered under the same roof. Gaming con-
soles such as PlayStation or Xbox create markets that bring gamers and
developers together. A newspaper can be described as a kind of platform
that brings its readers to its advertisers. In the case of newspapers, this
is illustrated by the share of revenue each paper gets from advertising in
comparison to subscriptions.

Although there are many examples of “old” or pre-digital platform econ-
omies, for a long time there were no theories or frameworks for identi-
fying and studying them in aggregate. Instead, existing platforms were
often treated as an exception to the rule of how businesses were organ-
ised. It wasn’t until the early 2000s that economists began to formulate
a theory of platform economies. In other words, neither platforms nor
platform companies are particularly new phenomena. This is an impor-
tant starting point when studying digital platforms. Knowledge of these
new platform companies needs to be grounded in an understanding of
how digitisation has changed the conditions for platform economies and
how these new digital platforms economies in turn affect the economy.

The rest of the chapter is divided into four parts. The next section deals
with platform economies and the differences between multi-sided plat-
forms and other kinds of businesses. The third section deals with the
combination of platform economies and digitisation. In particular, two
aspects of digitisation are highlighted and put in relation to platform

economics: increasing flows of information and large, decentralised

3 Evansand Schmalensee (2016)

20
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networks. The fourth section summarises the role of digital platform
economies today, focusing on how they impact different sectors of the
economy and society. The final section describes three overall factors
that will have different kinds of impact on the future roles and develop-
ment of these digital platforms.

What is a Multi-sided Platform Economy?

Even though platform economies are not a new phenomenon, research-
ers did not begin to pay much attention to them until the early 2000s.
In an article by economists Jean-Charles Rochet and Jean Tirole, the
authors present a model of how two-sided platforms need to gradu-
ally attract and maintain enough participants on either side in order
to remain competitive.* In doing so, Rochet and Tirole highlighted
two important factors that platform economies have in common: their
business model is fundamentally based on matching different groups’
demands and because one group’s demand is the other’s supply, the
sides depend on each other for the platform to be attractive.® This makes
platform companies very different from traditional companies that sell
products or services directly to their customers. Platform companies do
not sell access to services or products, but rather, access to a particular
target group or type of content. The number of sides in a platform econ-
omy does not need to be restricted to two and therefore they are now
more commonly referred to as multi-sided platforms.

As knowledge of multi-sided platforms has grown, it has also become
increasingly clear that platform economies are already common and
play a key role in large parts of the economy.® Shopping malls match
their stores with relevant customers, credit card companies match
sellers with buyers, and TV, radio and newspaper companies match
readers, listeners and viewers with advertisers. All of them employ

business models that are, in some way or another, based on multi-sided

4 Rochet and Tirole (2003)

5 Tirole was awarded the Nobel Memorial Prize in Economic Sciences in 2014, and one of
the reasons was his research on platform economies.

6  Evans (2003).
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platforms. The Swedish Public Employment Office is a public platform
that is intended to match jobs with jobseekers, and has been doing so
since at least the 1940s. You could also argue that the historic Hanseatic
league was a network of platform economies (city markets) connecting
buyers and sellers to facilitate trade within the Baltic Sea region.

The platform’s value creation, and thus the heart of its business model,
lies in its ability to match different groups with each other based on their
respective demands.” There are at least three different kinds of plat-
forms that can be distinguished by the characteristic relations between
different sides: market makers, audience makers and demand coordina-
tors.® Market makers enable transactions between two or several clearly
defined groups. Here, the platform serves as a marketplace for a specific
niche market. Both e-commerce platforms and shopping malls are typi-

cal examples of market makers.

Audience makers match advertisers with groups that post and/or con-
sume content among themselves, for instance video streaming services
like YouTube and newspapers that receive revenue from advertisers.
Demand coordinators provide an infrastructure that connects each side
to a wide variety of counterparts on the other side of the platform - the
wider, the better. For example, the benefits of a credit card depends
heavily on how the number of situations the consumer can use it for and

the number of a seller’s customers that use the card, respectively.

All platform economies are based on what is known as network effects, or
network externalities.” These are effects that are external to the individual
in the network but internal to the network (consisting of one or several
sides of the platform) as a whole. In other words, the value benefit of each
participant is affected by the network’s overall size and composition.

7 This might mean highly personalised matches between groups with clear preferences,
or offering a broad range to customers that appreciate the variety of offers that the
platform, in its role as a counsellor.

8  Evans (2003).

9  Katzand Shapiro (1985); Evans and Schmalensee (2016).
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Network effects can be direct or indirect, positive or negative.

Direct network externalities describe the value or benefit gained by
one side of that platform as it grows in size. This kind of growth is pos-
itive when all participants value interactions within that side of the
platform, for instance in social networking platforms like Facebook,
Linkedin, Instagram, Snapchat or Whatsapp. Participants on one side of
a platform can also benefit from increasing their numbers if this attracts
more participants to other sides of the platform and thereby improves
match-making opportunities between the sides. For example, shopping
malls allow multiple stores to co-locate in order to attract more cus-
tomers together. On the other hand, direct network externalities can be
negative if they create bottlenecks or increased competition within one
side of the platform, thereby leading to lower probabilities of matching.
For example, there is a negative impact on men looking for women on an
online dating site if their group grows significantly larger than the group
of women looking for men, since that makes it harder for the men to

compete for the women’s attention.

By contrast, indirect network externalities describe the value or ben-
efit to one side of the platform as other sides grow in size. For exam-
ple, a platform for mobile payments will be more attractive to places
of business if the number of potential users is big. However, growth
on one side of a platform may not necessarily be positive for the other
side. Economists David Evans and Richard Schmalensee use TV adverts
as an example of negative, direct network externalities: If the number
of advertisers grows or they purchase more advertising time, viewers
might find less value in watching TV due to increased exposure to com-
mercials. This type of development is evident, Evans and Schmalensee
argue, in the case of premium membership fees that Netflix and HBO
charge for ad-free content, or the fact that people pay for TiVo which
allow them to skip past commercials in pre-recorded programs.™

10 Evans and Schmalensee (2016, p. 29).
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The different varieties of network externalities clearly show the inter-
dependencies between the different sides of the platform. A positive,
direct network effect on one side may in turn lead to growth on another
side that benefits from indirect positive network effects coming from
the first side. In much the same way, a negative direct effect may raise
competition on one side of the platform but could also create a positive
indirect effect for another side, thereby balancing the initial negative
effect or even create a net positive effect in terms of matching. These
example give some hint that, at the end of the day, a platform economy
is not just about positive direct network effects driving growth. It is a
complex balancing act of multiple interdependencies.

In order for the platform economy to work, there has to be a critical mass
of users on either side. What store would invest in a payment system
that none of their customers use? Who would use an online dating site
that has no suitable candidates to be matched with? One of the great-
est challenges facing any platform is to develop a critical mass on sev-
eral sides simultaneously. I general, it is not feasible to grow one side
at a time, meaning there is an element of Catch-22 to the process. Many
platform companies approach these issues by initially focusing on a spe-
cific niche or a geographically demarcated market (implying a smaller or
more manageable critical mass), from which they can expand and scale
up the platform’s reach.”

Furthermore, in most cases platforms need their users more than the
users need the platforms. This is evident from the fact that people use
several different, potentially competing or substitutable platforms
simultaneously. This is known as multi-homing. For example, most stores
accept several methods of payment, most shoppers are not restricted
to only visit one shopping mall, and many people use more than one

social media platform. Another example is found among Uber drivers,

11 Henriksson and Vinberg (2017)
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a significant number of whom also work for competitors like Lyft or
Taxify.” This has even led to the development of a specific service,
Mystro, that coordinates incoming requests from different ride-hailing
platforms in order to make it easier for drivers to prioritise and pick
fares - that is, a platform that connects drivers with multiple platforms.

Another factor that distinguishes platforms from traditional businesses
is that they are often free for the customers on one of the sides. It does
not cost anything to visit shopping malls, nor does it cost anything to
join Facebook or to google something. Of course, this does not mean
that running shopping malls, social media platforms or search engines
does not incur costs. Rather, the method of pricing is based on the differ-
ence in financial incentives between the different sides of the platform.

A restaurant that earns money from every match that generates a
booked table has a strong incentive to pay for the matches, while a cus-
tomer who wants to spend their money on a meal at a restaurant has a
much weaker incentive to pay additional charges before being seated at
the table. It is important to point out that both parties, in theory, have
incentives to pay to simplify the matchmaking process, but the restau-
rant’s incentive is greater than the customer’s, which makes all the dif-
ference. If the number of restaurants is higher than the number of cus-
tomers and if customers use several platform services to find a table, the
resulting competition between platforms and restaurants respectively
will jointly tend to reduce the costs for the party with weaker incentives
- the customers, that is.

This means that platform economies can be divided into what Evans
and Schmalensee call a subsidy side and a money side.” For example,
store owners pay for location in a shopping mall that attracts many
shoppers while advertisers promoting a travel agency pay to be

12 A comparison by The Rideshare Guy (a blog and podcast for rideshare drivers) esti-
mates that 70 % of Uber drivers also work for Lyft, and 25 % work for more than two
platforms at the same time.

13 Evans and Schmalensee (2016, p. 33).
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exposed to Facebook users who love to travel and people googling for
holiday trips.

Before academic researchers had formulated a framework to study mul-
ti-sided platform economies, most of these examples were viewed as a
way of reducing so-called transaction costs. Based on this perspective,
credit card companies and shopping centres are financially justified
by providing services that reduce friction in payments and shopping.
Lowering transaction costs is still at the core of platform economies, but
there is a growing emphasis on the matchmaking aspect, and the search
costs that precede transactions. This becomes all the more obvious when
studying digitisation and digital platform economies.”

Digital Platform Economies

Digitisation constitutes a new general purpose technology, comparable to
the introduction of the steam engine at the beginning of the Industrial
Revolution, or electricity at the turn of the 19th century.” This essen-
tially means that the same basic technological infrastructure has been
integrated into the entire economy and that a wide variety of different
applications have been built on top of this common infrastructure.
Consequently, applications and innovations in one sector of the econ-
omy can spread more easily to others, and new innovations and digital
business models can even be implemented with the explicit purpose of
acting across sectors. Just like the steam engine and electricity, digital
technology is changing some of the fundamental conditions for social
and economic interactions. There are at least two such differences that
are particularly important in the development of digital platforms: the
increasing amount of information, and large, decentralised networks.

The combination of digital technology and the development of the
Internet makes it possible to create, send, receive and store unprece-
dented amounts of information on something as small as a smartphone

14 It could be argued that search costs are a part of transaction costs but, regardless, the
point is that search costs are more important for digital platforms.
15 McAfee and Brynjolfsson (2017); Bresnahan and Trajtenberg (1995).
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or laptop. Furthermore, digital information can be copied without any
loss of quality. Information content such as music has thus been sepa-
rated from physical products like CDs or cassette tapes.™

In the early 1990s, music was largely distributed by selling CDs or sharing
recordings on cassette tapes. Sharing music among friends was associated
with to a loss of quality each time the music was copied to a new cassette
tape. So-called home-taping was allowed precisely because it was difficult
to stop and the quality of the distributed contents quickly attenuated.”
Today, music and movies are streamed (or shared) upon demand directly
to your mobile phone. The amount of digital information is growing as a
result of the digitisation of “old” analogue information such as books and
records, but even more so because more people are able to create their
own digital texts, videos or music. Because copying and distributing digi-
tal content does not impair its quality, information has shifted from being

a scarce resource to being ubiquitous in many applications.

Toward the end of the 1960s, economist and political scientist Herbert
Simon was asked to analyse the effects of a future information overflow.
Instead, Simon focused on the fact that if something grows larger - in
other words, when information shifts from being a scarce to a ubiqui-
tous resource - its size must be understood in relation to something else
decreasing by comparison, namely our attention.” While the wide range
and availability of different types of content has grown rapidly, our abil-
ity to digest this information grows at a relatively slow pace. This means
that we need to learn and adopt new ways of searching, filtering and pri-

oritising information to find what we are looking for.

In other words, search costs increase as the amount of information
increases. Most people do not notice this since they rely on search
engines, recommendation algorithms or other services to help them
sort through the contents. Streaming services such as Spotify or Netflix

16 Wernbergand Dexe (2016).
17 Rydell and Sundberg (2011).
18 Simon (1971).
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not only provide access to content, but also act as curators ordering that
content and offering recommendations. These services in turn rely on
data about users’ tastes and behaviors to improve their ability to provide
qualitative matching. In a similar manner, Amazon uses its recommen-
dation algorithms to inform users of other books or products that might
be of particular interest to them, based on products viewed or purchased
by other users. The emergence and growth of the Internet has led to
potential access to almost unlimited information, but sifting through
the ever growing supply incurs large search costs. In other words, the
indirect and positive network externalities grow exponentially with the
search costs generated by an ever-growing supply of information.

Similarly, there is difference between potential and realised matches
between people. The Internet’s decentralised TCP/IP infrastructure
theoretically enables individuals anywhere in the world to commu-
nicate with each other: Yet, this does not mean that everyone actually
communicates with everyone else. On the contrary, in the early 2000s,
network researcher Albert-Ldszlé Barabdsi showed that although any-
one can publish content on on their own websites, there is no guarantee
that the contents will attract a larger audience, or even be viewed at all.”
As access to potential contacts grows, so does the search cost related to
finding the most relevant contacts. This kind of matchmaking problem
arises regardless of whether a user is searching for a specific product or
for romance on an online dating site. The same kind of matching prob-
lem also exists between companies looking for business-to-business
exchanges, for example subcontractors. The platform company Alibaba
has seized on this opportunity and developed a business-to-business
(B2B) platform.*

In sum, digitisation has increased the potential access to information and
potential contacts with other people, but has also contributed to signif-
icantly increasing search costs associated with finding the right match.

19 Barabasi (2003)
20 Evans and Schmalensee (2016, p. 56).
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Most people are unaware of this since it has simultaneously become a lot
easier to find information, for example by using search engines. How well
we are able to exploit the potential of this growing supply of information
largely depends on digital platforms that develop services based on mul-
ti-sided platform economies.”

There are also a growing number of one-sided digital platforms - that is,
digital infrastructures used by companies to provide cloud services or in
other ways complement their products or services.” These distribution
platforms play an important role in the digitisation of a variety of busi-
nesses and the development of data-driven economies. For example,
small and medium-sized companies today have access to technical infra-
structure and machine-learning software via cloud services which they
otherwise would not have been able to afford if they had been forced to
build the corresponding capacity in-house.” However, these platforms
are not multi-sided platform economies, and therefore, we will not delve
deeper into them here.

In a famous article published in 1937, economist Ronald Coase asked
why firms even exist.** Coase’s approach was to turn the question on
its head and state that companies would not exist if it was easier and
cheaper for all participants to enter into contracts independently in
an open market rather than structuring their businesses in the form of
firms.25 This way, Coase was able to infer the existence of what he called
transaction costs. He concluded that by organising into firms, individual
actors reduce their transaction costs, though at the cost of giving up
some of their flexibility and earnings.

21 From this perspective, large sectors of the digitalised economy are based not only in
decentralised networks, but rather, decentralised network infrastructures in conjunction
with a market populated by centralised platforms.

22 In other words, there are apps that are specifically tailored for businesses to order, for
example, cabs or coffee deliveries that are limited to the range offered by an individual
company.

23 Varian (2018).

24 Coase received the Nobel Prize in Economic Sciences for his research on transaction
costs in 1991.

25 Coase (1937).
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Similarly, we could ask why digital platforms exist when all involved
parties should potentially be able to make contact with each other with-
out intermediaries or the additional costs related to them. Orly Lobel,
professor of law, employs Coase’s framework to analyse platform econ-
omies and concludes that by providing a useful supply of information
and optimal matches, platforms contribute to reducing transaction
costs before (for example, when searching), during (negotiations and
decisions) and after (implementation and compliance) having entered

into agreements.*

Economists Erik Brynjolfsson and Andrew McAfee define digital plat-
forms as one of three fundamental factors on which the digital econ-
omy is based, together with artificial intelligence and crowdsourcing.”
Digital platforms combine multi-sided platform economies with what
Hal Varian, chief economist at Google, has described as the four trans-
formative abilities of computer-mediated transactions in business:*® 1)
the ability of remotely entering into electronic contracts, 2) the ability to
collect and analyse data related to the business, 3) the ability to conduct
controlled experiments within the business that can in turn be evaluated
using collected data, and 4) the ability of customise offers to individual
preferences. In combination with large digital networks and a growing
amount of information, this makes it possible for new digital platforms
to introduce platform economies into new parts of the economy. Also,
digital platforms can boost existing platform economies by improv-
ing match-making through the use of data-driven analyses and algo-
rithms. In effect, this means that they are able to quickly match highly
personalised supply and demand in very large networks. This can entail
far-reaching changes in an established business sector that has not pre-
viously been exposed to neither digitisation nor platform economies.

Platform companies and other businesses; competition and symbiosis
Brynjolfsson and McAfee describe the emergence of digital platforms

26 Lobel (2018).
27 McAfee and Brynjolfsson (2017).
28 \Varian (2010).
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as a “disruptive force” which incumbent businesses will have difficulty
competing with.* This description is both true and false. It depends on
to what degree incumbent businesses compete or cooperate with plat-
form economies. For example, a brick-and-mortar clothing store selling
only the biggest brands in jeans cannot compete with the many e-com-
merce platforms offering the same goods at a lower price. When the sup-
ply of jeans was locally scarce, the store had the advantage of providing
a unique link between the jeans manufacturer and the local customer,
but with digital retail local stores cannot compete for price or variation
in supply of the most common brands.** Yet, stores do not compete with
the platform as such, but with the the collective range of goods and ser-
vices from all the producers and retailers that are aggregated on the plat-
form. It is important to distinguish between the matchmaking services
provided by platforms and the products made available to the consumer
as aresult of that matchmaking.

Rather than being outcompeted by platform economies, stores like the
one in the previous example are able to provide their goods via a dig-
ital platform and reach more potential customers. When a store loses
the competitive advantage provided by scarcity of supply, it can shift to
specialise and gain competitive advantages by providing better services,
local products or a unique niche supply. However, when a digital plat-
form expands to sell their own products, they are of course competing
directly with the supply-side but this is, strictly speaking, not part of a
the platform economy. This means that stores can still compete with
digital platforms in the local market (by specialising) and at the same
time join the platform to compete with other suppliers for an online
customer base. This implies that stores that digitise their business with
the purpose of competing with platforms may face much larger obstacles
than stores that digitise in order to utilise digital platforms as leverage.

29 To clarify, this refers to businesses that use modern technology to compete with estab-
lished business sectors.

30 The same can also be said, of course, about the relation between stores located in cities,
and shopping centres located out of town. If a shopping centre successfully collects a
broad supply of big, well-known brands, individual stores must find other competitive
advantages than mere access to the same products.
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Brynjolfsson and McAfee give another interesting example of how
platforms and content producers that seemingly compete with each
other also benefit from each other: during the latter half of the 2000s,
newspaper publishers in Germany, Spain and Belgium sued the search
engine company Google over its Google News service which aggre-
gated news contents and included links to the original articles.* The
publishers demanded that Google News should pay for using their
content. They won in all three cases and as a result Google News was
closed down. However, what the publishers had not taken into account
was the amount of web traffic Google News attracted to their news-
papers. Consequently, as the service was shut down the newspapers
experienced reduced web traffic and, thereby, diminishing advertising
revenues.” In the end, the publishers appealed to reverse the court’s
decision. It turns out publisher and platform stood to gain more than
they lost from their coexistence. Google and newspaper publishers do
of course compete directly with each other for advertisers, but when it
comes to users and web traffic they actually benefit from each other.

When it comes to platforms matching people who demand and supply
services, things get a bit trickier. Here too, there is reason to distinguish
between matching and the service being supplied. One example that has
been hotly debated is transportation platforms such as Uber, Lyft and
Taxify that match drivers with passengers. The business model of tax-
icab companies can be said to be based on two parts: offering access to
available taxicabs (via a telephone or app) and offering transportation
services (a cab driver with a car). Digital platforms like Uber can be
described in one of two ways with regards to these two parts. Either the
platform is a taxicab company that leases out the taxi drivers’ services,
thereby shirking any employer responsibilities, or the platform only
offers one of the parts - in other words, the matching of drivers and pas-
sengers. In the former example, the platform competes with all aspects
of traditional taxicab companies, but in the latter it only competes with

31 McAfee and Brynjolfsson (2017, p. 139-140).
32 See Andersson Schwarz’s chapter, case study 3 (this volume).

32

X0d X2v14 3IHL 3AISNI



DEVELOPING PLATFORM ECONOMIES

the matching of transportation services, that is, the telephone exchange
or the taxicab company’s own app.® Arguably, the digital platform’s
main competitive edge is that it specialises in matching, and in doing so
provides a service that is not limited to taxicab drivers from one single
company or one single place locally or nationally. This is one of the main
strengths of digital platform economies.

The fact that digital platforms compete with part of a traditional busi-
ness model can be explained using Ronald Coase’s transaction cost
model. Technological developments resulting from digitisation, and in
particular access to large networks of people, have resulted in a reor-
ganisation of taxicab firms. Assuming that it used to be more efficient
to group a number of drivers around a telephone exchange service into
a firm, is it possible that digital technologies have made it more efficient
separate matching and transportation, thereby organising matching into
one firm and drivers either into individual contractors or, more likely,

into firms of drivers. This is in fact already the case in Sweden.**

The existence of traditional taxi companies can be explained by the
fact that they reduce drivers’ search costs when looking for custom-
ers and vice versa, while simultaneously allowing transaction costs
related to payments and administration to be coordinated within a
single firm. Similarly, it could be argued that market-making digital
platforms reduce transaction costs for both customers and drivers
even further. Customers are able to use the same service in different
places or different countries and payments are taken care of by the plat-
form. Furthermore, both drivers and passengers are able to access a

greater number of pooled matches, especially when drivers use several

33 If new drivers enter the market, taxi drivers are forced to compete harder. This is
particularly relevant in cases where taxi drivers are restricted by some kind of licence
or entry fee. One reason for these kinds of entry barriers is that drivers must be able
to find their way around town, but it is worth pointing out that an earlier technological
innovation, i.e., the GPS navigator, had already largely solved that problem. Without
GPS navigators, digital transportation platforms, and particularly platforms that allow
non-professional drivers, would have been almost impossible.

34 Most, if not all, Swedish taxi companies today do not employ drivers, but instead enter
into agreements with fleet owners that in turn have a contractual relation with the drivers.
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platforms at the same time.* In other words, it could be argued that spe-
cialisation towards matchmaking is associated with tangible value-crea-
tion that explains the emergence of digital platforms.

Platforms and the sharing economy

The so called sharing economy has become an umbrella term for digital,
multi-sided platform economies associated broadly with the reorganisa-
tion of the supply of work in different parts of the economy.** In hind-
sight, “sharing economy” is nevertheless an unfortunate term since it
brings to mind the sharing of resources rather than the economy which
this sharing is part of.

Based on how this phenomenon has developed since it started gain-
ing traction around 2010, it is now best described as a combination of
decentralised supply, large digital networks and trust-creating institu-
tions.” This amounts to a substantially different way of matching supply
and demand compared to traditional business models, largely because
the supply side, regardless of whether we are talking about taxicab ser-
vices or borrowing a lawnmower, is aggregated across a large, decentral-
ised network of potential suppliers. According to a Swedish governmen-
tal report on the domestic sharing economy, however, it should be noted
that the number of people using sharing economy services still is rela-
tively low at around 10 % of respondents in the survey.*®

Predating the rise of the sharing economy, professor of law Yochai
Benkler wrote a paper on resource sharing in which he described share-
able goods that people buy and own as “lumpy”, meaning that the
full capacity of the good was greater than the customer’s needs, and

35 Matching drivers with passengers in a single market might also have some socio-econom-
ic value (at least for the drivers). If this results in reduced minimum fares and distances,
this would benefit both traffic conditions as well as negative environmental externalities.
On the other hand, new platform economies can also lead to new negative externalities,
such as a large number of drivers working during rush hour, thereby creating bottlenecks
in traffic.

36 Sundararajan (2016).

37 Berghetal. (2018).

38 SOU 2017:26.
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“mid-grained” since they are only used a few hours a day. Benkler argues
that digital networks make it possible to locate and utilise a greater por-
tion of this redundant resources.*® Because people are able to mobilise
these resources, for instance by renting out a summer house via Airbnb,
sharing makes the economy more efficient on an aggregated scale.*

The rise of the sharing economy does not, however, imply that people
will stop owning property in favor of borrowing or renting. That is a ter-
ribly one-sided analysis. Rather, the possibilities of matching existing
demand against a highly decentralised supply changes the conditions
for investing in new resources. If it becomes easier to rent out a sum-
mer house while you are not using it, this also means more people will
be able to afford buying a summer house in the first place since renting
it out can contribute to financing it.* The supply side in this kind of plat-
form economy is based on people buying property or goods that they
then rent out. In the long term, the sharing economy will hopefully lead
to increased access to material resources for everyone, but it partly does
so by bringing about a shift in the conditions and incentives for owner-

ship and a redistribution of resources.”

The sharing economy is not just about mobilising resources in new
ways, but also about getting strangers being matched together to trust
each other enough to engage in economic exchange. Only then can
resource-sharing be scaled up and expanded beyond local communities,
established relations. This is why trust is a crucial factor not only for the
sharing economy but also for other kinds of multi-sided platforms.

39 Gansky (2010).

40 Whether or not they do also depends, of course, on whether they think it’s worth the
effort. Rationalisation, here, refers to the possibilities of making available and demanding
surplus capacity, and is not a measurement of how resources are used.

41 Ifitis not possible to rent out surplus capacity, the purchaser is forced to pay for the full
capacity of the resource, even though they may only want to use a small part of it.

42 People who have the financial capacity to invest in, for example, an apartment or sailing
boat will be able to capitalise on the resource to a greater extent, while those kinds of
investments simultaneously give others (who cannot afford or have no interest in buying
such a resource) access to the apartment or sailing boat.

35

X0d X2v14 3IHL 3AISNI



DEVELOPING PLATFORM ECONOMIES

Platforms, trust and user data

Digital, multi-sided platforms match supply and demand across large
distributed digital networks but in order to facilitate transactions the
matched parties need to trust each other, even though they may never
have met before.” This is especially evident in the context of the sharing
economy - establishing a trust infrastructure becomes a necessity to make
it possible for people to travel with or allow a stranger into their car, to
rent someone’s home or rent out their home out to strangers, or even to
lend someone their power tools. This is why most digital platform com-
panies put great effort into their rating and review systems for users on
either side of the platform. For example, Uber not only allows passengers

to rate drivers, but also makes it possible for drivers to rate passengers.

The problem is that most parties are only matched once. However, by
aggregating the feedback collected about one participant from a large
number of different matches, the platform can compile a public trust
record - in other words, a measurable reputation. This is then used to
provide strangers with sufficient means to trust each other. These kinds
of trust metrics in combination with the traceability and payment sys-
tems provided by digital platforms ensures not only that supply is
matched with demand but also that the necessary conditions to facili-

tate an exchange are met.

Digital platforms create conditions under which strangers dare to con-
duct transactions that previously were often confined to socially or
geographically isolated groups such as friends, acquaintances or neigh-
bours. The platforms provide a trust infrastructure that, to some extent,
complements aspects of trust and social capital otherwise associated
with social and geographical proximity.

Platforms often have a competitive advantage when it comes to
trust-building in the sectors they operate in, simply because they have

43 Since this concerns large and networks with a wide spread, the likelihood of users
repeatedly being matched against the same users is reduced, which makes it harder to
develop trusting relationships.
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to. Taxicab companies rarely allow drivers or passengers to rate each
other or to decline being matched to someone with a doubtful rating.
Some hotels even have strategies to get their customers to rate them on

platforms such as hotels.com, booking.com or Tripadvisor.*

As a growing amount of people accumulate and use trust metrics, or
trust capital, the ability to export this capital beyond a single platform
will increase. This is especially true for situations where suppliers mul-
ti-home and use several different platforms in parallel. In the same
way that the Mystro app has been developed to allow drivers to coordi-
nate requests from several transportation platforms, it is possible that
future services will allow users to aggregate trust capital from different
platforms into one score for their reputation. The fact that trust capi-
tal established on one platform extends beyond the platform is demon-
strated in a study conducted by a team of researchers in collaboration
with Blablacar. The results indicate that 88 % of respondents have more
trust in Blablacar drivers that are complete strangers than in their neigh-

bours or colleagues.*

The need for trust is not restricted to the parties being matched, but also
extends to the users trust in the platform company. This applies to all
forms of platform economies. For example, people are less likely to pur-
chase a video game console regardless of how many games can be played
on it, or how good they are, if they think the console will break easily. It
is reasonable to expect that digital platforms are particularly sensitive to
trust issues because they need to attract users to each side of the plat-
form in the first place and then facilitate exchanges between strangers
on either side. Furthermore, most if not all digital platforms rely on col-
lecting user data in order to provide the services they do. This means
users need to have sufficient trust in the way the platform treats their
data, or they may leave the platform.

44 Hotel chains and taxicab companies rely instead on the overall level of trust people have
in their brand.
45 Mazellaetal. (2016).

37

X0d X2v14 3IHL 3AISNI



DEVELOPING PLATFORM ECONOMIES

Intuitively, it may seem that digital platforms are free of charge to end
users because they are paying with their data, which the platform then
sells on to others. This would make the platform a so called data bro-
ker. However, a closer look at how platform economies work reveals that
acting as a data broker is not a sustainable business model for digital
platforms. Many digital platform services are free for private individuals
simply because they represent the subsidy side of the platform economy.
The money side of the platform - advertisers, for example - pays for the
costs of the subsidy side. The old saying “there is no such thing as a free
lunch” therefore also applies to digital platforms. The data collected by
the platform is necessary for effective matchmaking, but what the plat-
form actually sells is the matching, not the data.

If a digital platform would sell its user data to third parties outside of the
platform, the underlying platform economy would likely suffer consid-
erable negative consequences. Firstly, selling user data would create an
alternative supply of the information needed to match, say, advertisers
with users. Why, then, should advertisers keep paying the platform once
they have the data? That is to say, if similar user data is available outside the
platform, it would have a negative impact on the platform’s positive, indi-
rect network effects. Even if advertisers keep paying for matchmaking on
the platform, releasing user data to third parties increases the probability
of competing services leveraging the same data. All in all, in this scenario
platform revenues are set to decrease significantly over time. The combi-
nation of access to users and detailed user data is an important competi-
tive advantage for multi-sided platforms when, for example, competing for
advertisers.* Digital tools also make it easier to measure the level of user
activity generated by an ad, which, in turn, contribute to generating more
data on user behaviour.# In other words, it is in the platform company’s

interest to make advertisers want to use their platform again and again.

46 This also means that digital platforms that exploit technological possibilities to tailor
personalised adverts that match against individuals have a competitive advantage in
comparison with older platform models that, for example, match adverts with larger
groups that watch TV at a certain time or read a certain newspaper.

47 The advantages of digital tools are not limited to new platforms, but are also commonly
used by newspapers and tabloids on their websites.
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Also, disseminating user data in this manner would harm the user side
of the platform too, partly because it may generate unwanted advertise-
ments targeting users in channels outside of the platform and partly
because it would be detrimental to users’ trust in the platform company.

In itself, these arguments do not prove that no platform company sells
their user data to third parties, but confirm that it is in fact impossible to
merge data brokering and platform economies in a sustainable way. It also
indicates that digital multi-sided platforms are not inherently in conflict
with the ambition of safeguarding privacy. These distinctions are crucial
when it comes to discussions about appropriate market regulations.

Having said that, it should be pointed out that different digital plat-
forms manage their user data in different ways. Michael Jones, former
Chief Technology Advocate at Google, provides an important com-
parison between on the one hand Google and Amazon who both sell
blind matches (the advertiser does not know who the receiver is), and
Facebook which sells matchmaking in a way that discloses more infor-
mation about the receiver of the ad.* Such differences may become even
more important in the future as the competition grows between differ-
ent platforms. Following investigations into consulting firm Cambridge
Analytica, which has been associated with both the Brexit campaign and
Donald Trump’s presidential campaign, Facebook has been criticised for
its management of user data.* Again, it is important to point out that
Facebook’s business model is to sell advertisements through matchmak-
ing, but because of the way in which they did that external actors man-
aged to get hold of user data. *

48 Fallows (2018).

49 Although Cambridge Analytica may well have intended to influence the two campaigns,
as is sometimes claimed, there is reason to question how great an impact they actually
made (see, e.g., Kavanagh 2018, Simon 2018).

50 The types of user data used by Facebook’s platform differ greatly. Information made
public by the user via their profile or by allowing an external actor to access their data
is very different from the user’s contacts information, or data that advertisers use to
identify their target groups, and user behaviour data that Facebook stores internally.
Facebook’s business model, as described in this chapter, has never been to freely sell all
their user data to external parties.
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Platform Economies and Digitisation Thus Far

Although platform economies are not a new phenomenon, digitisation
has contributed to creating conditions for new platform economies that
operate on on a much larger scale, and in new sectors of the economy. The
emergence of digital platforms means that platform economies are spread-
ing and playing an increasingly important role throughout the economy.

This chapter emphasizes two characteristics of digitisation that provide
fertile ground for new multi-sided platforms. First, the growing amount
of information which leads to increased search costs. This leads to a
greater demand for multi-sided platforms that can act as curators and
matchmakers, lowering search- and transaction costs by providing for
instance search engines or streaming services. The possibility of contin-
uously collecting and analysing user data also contributes to improved
matchmaking on digital platforms.

Second, the emergence of vast, decentralised digital networks allows
people and organisations to be in contact with each other - in other
words, matching demand and supply - without delay. When combined
with algorithm-based matchmaking systems, this means that large
groups can be matched against each other in real time with great preci-
sion. The level of accessibility provided by large networks also enables
supply and demand to be matched against each other at a more disaggre-
gate, fine-grained level. The most salient example of this can be found
in the sharing economy, but matching personalised demand within large
networks impacts a range of areas including online dating and the pro-
curement of consultant services. It also fundamentally changes how we
interact with other people in densely populated environments and cit-
ies, where the potential interactions provided by density were at least
partly inhibited by search costs.

Trust constitutes a bottleneck for platforms matching together large

and decentralized networks of strangers. Beyond matching, trust is
needed to realise the intended transactions. It is often argued that data
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is the key component of the digital economy, but trust quickly proves
to be a decidedly more important, and rarer, resource. Digital platforms
already offer a variety of tools for creating trust by aggregating peoples’
experiences and ratings into a public measure of trust. These systems
make up a trust infrastructure that enables economic activities that

would not otherwise be possible.

Considering many participants use multiple platforms and the value of
their trust capital extends beyond any single platform, it is likely that
this trust infrastructure will prove to be greater than the sum of its parts
in the future. For instance, there may be services to collect and aggre-
gate different rating systems into an overall digital reputation that could
be implemented across platforms, but also potentially used as a form
of resumé. Unlike data, however, trust is a perishable commodity, and
it can be lost much faster than it was gained. This suggests that digital
platforms providing trust infrastructure will continue to play an impor-
tant role in the digitalised economy, but also that these platforms them-

selves rely heavily on their users’ trust.

In summary, digitisation contributes to enabling new digital platform
economies and to increasing demand for the matchmaking these plat-
forms provide. New digital platforms introduce new business models
and challenge incumbent businesses across a growing number of sec-
tors. This is due to the fact that platform economies challenge the way
many traditional businesses and their sectors have been organised.
Taxi companies are used to compete with other taxi companies locally,
not with an app that operates globally. Similarly, hotels are not used
to competing with people renting out their apartments. in fact, digital
platforms often give rise to both competition and new opportunities
for incumbent firms. They are , in some sense, one manifestation of the
structural change brought on the economy by digitisation. Accordingly,
it is not evident that digital platforms can fit easily into the same sec-
toral categories and structures associated with the incumbent firms they

partly compete with.
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It could be argued that digital platforms provide a substitute for some
of the market restrictions digitisation is considered to have overcome.
Prior to the internet, most customers were limited to the suppliers pres-
ent in their local or regional market. similarly, most firms would have
to grow locally before they could reach customers in other parts of the
world. In principle, the internet has lowered the threshold to buy from
and sell to counterparts across the globe. However, accessing the entire
digital market is associated with considerable search costs and frictions.
Thus, digital platforms provide a demarcation of the marketplace, but
instead of being geographically divided it is split into niche markets
based on preferences and facilitated by digital platforms. Similarly, the
level of trust built up by platforms replaces relationships and reputa-
tions typical of repeat interactions within a local marketplace.

This comparison between old and new demarcations also provides a
partial answer to why digital platform economies involving people and
interactions often are geographically concentrated to cities and why the
expand from city to city rather than nation to nation. Digital platforms
benefit from the combination of urban density and digital connected-
ness enabling matchmaking. This combination makes up to a unique
kind of urban digital market.”

The Future of Digital Platforms

What, then, can be said against this backdrop about the future role of
digital platforms in the economy? To begin with, the introduction of
digital platform economies will continue to inspire lively discussion and
a growing need for reforms, whether this means regulating platforms
or adapting regulations to their presence in the economy. This friction
between incumbent firms and digital platforms is for instance apparent
in the labour market where it has sparked debates about the organisa-
tion of work and what employer responsibilities platforms should have
for the parties being matched.

51 Wernberg and Dexe (2016).
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There will also be a need for further discussions about competition
and antitrust regulation regarding platforms. To what extent do plat-
forms compete with retailers, and how should their size and market
position be determined? Without getting further into details of spe-
cific policy areas, there are three more general factors that I believe
will be decisive in the future development of digital platform econo-
mies and their impact on the economy and society: Size, complexity
and reach.

Historically speaking, size has always been a straightforward way of
measuring companies; as they grow financially, they employ more
people and gain a greater share of the market.® All dimensions of size
appear to grow in unison. Digital platforms do not conform to this pat-
tern. A platform company may for instance be relatively small in terms
of employment while simultaneously having many users. More impor-
tantly, the relation between a platform’s size and its power or market
position is not straightforward linearly increasing.

Because of the need to balance different network effects on different
sides of the platform it could be argued that both very small and very
large platforms are in fact harder to maintain than a mid-sized platform
- in other words, that the difficulty of balancing network effects follows
a U-shaped curve. Positive direct and indirect network effects benefit
the platform, but they have to be balanced against negative direct and
indirect network effects.

This is partly because as the platform grows, its user base on either side
becomes more heterogeneous in its preferences. This means the plat-
form has to satisfy much more diverse demands on each side, but at the
same time it becomes more difficult to cater to niche demand. This sug-
gests that a smaller platform dedicated to matchmaking within a specific
niche could outcompete a larger platform by offering more specialized

52 It should also be noted that how to go about measuring the size of a digital platform is
not entirely clear - should we count their users, market shares or the level of activity on
the different sides of the platform?
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or higher-quality matches, especially since users can multi-home
between both platforms.

In other words, when it comes to digital platforms, size is not necessar-
ily a good indication of their competitiveness or market position. This
is evident by the large number of once great platforms like Myspace,
Friendster, Altavista or the Swedish Lunarstorm that have faded from
their former size and glory. It is clear that digital platforms are not gov-
erned by positive direct network externalities alone, and assuming they
are makes for a poor analysis. Being first at getting big is not enough to
succeed.” Instead, the survival and success of digital platforms depends
on their capacity to satisfy the demands of their different sides even
as they vary between countries, between social groups and over time,
making it quite a balancing act. How size, diversification, geographical
distribution and age affect digital platforms are questions that require
further study.**

The issue of size is not only important in terms of competitiveness
and competition between platforms, but also with respect to how
policymakers treat the largest platforms. In the wake of Brexit, the
American presidential election and growing polarisation in Europe,
“fake news” and disinformation have become hot topics of discussion.
This has caused a growing number of pundits and decision makers to
question what sort of information people ought to be able to access via
search engines and social networks. Some have gone so far as to argue
that platforms such as Google, Youtube and Facebook should actively
moderate and censor not only illegal but also inappropriate content.
For example, Thomas Mattsson, editor in chief at the daily Swedish
newspaper Expressen, proposed that Google should employ 200 edi-
tors to restrict the information available to users because, as Mattsson
puts it, “there are several Youtube accounts and Google search results
that cannot within reason be considered to be in line with what a large

53 Evans and Schmalensee (2016, p. 28).
54 However, there is more research on how platforms reach critical mass levels and build
up their size from start-up.
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listed corporation wants to distribute” (my translation).” First of all,
there is a tremendous difference between a search result and a Youtube
account. More importantly, what Mattsson proposes is essentially that
large, privately owned companies should engage in what can only be
considered arbitrary censorship of the internet since no legal proce-

dure is involved.®®

There is a seemingly small but significant difference between platforms
removing content or reporting accounts that violate Swedish law, and
pre-emptively blocking or censoring content that they do not agree
with. In fact, making digital platforms responsible for censoring content
without legal procedure may end up forcing upon these firms the type of
power and influence their critics often worry about them getting. At any
rate, putting it to platforms, instead of courts and lawmakers, to make

such decisions is counterproductive at best.

Contrary to the idea of censorship, it could be argued that the capacity
of digital platforms (especially search engines) to compress and make
large amounts of information easily available to everyone makes makes
it easier to identify, confront or report content that is inappropriate or
illegal. From this perspective, openness and searchability provide tools
not only for removing illegal content, but also for advancing democratic
transparency and an informed public debate. In times of increasing
political polarization it may be tempting to consider quick fixes, but
removing search results is equivalent to treating the symptoms rather
than their cause.

Another factor that shapes the future of digital platforms in the econ-
omy is the increasing complexity they contribute to. Platform operate

in. This gives rise to interdependencies, between the different sides of

55 Lundquist (2018)

56 Mattson, in this context, views Google as a newspaper that produces and publishes its
own contents, but in doing so completely ignores the individuals and organisations that
create undesirable content on the Internet. In doing so, he addresses the symptoms
rather than the underlying cause.
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the platform but also economies running on top of decentralised digi-
tal networks become “entangled” into the economy in the sense that as
they match people and resources together, the also interconnect parts
of the economy in new ways. Platforms internalise the transaction costs
associated with matchmaking in the sectors they between the platform
and the firms and people using it.

These types of interdependencies appear to increase within the econ-
omy, and not just because of digital platform economies. for example,
a firm using cloud services becomes dependent on the supplier of said
services. A survey on software use in Swedish firms revealed that at least
a third of the respondents are dependent on technological infrastruc-
ture owned and managed by a third party. At least 40 percent report
that their business depends on an ecosystem developed and managed by
other companies.” These interconnections and interdependencies are a

hallmark characteristic of complexity and complex systems.

Complexity can be defined in terms of the relation between the number
of components in a system and the the number of interdependencies
between these components. A system with a large number of compo-
nents is complicated, while it becomes increasingly complex as the num-
ber of interdependencies between the components grows. For example,
a car becomes less complicated if a seat is removed, but it becomes less

complex if the timing belt is removed.*®

Companies have always been interconnected with each other through,
for example, relations with subcontractors or customers. The connec-
tion between digital platforms, software infrastructure and ecosystems,
however, is distinct from purely contractual relations since both par-

ties’ business operations become integrated or entangled in each other

57 Andersson and Wernberg (2018).
58 Miller and Page (2009).
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on a deeper level.” By extension, this implies that economic activities
become harder to separate into different sectors or even firms as they
become increasingly entangled. To illustrate this, consider app develop-
ers that are dependent on digital platforms such as Apple App Store and
Google Play in order to sell their products.*

From this perspective, increasing technological and economic complex-
ity also changes the conditions for innovation and entrepreneurship.
This is oftentimes how platform economies are introduced into new
parts of the economy. First, as mentioned previously, small firms and
startups can use cloud services to access resources they would not be
able to afford otherwise. Second, new business models can be imple-
mented on top of existing platforms and infrastructures, for instance
games distributed via App Store or Facebook. Third, because of their
access to resources and the existing network infrastructure, entrepre-
neurs can build digital services outside of the incumbent systems in
their sectors. This is for instance illustrated by ride-hailing apps, but
also by digital healthcare services developed outside of the medical
infrastructure. Finally, while increased interconnectivity creates new
opportunities it also makes it harder to switch dependencies. Put differ-
ently, it is much harder to switch providers of cloud services or IT infra-

structure, than to switch subcontractors in a traditional business.

Understanding the interplay between digital platforms and growing eco-
nomic and technological complexity as well as its effects on the econ-
omy as a whole will be crucial not only to business leaders but also to

policymakers aiming to govern an increasingly interconnected market.

Increased interconnectivity also brings us to the third factor shaping the

59 It also means that it becomes harder to substitute one business relationship with anoth-
er. For example, it is decidedly harder for a company or authority to switch to a new IT
provider than a new coffee supplier.

60 Of course, this is a parallel to, for example, video game developers that are similarly
dependent on console platforms. What is worth noting, here, is that these kinds of plat-
form economies and inherent dependency issues have spread throughout the economic
system, in part as a result of the growth of digital platforms.
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future of digital platforms, namely their geographic reach. Digital plat-
forms create virtual marketplaces that are in principle not restricted by
geographical distance or national borders. Many digital platforms, not
least in the sharing economy system, match parties with each other at
a highly localised level, but do so within a global market consisting of a
network of many local markets. For instance, Uber matches drivers and
passengers locally, but the same app can be used in any city across the
globe where there are drivers. At the time, digital platforms also make it
possible to match supply and demand on a global scale.

There is a dual relationship between digital platform economies and
international trade. On one hand platforms play a key role in advanc-
ing transnational market integration, for example in the case of a single
digital market within the European Union.” On the other hand, the fact
that digital platforms makes it easier to transcend national borders also
poses a challenge to domestic regulation and the ability of nation states
to control and their internal markets. Ironically, this is also true for the
European digital single market with respect to the EU’s borders. By low-
ering barriers to international trade, digitisation and digital platforms
also highlight regulatory issues that were marginal as long as trade was
kept low by those barriers. A salient example of this is Swedish postal
company Postnord’s administration of packages from China and the
ensuing special VAT fee.”

Essentially, the geographical reach of digital platforms challenge the
scope of territorial regulations. In transparent and democratic econ-
omies such as Sweden, this may not appear to be an issue. In the pre-
vious example, it simply lead to tougher VAT rules for packages from
China. However, in less transparent economies the effects may be more
profound, for instance services such as Youtube have been shut down i
Turkey.® There is growing tension between on the one hand digital mar-
ket integration furthered by the reach of digital platforms, and on the

61 European Commission (2018)
62 Postnord (2018)
63 Amnesty Press (2018)
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other hand national restrictions on platforms and contents leading to
a sort of fragmentation of the digital market. The EU’s data protection
regulation, GDPR, illustrates this tension between national borders and
digital reach. When the GDPR was being implemented, several non-Eu-
ropean websites including newspapers blocked European internet traffic

in order to avoid violating the new data protection regulation.®

This tension is also partly reflected by the EU legislation dubbed “the
right to be forgotten”.* The Swedish Administrative Court recently deter-
mined that Google, in accordance with the right to be forgotten, must
remove certain search results from queries made in Sweden, but not
internationally. The Swedish Data Inspection Board is currently appealing
this decision to the Supreme Court in order to establish the geographic
extent of the right to be forgotten.®® This is not only an issue of Swedish
or European territorial regulation but also, taken to its extreme, about

enforcing a Swedish court ruling outside of its national territory.

The relationship between digital platforms and different countries’ dis-
parate regulatory environments raises the question of how globalised
we actually want to be. To further complicate matters, digital platforms
contribute to increasing complexity not only within but also between

national markets, making it even harder to separate them.

This chapter has focused on the interaction between platform econo-
mies and digitisation and, based on this, what role digital platforms can
be expected to play in the economy and society at large. A primary con-
clusion is that digital platforms are crucial for firms and individuals to
be able to leverage the benefits of digitisation. Growing digital networks
and rising amounts of information incur increasing search and transac-
tion costs that can be balanced by platforms taking on the role of match-
makers locally as well as globally.

64 BBC (2018)
65 See Andersson Schwarz’s chapter (this volume), case study 3.
66 Datainspektionen (2018).
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Austrian economist Friedrich Hayek described the market in terms of
coordination of information and knowledge.” Perhaps the simplest
way of understanding digital platform economies is in terms of a mar-
ket within the market - a modular coordination function dedicated to
a specific niche of the larger market. Digital platforms will come and
go, depending on which ones better capture the preferences and niches
people are looking to coordinate around at the moment. It is unlikely
that all platforms will converge into one global platform, simply because
such a platform would just reflect the entire market and no specific
niche of it. Furthermore, variations not only in preferences but also in
national regulations will favor different platforms in different places and
contexts. At the same time, more meta-platforms will emerge to allow us
to review or choose functions and content from several, different plat-
form services. In short, platforms will become increasingly important as
we navigate an economic system that is growing bigger in terms of geo-

graphical reach, interconnectivity and interdependencies, and content.

On a final note, the descriptions and discussions provided in this chap-
ter are restricted to the assumption that platforms play a crucial role
to us - that is, to humans. The emergence of artificial intelligences
will further challenge the role of platforms because the machines are
not restricted by search costs and attention spans in the same way we
humans are. This suggests that the balance between humans and intel-
ligent machines in different markets will affect the role digital platforms
play in the economy.

67 Hayek (1945).
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DEVELOPING PLATFORM ECONOMIES

IN THIS CHAPTER, I will explore the seemingly rather different approaches
to contemporary digital economy in the USA and the EU. I will do so by
noting three key case studies. The American approach is exemplified in,
for example, US Supreme Court rulings and the regulatory approaches
of the Federal Trade Commission (FTC) and Federal Communications
Commission (FCC) on issues like privacy and net neutrality, while
the EU’s approach is evident in new legislation like the General Data
Protection Regulation (GDPR) and “the right to be forgotten,” as well as
in recent approaches manifested by the EU commission,’ such as the EU
Copyright Directive (approved by the EU Parliament in September 2018)
and other currently ongoing cases in which the EU Commission (DG
Competition) has struck down on, for example, Google for unlawful mar-
ket dominance practices.

These developments in the potential regulation of platforms take into
account that said platforms are characterised by being two-sided or

1  Please see EU Commission (2018a) for further reading. Further reading on Sweden’s
interpretation: The government offices, Regeringskansliet (2018).
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multi-sided markets, which - as Joakim Wernberg shows in his chapter
in this report — complicate relations between companies and custom-
ers, leading to more complex market arrangements than in the past.
Platform business models are generally intended to generate revenue
by bringing together two separate groups and thereby combining two
(or more) markets, using automated and scalable methods. This abso-
lutely crucial aspect of the platform economy complicates conventional
analyses of antitrust legislation; in particular, the American approach to
antitrust law seems to have had great difficulty in recent years, regard-
ing how two-sided markets work, since the ensuing effects on consumer
prices often appear to be negligible, or deemed unproblematic.” In many
platform models, the customer pays very little, or nothing at all. But, as
Wernberg hints about when discussing indirect network effects, and so
on: Do hidden costs arise elsewhere in society? And what are the societal
effects when a platform provider in a two-sided market restricts access

to their platform to particular actors, or groups of actors?

An optimistic reading (that is, seeing platform models as having positive
effects on society) would conclude that different kinds of restrictions
on the service supply side - let us say, the platform provider’s demands
of the contractor (for example, demanding that taxicab drivers accept
low wages) — would put pressure on the surplus capacity of these sup-
pliers, thus reducing their profit margins, which the platform provider,
in turn, passes onto consumers, in the form of lower prices. This alleged
increase of net efficiency in the whole market relies on the assumption
that the platform provider would act generously and transfer the low-
ered production costs into lower consumer prices, an assumption that is
unlikely in the case of companies whose goal is to be profitable and raise
their own profit margins. Certainly, new technology has led to a number
of efficiency improvements, especially regarding search and transaction
costs, and these should certainly not be dismissed; but at the same time,
we should also be aware that platform companies seek to maximise their

own profits. One such strategy to maximise profits would be short-term

2 Hovenkamp (2018).
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price dumping in order to build up a critical mass of users in the long-
term, and/or in order to develop a number of technical path dependen-
cies in order to be able to charge either the contractor or the users more
in future, since the participants using the platform become reliant on
the platform and do not want to miss out on future access to attractive

supplies of customers.

Another, equally optimistic perception is that platform companies
would not exploit the benefits of their privileged position as key coor-
dinators of market activities which enable them to maximise the syner-
getic effects of owning seemingly radically different kinds of subsidiar-
ies — which, on the face of it, would be expected to operate in different
markets and are therefore not be deemed to be horizontally integrated,
while they all generate data that the platform coordinator could use to
synchronize even the most heterogeneous markets. Let us clarify by
looking at my first case study, which tracks the abovementioned opti-
mism, as this seems to be what has guided the US Supreme Court, not
least their opinion on Ohio v. American Express Co. This was a legal case
in 2018, concerning credit card company American Express (forthwith
AmEX). The case concerns AmEx’s dealings with stores that had in var-
ious ways encouraged their customers to make purchases using other

cards than AmEX, this due to AmEX’s generally higher transaction fees.
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CASE STUDY 1

When dominant market actors are allowed to make the rules:
The American Express case

In 2010, the US federal government, together with 17 attorney generals,
sued AmEx, MasterCard and Visa for exacting unreasonably high costs
from their affiliated retailers. The latter two companies agreed to settle
out of court and removed the restrictions on retailers that had been sin-
gled out. AmEx chose to appeal the ruling, pointing out that AmEx serves
not only retailers but also credit card holding customers. Therefore,
according to the US Court of Appeals for the Second Circuit, the affected
retailer - when filing a complaint for anti-competitive practices among
credit card-companies against retailers — must prove that the credit card
users have also suffered injury (a concept known as “dual liability”). The
court argued that although the retailers had suffered injury, it had not
been established that the credit card customers had also been harmed,
particularly since the number of transactions carried out using charge
cards had continued to increase during the time period in question. This
decision was then upheld by the Supreme Court in June 2018.

But according to several legal experts, the abovementioned court delib-
erations actually go against a lot of the historically established case law in
American antitrust.? The intent behind antitrust law was never to allow
monopolies to exert unhindered dominance in the market against one
group of actors, as long as another group was benefited.

The problem is that when charging retailers with these kinds of credit
card fees, the costs are then passed on to the consumers, leading to
higher prices, similar to VAT costs. Although AmEx customers receive
incentives such as bonus points, gift cards, and cheaper air flights to
compensate for higher rates, the first court verdict in 2010 showed that
such compensation only partially requited the higher costs. Consumers

3 Further reading: Sagers (2018), Khan (2018).
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who do not use credit cards are also forced to pay higher prices caused by
these kinds of fees, without receiving any rewards. This means that AmEx’s
anti-competitive practices very likely mean that well-off consumers are
subsidized by less well-off customers.* It is already established that AmEx
is a premium-segment credit card, used by well-off customers rather than
low earners. Furthermore, the Supreme Court decision would also deprive
other credit card companies of the possibility to compete through pricing
rather than through customer rewards schemes. Hence, as pointed out by
macro-economist Michael Kades in an expert debate on the ruling, a situ-
ation is created where credit card companies are in fact impelled to com-
pete through offering customer rewards schemes instead of pricing.®

A likely consequence of the Supreme Court’s ruling in the AmEx case is
that it will provide protection for typical multi-sided digital platforms,
such as Amazon’s Marketplace, Uber, Airbnb and eBay, but not necessarily
for companies such as Google or Facebook, since these latter actors use
business models that more closely resemble traditional advertising mod-
els. At the same time, it is perfectly conceivable, as Lina Khan has pointed
out,® that Google would be able to commission studies that show that
targeted adverts constitute a form of transaction that the users them-
selves would in fact value. If so, this would likely qualify Google’s business
model for a similar kind of protection as AmEx was afforded. And if com-
panies like Google and Facebook were afforded this kind of legal protec-
tion, there would be nothing stopping them from introducing exclusive
contracts with their advertisers, thereby raising the costs of advertising
space. By increasing the price of advertising space, they would be able to
provide additional, more advanced and cheaper services in line with their
customers’ preferences, which would make these platform even more
attractive to users, attracting more users and thereby increasing the value
of the platform for advertisers as well, once again, as a result of indirect
network effects. Google and Facebook would, of course, see this as a vir-
tuous circle.

4 Thisis fully in line with Turow (2006).
5  Washington Bytes (2018).
6 Khan (2018)
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This would also provide companies like Amazon with legal protection
to continue to put pressure on suppliers and retailers that are depend-
ent on their platforms, since this would allow Amazon to claim that, by
applying pressure on their affiliated suppliers, retailers and workers in
order to rationalise their services, they would simply be improving con-
sumer benefits.

oN ouRr sIDE of the Atlantic, the regulatory landscape is, in many cases,
quite different, as is the political and historical background in which it is
based. Criticism of platform companies’ management of privacy issues
and market dominance has mainly been levelled by the EU Commission,
as well as by significant fractions of the European Parliament. In recent
years, the Commission has increasingly focused on web-based plat-
forms, and argue that business relations are often characterised by a
lack of predictability, transparency, trust and fairness.” Additionally, the
Commission argues that platforms, in some cases, exploit their influ-
ence over markets in order to give preferential treatment to their own
products and services, which has had a negative impact on competing
companies that offer similar products in the market.® The UK govern-
ment has also voiced hesitance, regarding advertising practices in digital
media and the ways in which these could circumvent conventional com-

petition law.?

Austrian Internet activist Max Schrems is currently challenging EU leg-
islation to establish whether the economic relations that two-sided mar-
kets entail are legally feasible. He has instigated a number of legal cases
with reference to the EU’s new data protection regulation, the GDPR,
which seemingly declares that companies such as Facebook and Google
should not be allowed to demand that their users be forced to provide

7  Regeringskansliet (2018:1).
8 Ibid.: 2.
9  News Media Association (2018).
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personal data as a necessary condition of their services. User information
gathered by Facebook might not necessarily be of benefit to the users
themselves used, or be primarily used for the provision of services to
these users. Rather, such data might primarily be used to offer services
to advertisers. Facebook, for example, is able to connect customers with
specific characteristics, and who belong to specific demographic groups,
with actors that advertise specific goods and services. Facebook has
always claimed that the services they offer to their users are inseparable
from the services they offer to their advertisers. Should the European
Court of Justice agree with Schrems and conclude that these two mar-
kets must be separated, Facebook and other similar platforms might face
exceedingly difficult challenges. Either they would be forced to radically
change their business model, or they would have to leave Europe.

This, then, highlights a significant difference in case law between the
two sides of the Atlantic. The American courts seem to be caught up in
an argument about the evasive concept of “consumer benefit” (a value
that is primarily expressed through pricing), which has long been the
focus of the school of antitrust theory established by Robert Bork.”
This approach does have some advantages, not least since the intent is
to reduce the politicisation of antitrust law by demanding a sort of “sci-
entific” evidence of diminished consumer benefit; but at the same time,
this approach would seem to be inadequate in cases where consumers
are harmed in ways that are not necessarily evident through increased
prices or decreased supply in the relevant market, or in other cases con-
cerning negative effects on society that are not covered by the concept
of “consumer benefit”. Civil rights are relegated to other areas of law
and are not encompassed by the econometric vocabulary. This means,
I would argue, that a strict focus on “consumer benefit” often fails to
identify actual injury to persons.

In contrast, European case law, in areas such as data protection, tax obli-

gations, and e-commerce, instead seems to have a more preventative

10 Caves & Singer (2018).
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intent than balancing alleged injury to a group of customers with alleged
benefits for another group of customers. There have been a number of
notable legal cases in which powerful American platform companies
have been sentenced to record-breaking fines. European law and case
law focuses more on traditional humanistic values such as transparency,
predictability, trust in business relations, privacy and, by extension,

freedom of expression.

One example would be the recent user-interface design changes, imple-
mented by Google on their search engine results pages, which allow
Wikipedia results to be previewed in advance. This might, at first glance,
look like a way of marketing Wikipedia as a guarantor of reliable infor-
mation; but, in practice, this in actually seems to have curtailed a con-
siderable bulk of Internet traffic to Wikipedia and would then have led
to considerably fewer Wikipedia users than previously." As a result of
Internet traffic to Wikipedia being reduced, it is likely that this also has
a negative impact on the quality of moderating practices and contribu-

tions on that site.

Should such side effects be seen as “market disturbances”? The actor
in question suffering from these disturbances is, after all, a non-profit
organisation. Would it be reasonable to see this kind of dominant behav-
iour as pertaining to some sort of competition law? When it comes to
public-service media there are cases where this is seen to be subject to
competition law, despite there being no monetary exchange or prof-
it-maximising motives. One could even claim that Google’s change in
access conditions to Wikipedia would limit the market for Wikipedia
and that, in contrast with the AmEx case, this has manifestly led to a
decrease in usage. Or are issues like these to be understood as beyond
the domain of economics, exclusively pertaining to liberal, humanistic
values such as access to information, knowledge and social trust? Some
people seem to regard humanistic values like these to have extraneous

11 Edwards (2018). Please see Luca (partly funded by Google competitor Yelp) et al. for
an empirical study on this issue (2016).
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social benefits that can be expressed as economics values - for example,
alleged effects on the “innovation environment.” Perhaps it should all be

left to the “self-correcting market” to sort out?™

What does this say about a society and a historical era in which regula-
tion is only deemed legitimate when it is directly related to measurable
econometric effects? Furthermore, this raises the topic of the definition
of liberalism. Are we talking about a humanistic liberalism which pro-
motes the values of the Enlightenment in the hope that beneficial eco-
nomic effects will automatically follow, or are we talking about an eco-
nomic liberalism that promotes economic values in the hope that bene-

ficial humanistic effects will follow?

Under contemporary platform capitalism, the ways in which user agree-
ments are written speaks volumes, as the legal prose in these documents
interprets citizens as solitary consumers whose negotiating position in
unilateral agreements with gigantic corporations would be of a binary
nature: “take it or leave it”. Users may not use the services unless they
agree to all the terms of the agreement. New EU legislation on the pro-
tection and management of personal data will bring many of these ques-
tions to a head. Although it is perfectly possible to individually adapt
user agreements, and there are no actual obstacles to allowing users to
choose between different payment models or influence other aspects
of their user terms, many platform companies continue to use these

unwieldy user agreements.

One of the targets of the new European data protection regulation
(GDPR) is this kind of unwieldiness. One of the key ideas behind
GDPR is to restrict the civil-law principle of contractual freedom in

order to protect consumers/citizens. In other words, a “minimum” is

12 A somewhat drastic view of the radically optimistic trust in the market that 'm en-
visaging is that market proponents might claim that when sufficiently large groups of
consumers realise that ignorance and disinformation leads to fascism, they will be more
likely to pay for increased quality, scrutiny and problematized sources of information,
thus countering this ignorance and disinformation; problem solved.
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established, which can not be contractually written away. Moreover, it is
somewhat tricky to treat data protection purely as civil-law because one
cannot “transfer” personal data in the same way as, for example, copy-
rights. Personal data is always personal data, regardless of whether the
person in question has allowed someone to use it. GDPR thus stipulates
that subjects shall not be able to sell their rights; they are, for example,
always entitled to withdraw consent. Still, given this “minimum” of
what can and cannot be signed away, if users are to enjoy an optional/
personalised user experience - should they not, then, be able to demand
equally optional/personalised user terms? Additionally, this includes the
notion that citizens should be able to demand a level of transparency by
being allowed to retrieve their data - mainly in order to be able to review
the extent of traceability of their data and compare different services’
use of said information. This, in turn, relates to the concept of “data
portability”; the right to be able to transfer some of the data to other ser-

vice providers.®

However, the GDPR is not at all as explicit when it comes to companies
and business sectors and their capacity to demand influence by request-
ing comprehensive, aggregated and anonymised summaries of the data
collected by gigantic infrastructural platforms in order to level the play-
ing field in an impartial and fair way, with regards to competition and
innovation. Quarterly reports of revenue and financial resources already
conform to established practices; why shouldn’t we demand that the
advertisers, as a business collective, also publish more concise, detailed,
and - most imporantly - standardized reports of actual exposure to
adverts on platforms? The tech-sector has already established standard
metrics expressed in terms of “monthly active users” and “daily active
users”, but these metrics are arbitrary in the sense that companies are
not required to be consistent in their disclosure of such numbers, or in

their definitions of things like “impressions,” nor do these numbers say

13 This latter right would, arguably, fall more squarely under competition law than privacy
protection.
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much at all about the actual distribution of users." Statistics that show

what users actually do on platforms, how diverse they are, and how much

time they spend on each platform respectively (“time spent”) are very

rarely made public by the companies. Consequently, estimates of how

users behave have to be made by third parties, even when it comes to

gigantic companies with vast resources, such as Google and Facebook.”

14

15

These companies often define “active use” as some form of interaction andj/or logging
on to the platform - but what they mean by interaction or logging on is completely arbi-
trary; each company uses a different definition. In Twitter’s case, an account that follows
30 other Twitter accounts and is also followed by a third of those accounts is counted as
an active user. Until 2015, Facebook included any interaction with third-party services as
“usage”, that is to say when individuals logged on to completely different apps by using
their Facebook ID, or when they shared or “liked” contents on websites integrated with
Facebook. Consequently, Facebook would have defined a user logging on to Tinder, or
“liking” an editorial article on a conventional news site, as an “active user” of Facebook.
Third-party information has shown that the use of media platforms varies greatly with re-
gard to extent, intensity, and type of use. The American research institute Pew Research
(Smith 2014) has shown that 44 % of Facebook users generally “like” some kind of
content at least once a day, while only 10 % update their status on a daily basis. Statistics
from Sweden show that only around half of Swedish Facebook users read news, post
comments or share other people’s comments on the platform. Older Facebook users
tend to share other people’s posts more often than younger users do, whereas younger
users prefer to use Facebook for events and group pages (Davidsson & Thoresson
2017).
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CASE STUDY 2:

Who is allowed to use data on media audience behaviour and who is
responsible for obtaining consent? The case of Google Ads versus
the publishers

The implementation of the GDPR in May 2018 exposed a conflict within
the online advertising business, which became evident in Sweden when
leading media conglomerate Schibsted issued a moratorium and simply
refused to use any of Google’s tools for buying and displaying ads on dif-
ferent websites. This was due to a dispute that had ensued, regarding who
should actually be held responsible for the personal data these tools are
based on. Said personal data is gathered from the publishers’ websites
and used to design the adverts for target groups by personalising, as it is
called, the user experience. This kind of automated sales of online adver-
tising is known as programmatic advertising, and at the time, Google was
in control of approximately half of the Swedish market.

The online advertising infrastructure is a typical example of a plat-
form-based business. It is dominated by a few actors, such as AppNexus
and Google. The advertisers purchase access to target groups on so-called
demand-side platforms (DSP), such as Google Ads (formally Doubleclick
Bid Manager). Often, these purchases are conducted in real time through
auctions where advertising inventory is sold for different hours of the day,
for different groups of users. Media companies, on the other hand, sell
their advertising space on so-called supply-side platforms (SSP); here too,
automated tools are commonplace. And here too, the driving force is to sell
the right kinds of adverts, in the right context, at the right time. Platform
providers help coordinating purchases of adverts and media companies in
order to ensure that the “right” kind of adverts are displayed on editorial
websites, based on vast amounts of data on the users that visit the site.

Hence, both sides of the markets have unique strengths: Media compa-
nies own the content that is sought after by the users. Ad providers (in

67

S3dVISANVT ADITOd OML



DEVELOPING PLATFORM ECONOMIES

this case, Google) own the users’ data profiles, which are cross-matched
with the users’ entire browsing history, and thus provide user profiling
that is allegedly more detailed than what the media companies are capa-
ble of. After all, the latter companies are only able to profile user behav-
iour retrieved from their own websites. Perhaps, it is these two exclusive
strengths, on each respective side of the market, that have led to the cur-
rent standstill in negotiations with, as yet, no apparent resolution. It is the
result of two fundamentally conflicting media-industry interests.

This dispute reaches far beyond the Swedish market, and represents a
key issue for the entire European online advertising market. In an open
letter' to Google CEO Sundar Pichai in April 2018, four European publish-
ing organisations expressed their shared view on the problem: According
to these media companies, platform behemoth Google had demanded, in
conjunction with the impending implementation of the GDPR, that users
of their advertising system would be responsible for obtaining consumer
consent before gathering their data, and that they would also be legally
responsible for the data used, in turn, by Google. Additionally, the publish-
ers argued, the American company wanted publishers to do this on behalf
of Google without being afforded any insight into how the personal data
actually would be used.

Google’s rebuttal was that they always ask that their publishers to obtain
consent before using their advertising technology on their websites, and
that they had updated this practice in 2018, in connection with the imple-
mentation of the GDPR. Additionally, Google has also developed technol-
ogy that provides non-personalised ads in cases where no consent has
been obtained.

Media companies demand the legal right to refer to the relevant section
of law when “legitimate interests” are at stake, for example, in cases
where a publisher collects data for security reasons, or when they need

16 Digital Content Next, European Publishers Council, News Media Alliance and News Media
Association; see Kint et al. (2018).

68

S3dVISANVT ADITOd OML



DEVELOPING PLATFORM ECONOMIES

to know the user’s age in connection with content of a potentially sensi-
tive or adult nature. They argue that Google’s interpretation of the GDPR
stops them from doing so, and that Google’s motives cannot possibly be
legitimate since they themselves indiscriminately collect user behaviour
data from the entire Internet.

Within the GDPR framework, the term data controller refers to those
legal parties who have overall responsibility for ensuring safe and secure
management of data in compliance with the GDPR, while the actual man-
agement of said data can be assigned to their counterparts, actors legally
referred to as data processors. In this particular conflict, Google prefers
to define themselves as data controllers rather than data processors,
thereby emphasising the issue of user consent. In general, gigantic cor-
porations such as Google are, in fact, so complex that they cover both of
these legal categories, depending on the context and the business in ques-
tion. Large parts of the corporation’s business operations are categorised
as controlling data, while other sectors only involve administering data.”
However, with the Google Ads conflict the corporation has proposed to act
together with the publishers in question, as mutual data controllers with
regard to data generated by the publishers’ use of tools such as Google Ad
Manager (formerly DoubleClick for Publishers and Google Ad Exchange).
Sharing responsibility is an important issue for Google, because it means
that they would take legal custody of the personal information. If Google
had decided to be deemed solely as data processors, the company would
only be able to use data allowed by the data controller; in this case, the
publisher. But the publishers disagree with Google’s notion of shared cus-
tody, and argue that Google wanting to designate themselves as data con-
trollers is an arbitrary notion, since the company could just as well be seen
as amere data processor, the publishers argue, since all the relevant behav-
iour data would ultimately be retrieved from publishers’ websites.

The negotiations between Google and the publishers currently seem to
be at a standstill. One would imagine that both parties, in the context of

17 Google (2018).
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shared responsibility for personal data, would have an interest in clearly
defining the dividing line in their responsibilities. If it is necessary to get
user consent on behalf of both companies, then both companies must
be able to trust each other to obtain consent in a manner that complies
with all relevant obligations and risk assessments. This can lead to an
unsustainable situation in which all parties along the value chain are made
responsible — which would be very hard, if not impossible, to maintain
manually, considering the number of publishers in Google’s network.
Therefore, Google seems to have vouched for the publishers being
responsible for obtaining user consent while simultaneously demand-
ing to be counted as data controllers with the power to verify that per-
sonal data are correct and have been collected with informed consent.
Additionally, Google also states that when making decisions on data pro-
cessing to help publishers optimise their advertising revenue, the publish-
ers act as controllers of their own advertising tools, in compliance with
GDPR requirements, but that this role does not give the publisher any
other rights to said data. Google argues that they require that the pub-
lishers obtain user consent on their own websites with regard to personal
data-based technology used for targeted advertising in general - and not
only for Google’s advertising services, but for all advertising services.™

This naturally poses several questions: Does this mean that advertisers
are allowed to use other providers’ services? Moreover: Do such broad
consent requirements actually benefit the users?

According to anonymous sources at the highest level in one of the larg-
est publishing houses in the Nordic region, different media companies
have very different interpretations of the new regulations, as well as
how tightly linked to Google they would prefer to be. Some publishers
use what is generally referred to as a “full stack” - in other words, they
use Google’s entire range of products. This makes it trickier for them to
formulate consent forms than for larger publishers, such as Bonnier and
Schibsted, who manage their own platforms and are able, to a degree, to

18 Lomas (2018).
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provide their own DSP solutions, and also collaborate with a number of
ad-tech partners. The International Advertising Bureau (IAB), which is the
leading trade association for online advertising, has developed a common
standard, the Transparency & Consent Framework (TCF), to ensure that
consent is obtained on a robust basis. In 2018, Google stated that they
would comply with this standard - but has, as yet, not done so.

ANnoncarer og
samarbejdspartnere

T ki al L] T T e
drm yw L e g e a e gk ol a i
il wad e b e -t dewe o e b e

Firsma LI

[
] L i
[y e, 1 'r: -
Datgis UL E e

FIGURE 1 Consent form used by one of the newspapers owned by JP/Politikens Hus

(screen capture 22/10 2018). The list includes 430 named companies.

Other publishers, such as Danish JP/Politikens Hus, have carefully guarded
their independence and credibility, and JP/P in particular have chosen to
develop their own interface and are firmly committed to breaking down
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user consent into more specific categories. Their interface is based
on IAB’s templates, but they have manually added Google as one of the
optional partners that users are able to give their consent to (Figure 1).
According to the company, user tests show that a surprisingly high share
of users click the “No” button if the interface is designed to make that
option easier to choose - which is not really what the publishers want,
though. Publishers, just like advertisers and Google, want as many users as
possible to click “Yes”, since it is in the publishers interest, too, to expose
as many users as possible to adverts. But this is not what the conflict is
really about; rather, the conflict revolves around the fundamental issue of
publishers’ requests for consent to be formulated in accordance with the
rule of law. Breaking down consent issues, as JP/P have done, is in line with
the spirit of the GDPR, which prescribes that consent should be as gran-
ular as possible. Each party must explicitly ask for the user’s consent; the
users must be able to decide for themselves.

Another obvious market disturbance issue is that Google owns blog
platforms and has an interest in maximising views, not to mention the
strong interest that the company has, regarding its fundamental busi-
ness idea: maximising search results. This means that Google has a
vested interest in displaying adverts on their own DSPs. Is Google really
able to provide a neutral DSP if the company is itself simultaneously a
media purveyor? Additionally, online advertising, and the programmatic
auctions that it builds upon, is already known to have transparency
issues as well as quality issues, with regard to the websites on which the
adverts are actually displayed.

Perhaps, the core problem is that in situations where Google quite clearly
acts as a data controller (for example, with services like Gmail, YouTube
and the Google.com search engine), obtaining consent from users is a
relatively straightforward matter: most users see these services as more
or less necessary, not to mention useful, and would thus be willing to
consent to being tracked, while, when it comes to peculiar technocratic
systems with esoteric names and unclear user value, many people would
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object to giving consent. Perhaps, this is why Google recently changed
the names of their products from DoubleClick Bid Manager, DoubleClick
Campaign Manager, DoubleClick for Publishers, AdWords and Google Ad
Exchange to slightly less tongue-twisting names like Google Marketing
Platform, Google Ads and Google Ad Manager. It appears to me to that
ingratiating pleas from publishers regarding customer consent might
after all be a more rhetorically viable vehicle, since it refers to known enti-
ties: “Do you want to allow The Newspaper to collect your data in order to
give you a more relevant and personalised user experience?”™

In portraying itself as a data controller, Google goes against the image the
company has sought to project in some of its previous policies. When it
comes to other Google services, such as the web analysis service Google
Analytics, for example, the company has instead argued that they are
merely acting as data processors (while simultaneously claiming extensive
rights to the data they collect, which should indicate that they could actu-
ally be seen as responsible, on par with a data controller).

In connection with the legal framework addressing “the right to be forgot-

»20

ten,”” alaw allows EU citizens’ data not to be displayed by search engines,
The European Court of Justice ruled in May 2014 that Google should, in
fact, be seen as a data controller. This ruling was based on a legal case in
Spain in which an individual demanded that Google’s stored search results
for his name be removed from the search engine’s list of hits. The court
ruled that search engine operators such as Google were responsible for
personal data obtained through their website indexing and for any repub-
lishing of such information, regardless of the fact that said data may have

originally been published by third parties.”

However, it should be noted that this ruling was based on the former
data protection directive (95/46/EC) which has now been replaced by
the GDPR. Furthermore, the European Court of Justice clarified that

19 Peterson (2018).
20 See Joakim Wernberg’s chapter in this volume.
21 Depypere (2014).
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people’s right to be removed from search results indexes did not oblige
data collectors to immediately delete personal data. Rather, it was deter-
mined that the data controller was responsible for establishing a fair bal-
ance between Internet users’ legitimate interest to be granted access to
information and their fundamental rights as stated in articles 7 (Respect
for private and family life) and 8 (Protection of personal information) of
the Charter of Fundamental Rights of the European Union. It is often nec-
essary to weigh privacy matters against freedom of expression, not least
with regards to journalistic, artistic, literary and academic freedom of
expression. In other words, data protection is often more focused on bal-
ancing different interests against each other rather than on mechanical,
binary requests for consent.”

If the European Court of Justice’s ruling is seen as legal precedent, then
all digital platform operators that exercise a level of control over the
data used in their services should, in principle, be held responsible for
removing or filtering undesired data (unless it concerns platforms cov-
ered by the directive’s special exception for journalistic content). A legal
case, C 210/16 (Bot 2017), is currently being processed by the EU Court
of Justice which may become definitive. Current Advocate General, Yves
Bot, argues that “the manager of a website that contains a social plugin
should, to the extent that it has a de facto influence over the phase of data
processing which involves the transmission of personal data to Facebook,

22

be classified as a ‘controller’” (Bot 2017 §72). This perspective would
mean that any person who administrates, for example, a WordPress blog,
or any website that uses social plugins, would be viewed as a joint con-
troller, and could, then, be held partly responsible for not complying with
GDPR rules.” This would be problematic in many ways. These issues are
all related to the next case study below - that is, the copyright directive

approved by the EU Parliament in September 2018.

22 Frantziou (2014). It is worth pointing out that the attorney general at the time, Niilo
Jadskinen, interpreted the question very differently to the court, and viewed search en-
gine operators as data processors rather than data controllers (Pinsent Masons 2013).

23 Bot (2017).
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THIS GIVES PAUSE for reflecting on aspects of power. In terms of actual
influence - that is, market power and political power - one could ques-
tion the European Court of Justice’s ruling and Advocate General Bot’s
statement. Is it feasible that minor, peripheral website owners should be
deemed as violating fundamental human rights by not immediately remov-

ing data that individuals” have deemed to be unwanted or offensive?

Eleni Frantziou™ writes, in a critical socio-legal article on “the right to be
forgotten”: “It can hardly be argued that all these scenarios generate the
same degree of control and therefore should give rise to the same kind of
fundamental rights obligations as those imposed on Google.”

Olivier Sylvain makes a similar argument® in his critique of over
20-year-old rules of exception in the American law that, in practice,
have allowed digital, user-based media platforms such as YouTube and
Facebook to emerge, leading to an endless series of phenomena being
enabled by these platforms that are likely detrimental to society (incite-

ment, hate speech, disinformation, etc.).

In American law, it was section 230 of the Communications and Decency
Act (CDA) 1996 and the “safe harbor” exceptions under the Digital
Millennium Copyright Act (DMCA) 1998 that resulted in a kind of reg-
ulatory void that enabled the creation of companies such as YouTube.
In the EU, similar legal exceptions are found in the E-commerce
Directive (2000). The current regulatory media landscape can be traced
back to a number of other deregulations in the USA in the 1980s and
‘90s. In terms of actual infrastructure, the abolishment of the Office
of Technology Assessment by Newt Gingrich in 1995, is one example;™
another example is the abolishment of the “fairness doctrine” in 1987,
which allowed broadcast media to drift toward increased partisanship.
A logical result of these deregulations has been the emergence of highly
partisan, propagandistic broadcast media such as Fox News and “talk

24 Frantziou (2014: 771).
25 Syhain (2018).
26 Wexler (2015).
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radio.” It has been established that older people (who consume more
broadcast media than younger people) have weaker media literacy skills,
and are less adept at telling truth from untruth. It is perfectly reasona-
ble to assume that this is related to a higher degree of consumption of
broadcast media.” A more optimistic interpretation, in the context of
platforms, would be that younger people, who are more likely to con-
sume news published on Internet platforms, appear to have better crit-
ical skills with regard to media and information. A more critical inter-
pretation of the role of platforms might conclude that said platforms
were able to emerge in a regulatory vacuum, and that they remain largely
under-regulated, which may also allow platforms to be used for shame-

less propaganda and incitement.

The Internet, today, is not the same as the Internet of 1996. The business
models and the distribution of power that have emerged as the result of
modern technology have changed, shifted and grown, and the law must
keep up with these changes, Sylvain argues. In the 1990s, digital forums
were in many respects relatively difficult to moderate; in practice, most
moderation was manual. Today, major platform companies produce an
endless array of automated selections, filters, ranking lists, personal-
ised targeting and moderation of behaviour on their platforms. The law
must be adapted so that operators that have, throughout their existence,
been relieved of almost all responsibility for the actual uses of their ser-
vices and third-party agreements of data collection, have in recent years
been forced to admit that also they must weigh freedom of expression
against other values. Many of the business models for targeted market-
ing claim that these platform operators are very good at administering
and guiding their users’ attention, which means that the same operators
should also be able to use the same technical capacities to comply with
legal requirements that society demands necessary. Their demonstrable
capacity to automatically filter and moderate content - take Content
ID, for example; a technical solution that Youtube introduced in order
to automatically track and identify copyright-protected content - likely

27 Madrigal (2018)
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means that major actors are similarly able to conduct less commercial,
but not less societally important, forms of moderation. The emergence
of artificial intelligence (AI) makes it all the more possible to proactively
moderate platforms. However, as we will see, this is itself not entirely
without problems.

CASE STUDY 3

Challenges and problems of moderating user-circulated content:
The NetzDG case and the Copyright Directive

The concept of balanced responsibility is a recurring theme throughout
the main points of the Copyright Directive, recently approved by the EU
parliament. A similarly controversial law, which compels a comparatively
strict regulation of incitement and disinformation, was recently passed in
Germany, the Netzwerkdurchsetzungsgesetz (NetzDG), based on similar
notions.

This kind of regulation seeks to balance freedom of expression with con-
cerns for copyright holders and for vulnerable individuals and groups.
Although it is motivated, it is nevertheless vital that laws like these do not
lead to so-called “chilling effects”; that is to say, various kinds of unnec-
essary or overarching restrictions on freedom of expression. For exam-
ple, it should not lead to people hesitating when posting content, posting
quotes, making remixes, satire, modifying or commenting on other works,
or even freely expressing their thoughts - out of fear of incurring fines
or other forms of punishment. Furthermore, if platform companies are
forced to preview and moderate content, they would, in effect, get unilat-
eral power to censor, in one fell swoop, which is why Facebook, for exam-
ple, opposed the German NetzDG regulation and warned about so-called
“overblocking”, which | describe in greater detail below.
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Following the European Court of Justice’s decision of 2014 on “the right
to be forgotten”, companies like Google have been forced to remove links
to individuals’ personal details in cases where the concerned individuals
claim that the information is improper, irrelevant or misleading. Since
then, European officials have increasingly begun to circumvent the rules
of the original E-commerce Directive (2000), which initially granted a
high degree of freedom. In early 2017, Germany approved the controver-
sial NetzDG regulation, which requires that Internet platforms block hate
speech and disinformation - or else run the risk of incurring large fines.
Additionally, the European Commission has begun to place demands on
platform companies in several areas, not least with regards to the afore-
mentioned Copyright Directive currently being drafted, which demands
that platforms take proactive action against pirated content.

NetzDG gained legal force in January 1, 2018, and orders social media plat-
forms to make contents that are deemed unlawful in Germany inaccessi-
ble to German users. Content must be removed speedily, (within 24 hours
of receiving notice), or else the platform owner runs the risk of incurring
fines of up to €50 million. In Germany, incitement is illegal, as are other
forms of related criminality and symbols of antidemocratic groups and
ideologies. Although the general public and several political parties seem
to support the law, there are major technical and legal problems involved
in the actual implementation of it. Additionally, illiberal, antidemocratic
regimes around the world have taken notice and proposed variations of
this kind of law: In Russia, for example, the Duma proposed an exact copy
of the NetzDG regulation that requires that content deemed unlawful
must be removed within 24 hours. In Germany, the far-right party, AfD,
has also seized upon the opportunity to spur dissent towards NetzDG,
since they see it as a gagging order issued by the state, comparing it to a
new kind of Stasi-esque censorship or “DDR 2.0” and, by doing so, por-
traying themselves as martyrs in the name of freedom of expression.

However, once the law had been implemented, much fewer complaints
were filed than expected. At the same time, there were documented
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examples of content being removed by Facebook at their own behest,
without flagging said contents as inappropriate in advance. This led to a
number of anecdotal but symbolic cases that have come to exemplify the
unreasonable unwieldiness of the law.”®

With regards to the copyright directive bill currently being drafted by
the EU (late 2018), key aspects of this Copyright directive refer to a legal
case in Spain in 2014, in which a business association representing major
national publishers, the AEDE, exerted pressure on politicians to intro-
duce a law that required search engine operators to pay a fee to those
editorial actors whose contents would be displayed by search engines.
Germany and Belgium had already proposed a similar “link tax”, but law-
makers in both of those cases had ultimately backed down and agreed
that Google’s news aggregator must be allowed to display news content
free of charge. Politicians and publicists in Spain, however, were reluctant
to allow this and, instead, persisted in arguing for the implementation
of an obligatory fee. Google argued that if they were forced to pay for
providing news links, they would be forced to shut down those kinds of
services in Spain - which they consequently did. Beginning in December
2014, Spanish newspapers were no longer displayed by Google News.*

Barely a year later, it became evident that this had led to a net loss in web
traffic to all Spanish newspapers. Smaller operators were affected the
most. Domestic news aggregators® were forced to shut down completely.
A study by the Spanish newspaper publishers’ association (the AEEPP)
concluded that the new law had led to losses and that blocking news
aggregators had been a failure. Theoretically, such aggregators would
actually provide a larger market for the original news sources, rather than
shrinking or restricting their market.* It was particularly sad for smaller
actors who had not lobbied for legislation, but had to collectively bear
the consequences anyway. Here, the new copyright law appears to have

28 Kinstler (2018)

29 Google (2014).

30 Planeta Ludico, NiagaRank, InfoAliment och Multifriki.

31 Mullin (2015), Nera (2015). See also Joakim Wernberg’s chapter (this volume).
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contributed to an increased monopolisation of the Spanish publishing
sector. Without platform-based aggregators, it became harder for small
independent publishers, who do not have strong marketing capacities of
their own, to reach a critical mass of readers.

The copyright directive currently being drafted by the EU in many ways
reflects the conflict between different business sectors as mentioned in
case study 2 (above). The problem has to do with how a nhumber of busi-
ness sectors earn revenue which is, to a large degree, based on copyright
material (news media, sports and entertainment industries, artistic cre-
ativity) have started to place greater demands on commercial Internet
platforms (search engines, social media, video and image sharing sites,
news aggregators), since, in an increasingly more platformized media
landscape, these latter actors become increasingly critical for the former.
The copyright industry needs the infrastructural platform industry to
provide links to, advertise, preview, sell, and distribute copyrighted con-
tent - and the platforms need the copyrighted content, since without it
there would be much less incentive for people to use the platforms. The
proposed directive stipulates that Internet platforms must either be pre-
pared to share a portion of their advertising revenue by paying license
fees to copyright holders, or speedily make it possible to remove copy-
right protected content in case of copyright violations.

One interesting, geopolitical aspect is that the copyright industry involves
several regionally and nationally established actors that have great eco-
nomic and cultural importance in Europe, while the platform actors
largely consist of American, transnational blue-chip companies. Both sides
of this conflict are, unsurprisingly, represented by powerful lobby groups.
Google opposes the copyright directive and supports, inter alia, lobbyists
such as the Computer and Communications Industry Association (CCIA)
which are opposing the bill, while large publishing companies such as
Axel Springer in Germany, and Rupert Murdoch’s UK-based News Corp
argue that some form of tax is necessary if the news industry is to be pro-
tected. The latter actors often use their own newspapers to add fuel to
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concerns about social media. The concept of “filter bubbles,” for example,
is a widely debated topic in the press, but is actually rather questioned by
media researchers.®

Summary

While most of the broad infrastructural platforms shaping our daily
lives and contemporary society are based in America,” there are a num-
ber of more sectorally specific platforms* whose goals are more limited
and affect individual markets only. These kinds of platforms are often
more nationally based, and are quite common in Europe. However, these
sector-specific platforms (for education, healthcare, transport, identity
management and so on) are often reliant on the larger infrastructures
established by the former group. In some cases, they compete directly
with each other, and the infrastructure giants are then able to exploit
synergetic effects in their own proprietary ecosystems, for example
when Apple Pay or Google Pay are competing with nationally estab-
lished platforms like the Swedish payments system Swish.

Against this background, the EU Commission has proposed a flora
of regulation bills as part of what appears to be an organised strategy
to establish clearer rules for “platform capitalism.” Studies of digital
platforms have been carried out as part of a comprehensive strategy to
safeguard domestic markets, such as the Commission’s public inquiry
of 2015 to obtain opinions from affected parties. The results were pub-
lished in May 2016.* This report defines and describes the platforms
and the problems associated with them; the possibility of creating new
markets and changing existent markets; how they benefit from network
effects (that is, the value of the infrastructure dramatically increasing as

32 Dahlgren (2018).

33 Evans & Gawer (2016).

34 For infrastructural platforms versus sector-specific ones, see van Dijck et al. (2018).
35 EU Commission (2016).
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the amount of users increases); dependence on information technology
with regard to both communication and value-creation. The concept of
platforms, according to the report, covers both online advertising, mar-
ketplaces and software applications such as search engines and social
media. The main purpose of the regulation is to establish appropriate
conditions that allow platform solutions to be implemented in Europe
in a manner that conforms to the rule of law. The Commission argues
that market fragmentation poses a significant challenge, and that com-
petition law, consumer rights and data protection are key elements. The

goals of the Commission are:

= Alevel playing field for comparable digital services

= That platform operators take responsibility for the EU’s core values

= Transparency and legal security to maintain societal trust

* Thatinnovation and open-minded, non-discriminatory markets are
protected

Many of these measures within the EU have been formulated as requests
for markets to self-regulate. The European Commission has invited plat-
form companies to sign a voluntary code of conduct entailing that they
actively and speedily remove counterfeit products and hateful content,
but a series of more robust restrictions have also been implemented in a

short time. In sum, there are a number of regulatory measures in the EU:

Imposition of voluntary self-regulation of fake news and hate speech.
In March 2018, the Commission presented a bill of proposals requiring
that media platforms take concrete action against hate speech,*® which
was closely followed by EU guidelines concerning disinformation (April
2018)¥. This resulted in a self-regulatory “Code of Practice” in connec-
tion with which Google, Facebook, Twitter and Mozilla presented their
proposed commitments (September 2018).%® This ties in with domes-
tic initiatives such as the NetzDG in Germany and the overarching,

36 EU Commission (2018b).
37 EU Commission (2018d).
38 EU Commission (2018c).
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transnational, coordinated efforts by security services and anti-terror
legislation in different countries.

Regulation of digital marketplaces in order to encourage fairness in
domestic markets. In April 2018, the EU Commission proposed new
rules for online platforms in order to protect small and medium-sized
companies operating in the digital economy. The ambition, here, is to
attempt to regulate market conditions for companies by demanding
that megaplatforms become more transparent, that conflict resolution
processes become more efficient, and by creating a new EU organisa-
tion to monitor the effects of the new rules.* This implies updating the

E-commerce Directive in the future.

The Copyright Directive was subject to intense discussion in connection
with the Parliament’s vote in September 2018. As mentioned above, this
directive is based on the Spanish legal case in which search engines were
ordered to pay a fee when publishing editorial content, and also involves
rules that require social media platforms to moderate user content, in

line with the German NetzDG regulation.

The General Data Protection Regulation, adopted in 2016 and effective
as of May 2018, where the rules for informed consent were reformed,
and citizens’ opportunities for transparency and control of how per-
sonal data are used were tightened. One side effect of this regulation is
the struggle between Google and leading publishers in Europe, regard-
ing who is supposed to be responsible for obtaining consent and pro-
tecting personal data (see case study 2 above).

Directive 2002/22/EC on universal service and users’ rights relating to
electronic communications networks and services* will very likely also
apply to digital platforms, not least since this directive has been comple-
mented by Directive 2009/136 and Regulation 2015/2120 which, among

39 EU Commission (2018e) and the government offices Regeringskansliet (2018).
40 The European Parliament & Council of Europe (2002).

83

S3dVISANVT ADITOd OML



DEVELOPING PLATFORM ECONOMIES

other things, entails that member states are obliged to ensure that
Internet users are able to use a set minimum of services at affordable
prices, and must determine penal measures, implemented by national
regulatory authorities, against major operators. Currently, these laws
largely apply to telecommunications, but as digital communication con-
verges with telecom infrastructure layers, it is reasonable to expect that
they are becoming more and more applicable also to platform-mediated

communication services.

EU Commission competition authorities The Commission, via the
Directorate-General for Competition (DG Competition), assumes over-
all responsibility for enforcing competition rules in collaboration with
national competition authorities. In June 2017, the Commission sued
Google for €2.4 billion for improperly prioritising the company’s own
trade services in its search results. The company accordingly changed its
search engine results in Europe, and appealed the ruling, which remains
undetermined. In July 2018, the EU Commission ruled on another
record fine of €4.3 billion and argued that Google had exploited its mar-
ket position and restricted consumers’ freedom of choice when brows-
ing and searching the Internet, by allowing Android units to be sold with
the company’s own, proprietary web browsers, maps and search engine

services pre-installed. This ruling was also appealed by Google.

In comparison with the USA, the overarching differences are substan-
tive — and under Trump, and, moreover, a Supreme Court that shows
little interest in restraining monopolistic tendencies, blue-chip capital-
ism has arguably less regulations than ever. However, the differences
between Europe and USA should not be overstated. The US is a feder-
ation, and there are efforts at both state level and within civic society in

general to strengthen civic and consumer rights.
In the US, there are, for example, substantive disagreements regard-

ing net neutrality. Net neutrality entails that broadband providers
must treat all Internet traffic equally; major platform operators are not
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allowed to pay broadband providers to prioritise traffic to their plat-
forms. This concept gained legal force in America in 2015 (during the
Obama administration), when the FCC determined that broadband
Internet should be viewed as public infrastructure and should therefore
be regulated in the same way as telecommunications. In December 2017,
however, the FCC, under Ajit Pai’s stewardship (appointed by Trump)
decided to abolish net neutrality and allow network operators to dis-
criminate between different kinds of traffic on their networks. The deci-
sion attracted much attention, and New York’s attorney general, Eric
Schneiderman, argued that the ruling violated the law and stated that
he would contest it. Although the Senate voted against abolishing net
neutrality regulations in May 2018, Congress (with a Republican major-
ity, at the time) was unable to stop the abolishment. In June 2018, the
American net neutrality rules expired and the new rules gave large com-
panies far more arbitrary control over consumers’ access to the Internet.
However, individual states, such as California, have opposed the deci-
sion and introduced their own net neutrality rules.

California, in fact, is a prime example: This is the state where the major-
ity of the companies mentioned in this anthology are seated, but it is
paradoxically also one of the states where legislators and experts seem
to be most committed to regulating platform capitalism. The California
Consumer Privacy Act, adopted in 2018 and expected to gain force in
2020, aims to give consumers the right to request information on how
they have been categorised as well as specific personal data on them, the
kinds of sources used, for what business purposes the data has been col-
lected and/or sold, and what kinds of third parties the data is shared with.

The US has a long history of civil society actors (non-profit founda-
tions, consumer organizations, and so on) committed to safeguarding
civic interests. In an era that sees significant rates of profit extraction,
rent-seeking behaviour and increasing consolidation of blue-chip com-
panies, there is a resistance movement in which institutions such as

Open Market and Public Knowledge have initiated discussions on how
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giant corporations distort the market in order to block competition.
These think-tanks and institutes argue that the concept of monopoly
should be redefined and should focus less on the vague concept of “con-
sumer benefit” and more on the distorted incentives that result from
vast synergies and infrastructural control.

Moreover, the US also has the Federal Trade Commission (FTC), an
authority with considerable power in consumer protection matters,
competition law, contract law as well as regarding some of the relevant
data-protection aspects. Since US law places a strong emphasis on con-
tract law, violations of civil agreements between consumers and sup-
pliers have a significant impact on society, decidedly more so than in
countries with very different legal traditions, such as the EU countries.
Orrin Hatch (R) and other senators have for example called upon the
FTC to investigate antitrust effects resulting from Google’s dominance
in the online advertising and search engine market, which indicates that
the introduction of bills similar to the EU’s proposals may not be all that
far-fetched in the USA, even if the means and the ways in which the reg-
ulations are formulated differ.

If the FTC takes their job seriously, this could result in record fines
for Facebook: In connection with the so-called Cambridge Analytica
scandal, the British data protection authority, the Information
Commissioner’s Office (ICO) recently showed that Facebook indeed
shared a large amount of users’ personal information with third par-
ties between 2007 and 2014, without sufficient clear and informed
consent. This is in direct conflict not only with the GDPR, but with the
explicit warnings Facebook was given by the FTC in 2011 and a subse-
quent agreement between the FTC and Facebook.* Potential damages
amounting to thousands of dollars per claimant, multiplied by the num-
ber of affected individuals in the Cambridge Analytica scandal, could
result in countless billions of dollars.

41 FTC (2011).
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A number of US politicians and leading experts now argue that com-
panies like Google should be broken up, or at least prevented from
acquiring more companies. It seems that the existent regulatory sys-
tems have, for a long time, been incapable of addressing the dominance
that large actors can achieve through concealed data synergies, made
possible by the endless acquisitions that these giants have long been
allowed to carry out. Google has acquired more than 200 start-ups
since it was founded, including key brands such as YouTube, Android
and DoubleClick. Google’s company structure, which is largely akin to
an ecosystem consisting of different, partially overlapping and tightly
connected platforms that operate under the same umbrella, is without
a doubt a direct result of this.* It would be hard to imagine Google in its
current form had it not been allowed to make that many acquisitions.
Similarly, Facebook has acquired over 70 companies, including those
who would otherwise have remained clear competitors to it, such as
Instagram and WhatsApp. American senators, such as Mark Warner (D)
and Amy Klobuchar (D), have proposed different ways of restricting the
dominant positions of many of these megaplatforms, such as the Honest
Ads Act that deals with political online adverts, and by categorising
some of these platforms’ services as public utilities, thereby making it
harder for companies to wholly monopolise them, However, these pol-
iticians appear to think that actual proposals to split up the megaplat-
forms would still be too radical an approach.

42 See Figure 1, Andersson Schwarz and Larsson’s final chapter.
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DEVELOPING PLATFORM ECONOMIES

INTRODUCTION

ONLINE PLATFORMS HAVE become key players not only in our virtual
activities, but in the physical world as well. From the economy to the
state of democracy, the role of platforms has significantly increased in
the recent years. Therefore, the functioning and impact of platforms
should be carefully examined in the context of different social chal-

lenges and economic activities.

Platforms amplify practices that previously could not reach a larger
scale. A good example is home-sharing that existed in previous dec-
ades as well, although remained a niche activity. This has dramatically
changed with the emergence of such platforms as Couchsurfing or
Airbnb. What began as a mainly alternative way of travelling, has become
amajor trend in the tourism sector.

Airbnb and similar platforms have certainly benefited travellers with a
wider variety of choice and often lower prices. In the case of the hotel

industry, economic studies show a rather negative impact." However,

1 E.g Zervasetal, (2017).
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there are additional effects of Airbnb on cities, making the overall eco-
nomic impact difficult to assess.

While home-sharing is usually associated with peer-to-peer and
non-professional services, Airbnb has become increasingly professional.
Businesses and investors have acquired a growing share of the residen-
tial space and transformed it into accommodation for tourists. Such pro-
cess contributes to the rising rental prices for local residents, which has
been already a problem in major cities prior to Airbnb. Besides contrib-
uting to the gentrification of attractive city areas, local residents often
face other negative externalities, e.g. more tourists in city centres or

noisy guests in their surroundings.

These negative effects have led to a wide discussion on regulating
Airbnb. As in the case of other online platforms, two main narratives
have been dominating the debate. The first line of argument emphasises
that regulations are always behind technological advancements, and
policy should not hinder innovative activities. The other perspective
focuses on the negative effects and unfair competitive advantage over
traditional businesses. As an example, while traditional hotels need
special permits to increase capacity and build new hotels, Airbnb can
expand based on existing flats in the vicinity of tourist attractions. There
are often also significant differences in taxation and other requirements,
e.g. fire regulations.

As Airbnb has been quickly expanding, these negative effects have
become visible for local residents and city administrations. Instead
of a complete liberalisation or ban on home-sharing, many cities have
adopted more nuanced regulations, recognising the difference between
casual home-sharing and the permanent provision of business ser-
vices. Therefore, cities usually aim at preserving the positive aspects of
home-sharing, like the additional income for residents or the spread of
tourism to new, unexplored city areas, while limiting the negative effects

of professional business offers.
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The aim of this chapter is to examine the evolution of Airbnb networks
in the context of home-sharing regulations in the four greatest Airbnb
markets in the US and EU. The cities are: Paris (65,000 listings) London
(49,000 listings), New York (47,500 listings) and Los Angeles (39,500
listings). These cities have responded to the challenge of Airbnb in dif-
ferent ways, enabling us to examine the potential impact of regulations

on Airbnb characteristics.

Different regulatory approaches

Home-sharing has been at the centre of regulatory battles in major
world cities, including the United States, the European Union, and
recently Japan and Australia as well. Cities usually differentiate
between non-professional and business services. The rental of private
or shared rooms in the host’s own home is a non-professional service
that do not affect the housing market or create too much burden for
local residents. On the other hand, when entire homes are permanently
offered via Airbnb, tourists take away flats from locals and more nega-
tive externalities are created. Cities across the world focus on selected
characteristics when designing ‘Airbnb laws’, including the accommo-
dation type, the number of listings offered by the host or the location of
the offer. However, city regulations significantly differ in detail as well

as execution.

New York already began to pro-actively regulate home-sharing as early
as 2010, when the Multiple Dwelling Law was passed. The law banned
the rental of entire apartments in shared buildings for less than 30 days
in the absence of the host. On the other hand, the rental of accommoda-
tion remained legal, if the host is the permanent resident of the apart-
ment and is present during the stay of guests. The rule was initially not
taken seriously by hosts and Airbnb, which led to further restrictions,
e.g. a ban on advertising listings that did not follow the regulation.
Finally, the city administration passed an additional rule requiring

2 Hempel, (2017).
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Airbnb to share data on hosts with the city in July 2018.2 Having access to
data, the city could more efficiently enforce the regulation. However, the
bill is currently questioned by Airbnb, filing a lawsuit against the city.*

The second largest US market is Los Angeles, where short-term
home-sharing is illegal, forcing Airbnb to operate in the grey-zone.
The regulation setting the frames for Airbnb has been in the process
for years. Currently, the proposal enables the rental of the primary
residence of hosts only, with an annual cap of 120 days.® Another nota-
ble example from the US is Airbnb’s home town, San Francisco. San
Francisco applied strict rules early on in 2014, limiting entire home rent-
als in the absence of hosts to 9o days. Moreover, the city required the
registration of homes with the city, cracking down illegal listings in 2018.
The battle with Airbnb resulted in an almost 50% drop of listings.®

The efforts of EU cities are similar to the previous cases. Paris is the city
with the highest number of Airbnb listings in the world. Since November
2017, entire apartments can be offered for a maximum of 120 days.
Moreover, hosts need to register their apartment with the town hall
and display the registration number in the description of offer.” Airbnb
committed itself to enforce the 120 day cap, but only in the case of four
centrally located arrondissements out of 20. Following the difficulties in
enforcing the regulation in the majority of Paris, the city administration
filed a lawsuit against Airbnb in April 2018.°

In London, the regulatory solutions are similar to the ones in Paris.
While short-term rental has been illegal in Greater London, the city
administration introduced the “Deregulation Act” in May 2015, allow-
ing short-term accommodation rental for a maximum of 9o days per
annum. Since January 2017, Airbnb automatically disables the offer after

Coldewey (2018).
Ghaffary (2018).
Reyes (2018).
Said (2018).
Griswold (2017).
France24 (2018).
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reaching the limit (similarly to central Paris). However, hosts are report-
edly bypassing the rule by re-registering the listing.” Other major EU cit-
ies with active Airbnb regulation include Berlin and Amsterdam. Berlin
requires a permit if the host wants to rent more than 50% of the home.
Amsterdam, similarly to London and Paris, limits the rental of entire
homes to 120 days. Moreover, Amsterdam managed to commit Airbnb

for sharing data with the city administration.™

To conclude, regulation limiting the short-term rental of entire homes
is becoming standard in major touristic cities. However, cities have
been struggling with enforcing these rules. Potential tools for higher
efficiency include the access to Airbnb data, or the requirement towards
hosts to register at the city administration.

The evolution of Airbnb and different regulations

The data used in the empirical analysis is collected by the independent,
non-commercial Inside Airbnb project. The data sets are prepared using
web-scraping tools and made available at insideairbnb.com. The data
sets are presenting a snapshot of Airbnb offers for a given time. As the
listing information has been regularly collected since 2015, the evolution
of Airbnb networks can be observed over time. The analysis includes the
four greatest Airbnb cities in Europe and the US: Paris, London, New
York and Los Angeles. For these cities, all available data sets were down-

loaded from the website. The following attributes are examined:

* Listing type
= The number of listings that belong to the host
= Location of the listing (latitude and longitude data)

These characteristics enable us to evaluate the professionalisation of

Airbnb networks and potential impact on local residents.

9 Lynnand Allen (2017).
10 Lomas (2018).
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FIGURE 1A-D, next page shows the number of Airbnb listings, revealing
that the number of Airbnb listings has been strongly rising in the ana-
lysed time period. The size of Airbnb has at least doubled in all cities,
while the greatest increase was in London and Los Angeles, with more
than threefold increase. Therefore, cities witnessed an almost steady
expansion of Airbnb in the period 2015-2018. Based on the number of
listings, a few observations can be made. In Paris, the number of Airbnb
offers decreased by around 10 0oo offers following the introduction of
the Airbnb laws in 2017 (120 day cap and registration). Whether this was
a temporary fall or the growth of Airbnb has been stopped, is the tale of
the future. On the other hand, the numbers did not change in London,
neither following the Deregulation Act in 2015, nor after the automatic
enforcement of the rule by Airbnb in 2017. It is important to note that
the greater volatility seen in Paris and New York stems to a large extent
from the larger number of data points.
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Calculations based on Inside Airbnb.

FIGURE 1A-D. Number of Airbnb listings.

SOURCE
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The rental of private and shared rooms is more beneficial for local res-
idents, as it does not decrease the stock of available flats on the long-

term rental market.

FIGURE 2a-D shows the evolution of Airbnb networks by accommoda-
tion type. There are differences across cities: entire homes comprise
more than 8o % of Airbnb in Paris, around 60 % in LA and NYC, and
below 60 % in London. Private rooms form the second greatest group,
while shared rooms make only few percent of Airbnb across all cities.
Such structure supports previous studies showing that Airbnb is usually
used as a substitute for hotel services (e.g. Zervas et al., 2017). Based
on the data, the shares of the specific accommodation types are rather
stable and do not change significantly over time. The exception is New
York, where a steady convergence is observed between entire homes and
private rooms in the period 2015-2016. On the other hand, the shares did
not change significantly for entire homes in London or Paris, despite the
efforts to constrain the rental of entire homes.
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FIGURE 2A-D. The structure of Airbnb by accommodation types.

SOURCE: Calculations based on Inside Airbnb.
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Next, the ownership structure of Airbnb is examined. The number
of Airbnb listings that belong to a host indicate if the host is a casual,
peer-to-peer service provider or rather a professional, who is managing a

larger portfolio of property.

FIGURE 3A-D presents the shares of listings offered by hosts with a given
number of Airbnb listings. The share of single listings (offers that belong
to hosts with only 1 listing) is highest in Paris (above 8o %), lower in
NYC (around 70 %), London (below 60 %) and lowest in LA (below
50 %). The other interesting indicator is the share of listings that belong
to hosts with more than 3 listings. Such hosts are professional service
providers with a high probability, therefore the share of such offers
indicates the presence of businesses. The share is the lowest in Paris
and New York (10 %), and higher in London and Los Angeles (nearly
30 %). Moreover, the trend is rising in London and especially in Los
Angeles, with declining share of single-listings. The results suggest that
the stricter rules in New York and Paris have been more successful in
restricting the activities of professional businesses, while the lack of an
effective regulatory framework contributed to a more business-oriented
Airbnb network in Los Angeles. Moreover, the data supports that in the
absence of monitoring tools, it is relatively easy for hosts to run a large

number of Airbnb listings in London.
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FIGURE 3A-D .The ownership structure of Airbnb.
Calculations based on Inside Airbnb

SOURCE
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The final analysed attribute is the spatial dispersion of Airbnb networks.
Based on the location data of Airbnb listings, the distance from a central
attraction is calculated for every Airbnb listing (London: Big Ben, Paris:
Louvre, New York: Empire State Building, Los Angeles: Grand Park).

FIGURE 4A-D presents median distance over time (half of the Airbnb
listings is within such distance). This is a simple measure to see if the
network is becoming more centralised with time. A more decentralised
network is here hypothetically seen as preferable for local residents, so
that Airbnb does not burden touristic city centres and helps the spread
of tourism to less discovered city areas.

The data shows a clear trend in London and New York, where the
median distance has been increasing from five to six kilometres. In Paris,
the distance is rather constant (the volatility stems from the small scale
of the axis), while the drop of value in 2017 shows a greater centralisa-
tion of LA.

To conclude, Airbnb in London and New York expands rather further
from the city centre that may be more advantageous for locals. In Paris,
the spatial dispersion is constant, probably due to the limited city area.
It is important to note the pattern across different attributes in the case
of Los Angeles. The relatively quick growth in 2017 has come in pair with
the rising share of multi-listings and decreasing distance from the city
centre. These developments suggest a growing professionalisation of
Airbnb, with a stronger presence of businesses and increasing density in
touristic areas. Such process is not observed in the other cities that have

already introduced regulatory frameworks for Airbnb.
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FIGURE 4A-D. The median distance from the city centre.

SOURCE
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Conclusions

The empirical analysis focused on four EU and US cities with the great-
est number of Airbnb offers. The selected cities present different policies
and regulatory efforts to constrain the negative effects of Airbnb on local
residents. In the case of US cities, New York has the longest history of
active policy regarding Airbnb, while Los Angeles has not implemented
any “Airbnb law” yet. In the EU, both Paris and London capped the max-
imum number of days for the rental of entire homes. Moreover, Paris
requires hosts to register their listing in the city administration as well.

What does the data tell us about the relationship between policy and
evolution of Airbnb in the analysed cities?

FIRSTLY, city administrations have an impact on the development
of Airbnb networks. Airbnb in New York is characterised by a lower
share of entire homes and multi-listings than the remaining cities. The
stricter rules implemented in Paris in 2017 also seem to have a signifi-
cant impact, halting the expansion of the platform. On the other hand,
the ‘no-regulation’ scenario in LA has led to the highest share of profes-
sional service providers.

SECONDLY, passing a bill is often not enough to effectively regulate
Airbnb, as the platform’s lack of transparency is a major hurdle in
enforcing rules. It seems that cities that design tools for an easier
control of hosts have a better shot at creating limits for the platform.
In the case of London and Paris, the latter achieved better results in
shaping Airbnb, although both cities limited the rental of entire homes.
However, Paris also requires hosts to register at the city hall, which ena-
bles a higher degree of control. In the absence of access to Airbnb data,
cities can create such tools for an easier verification if an offer is compli-

ant with regulation.

THIRDLY, the ‘no-regulation’ scenario does not lead to an optimal outcome,

seen from the perspective of a non-professionalised sharing economy.
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The case of Los Angeles shows that without means of controlling
home-sharing, Airbnb becomes more business-oriented and professional.
Moreover, cities that introduced strict regulation (New York and Paris)
did not resign from the benefits of non-professional home-sharing.

The regulatory battle between Airbnb and cities will certainly continue

in the examined cities, and will also spread to other locations with hous-
ing problems.
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DEVELOPING PLATFORM ECONOMIES

COLLOQUIALLY SPEAKING, a digital platform generally refers to a rel-
atively new phenomenon, i.e., commercial, data-driven actors whose
business idea is to connect buyers and sellers using Internet technol-
ogy, and to continuously keep a log of the resulting data. This process
has been revolutionised partly through mobile Internet technology
which allows geographic position and other sensory data to be used
commercially, and partly through the emergence of an Internet infra-
structure that enables companies to store the identities of individuals
and keep logs of their behavioural data. The term “platform” originates
from the literature on technology e.g. where it has been used in connec-
tion with operating systems, but has, in recent years, morphed into a
synonym for all kinds of data-based services. It is important to analyse
and survey the power structure that this leads to, as well as the societal
effects of a few platform-based corporations (Google, Apple, Facebook,
Amazon, Microsoft) that have gained enormous global influence - in
the present report, we refer to these as mega-platforms. Smaller, newer
platform-based companies occasionally try to compete with them
while often being dependent on them, such as when apps developed by
smaller platform-based companies must be approved by Apple’s App
Store or Google Play in order to work at all.* This geopolitical arrange-
ment is a key issue which entails a need to understand the significance of
the North American origins of the largest platform-based corporations
in which American politics and regulations have an impact on countries
than the US, including EU member states, and where recent EU regu-
lations - primarily competition law, the Data Protection Regulation
(GDPR) and most recently the Copyright Directive - have led to exten-
sive debate on the matter. Similarly, it is important to observe digiti-
sation developments in China and the specific characteristics of the

1  Seen from a media economics perspective, social media sites such as Facebook act as
brokers between media users and advertising revenue that finance platforms; in fact,
Facebook’s entire business model is fundamentally based in said brokering. If you apply
the platform concept to smaller, less commercial services such as online providers of civ-
il-service mail (in Sweden, Kivra or Mina meddelanden), then these too can also be seen
as “marketplaces” or matchmakers with the reservation that the “profits” in these cases
are more related to organisational rationalization rather than conventional understand-
ings of revenue.

2 cf. Andersson Schwarz (2017), van Dijck et al. (2018).
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Chinese platform-based society, with its authoritarian governmental
intervention, the world’s largest domestic market and rapidly growing
Internet giants such as Baidu, Alibaba and Tencent.

When sectors of society and industries are increasingly becoming dom-
inated by platform-based actors, what are the ensuing social effects?
The following phrase, originally coined by Tom Goodwin,® has by now
become worn out: Uber, the world’s largest taxi company, owns no vehicles.
Facebook, the world’s most popular media owner, creates no content. Alibaba,
the most valuable retailer, has no inventory. And Airbnb, the world’s largest
accommodation provider, owns no real estate. To be sure, these ways of
running companies and organising work and capital investments are
all new; but with regards to the preservation of social institutions, the
following questions are important: Does this platformisation in effect
constitute a template for technocratic control and administration of
society? And what are its effects? They seem to be far-reaching, but diffi-
cult to predict. And, in that case, how are these effects manifested? Who
actually benefits from the new modes and systems of control that these
platforms represent? New innovators and entrepreneurs (who see pos-
sibilities in developing unexpected, leading platforms), leading global
Internet corporations (that dominate markets in several areas), users
(who benefit from dramatic increases in efficiency and available prod-
ucts), or the authorities (which, in theory, now have access to perfect
surveillance and formalisation systems)? These are all important ques-
tions - and they beg some perhaps even more urgent questions: Which
groups become disadvantaged, and how? Does the market dominance of
platform actors have an unhealthy impact on competition and innova-
tion? Are our national authorities, unions and trade organizations being
deprived of influence as platform operators transcend national borders
and reorganise society? If the financial value of data-driven platforms
is largely based on collecting and storing personal data, does this mean
that they in actual fact have created a “surveillance economy”, as some
critics argue? What about transparency? Has there been an increase in

3 Goodwin (2015).
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transparency as a result of the users’ options to manage their own set-
tings on websites or has it decreased as a result of an opaque corporate
culture in which the platform operators only make public such informa-

tion as serves them? *

Recently, in public discussions in both the USA and Europe, focus has
increasingly been directed to platform corporations in general and
mega-platform corporations in particular. This is no surprise given that
the issues concerning this technological upheaval that is being driven by
these corporations have also emerged as some of our era’s most impor-
tant social issues: automatization, inequality, trust, privacy, and security.
The platform giants have absolutely vital roles in all these areas and are
often portrayed as “bad guys,” not only by left-wing and right-wing pop-
ulists, but also by a growing number of liberal opinion leaders, who view
monopolistic tendencies as deeply troubling. Many people oppose a “Big
Tech” industry that employs cross-subsidization and predatory pric-
ing by way of covert synergistic effects; they hamper competition and
innovation, they argue, as well as the well-being of citizens and fair and
equal trade. However, others welcome the rationalization effects and
“seamlessness” that emerges when these actors occupy many different
positions in market ecologies, and when common standards and curren-
cies benefit transaction opportunities.” This means that there is disa-
greement on how to formulate relevant regulation, whether it should be
based in compulsory legislation and governmental intervention by pro-
viding incentives for commercial third-party actors, or by the platform
giants practising various forms of self-regulation - or even, perhaps,

using new, unproven methods.

What is a platform, and what do we mean by the “Platform Society”?
Digitisation is a phenomenon that is fundamentally revolutionising the

world, and is expected to continue to have a powerful structural impact on

4  These questions have been problematized by, among others, media researcher and
Professor of Law, Frank Pasquale (2015).

5 Pasquale (2018), working in an American context, has identified the former group as
“Jeffersonians” and the latter as “Hamiltonians”.
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all aspects of society. Naturally, such a revolution has the capacity to pro-
vide many fantastic opportunities for societal progress. At the same time,
it creates great uncertainty, since many of the changes that are occurring
today have effects that are difficult to gain a comprehensive understand-
ing of. Additionally, in some cases, there is an apparent lack of consensus
on some fundamental concepts, such as the concept of platforms. Briefly
put, we argue that a digital platform is a software-based, centrally con-
trolled space, with a considerable degree of capacities for automation, in

which various third-party actors can meet and conduct market exchanges.

There is much talk about the so-called sharing economy. The generally
accepted, and optimistic perspective of this phenomenon, is that digital
platforms should be capable of enabling a more efficient use of availa-
ble resources by allowing actors to share the use, or allocation, of them
in a manner that is flexible and saves time and space. With regards to
Sweden, for example, a recent report states that:

BY USING INTERMEDIARY, digital platforms to distribute resources in
the form of capital investment, manpower and information, the shar-
ing economy has paved the way for new patterns of consumption
and production. Often, the purpose is to reduce environmentally
unsustainable consumer behaviours. Many transactions communi-
cated via platforms are only possible due to systems and structures
that create trust between suppliers and customers - conditions that
allow more decentralised structures to replace traditional ones in a
number of areas. With regards to the labour market, this means that
jobs can be mediated between individuals more easily, and involve

fewer intermediaries.®

But in an era when commercial corporations, whose corporate philoso-
phy is to maximise profits, also own the most successful platforms with
regards to exploiting digital resources, the sharing economy concept

becomes far too imprecise and uncritical. It would be better to discuss

6  Soderquist (2016: 4), our translation.
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what constitutes the “catalyst and lowest common denominator” of this
phenomenon’ - the actual intermediary platform itself. This enables us
to continue to address the platform economy at a general level, as well as
different kinds of platform-based markets and even a platform society.

The concept of intermediary platforms has existed in the business world
and technology sectors for at least a decade, but in recent years it has also
emerged in public discussions. A narrow definition of a platform usually
refers to a software-based, and sometimes also hardware-based, digital
infrastructure which is intended to allow users either to run computer pro-
grams on it (i.e., run applications on it or retrieve data from it), or to apply
human behavioural patterns to it (behavioural patterns that, like computer
programs, are clearly delimited, formalised and based on the design of the
platform). The aforementioned report claims that platform solutions will
allow methods that are conceptually simple but in many respects consist of

new ways of mediating and organising, for example, labour:

THE INTERMEDIARY PLATFORM can be assumed to have great techno-
logical potential, but perhaps even greater organisational, innovative
potential. This potential is based on the fact that platforms are used
to reduce transaction costs in various markets, which means that
costs arising from mediating and conducting transactions between
two parties can be reduced. Often, this is carried out by refining the
roles of contractors [or suppliers] and the marketplace, but can
also entail making procedures and conditions standardised in order
to simplify matters for suppliers and customers when carrying out a
transaction. In addition to the significant environmental rationaliza-

tion benefits, they also have great potential to increase productivity.®

To begin with, we need to consider the important, fundamental differ-
ence between proprietary and open software. Proprietary systems are
private property and/or are designed for a specific supplier, in contrast

7 Ibid, p. 5.
8 Ibid, p. 5., emphasis added.
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with open source code, open contents or open technological standards.
The kinds of digital platforms we focus on consist almost solely of pro-
prietary systems, and these are almost always protected by intellectual
property restrictions (copyrights and patents) which we all encounter
when we accept the platform corporations’ terms and conditions of use.

The definition of digital platforms by which we take our starting point
refers primarily to proprietary platforms developed for individual
users, but it also covers operating systems and business-to-business
systems (B2B). Many contemporary platforms are hybrids and can be
difficult to clearly define as belonging to either category. Apple’s App
Store is in a sense a B2B platform since it allows companies to develop
and adapt apps according to the terms and conditions of Apple’s digi-
tal store space, but it also targets consumers; after all, they are the ones
who log on and download individual apps to use on their connected
appliances. Moreover, the App Store, in common with iTunes, is also
a core component of Apple’s operating system in terms of integration
between the apps and the software structure of the app.

A fundamental aspect of digital platforms lies precisely in the character-
istic nature of the process of producing data - i.e., datafication - from
the interactions that take place on the platform.” Events that previously
were conducted interpersonally become quantifiable artefacts that
are analysed, managed, traded, and used as means for management
and trade in the digital economy. Interpersonal interactions that used
to be transient and sometimes allowed for a high degree of ambiguity
are remoulded to leave traces that are permanent, traceable and, by all
appearances, unequivocal. What used to be highly informal exchanges
become significantly more formalised. Exchanges that take place via
digital platforms are rarely as non-mediated or informal as non-digital
exchanges; in fact, exchanges that are mediated via digital platforms are
formulated in accordance with technically unrelenting rule-systems,
since binary technology by definition sets limits for what is possible to

9  See, e.g. Kitchin (2014) and Mayer-Schénberger & Cukier (2013).
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do. This is relevant in cases where software programming expresses nor-
mative stances that the user is obliged to comply with, and is sometimes
expressed as “code as law”.” Take, for example, second-hand trading
which, when negotiated using platforms like Ebay, Facebook, Gumtree,
or Swedish platforms like Blocket, become highly formalised compared
to earlier methods of similar trading. While simplifying conventional,
informal, small-scale market trading (car boot sales, flea markets etc.)
digital services that mediate transactions, such as the Swedish payments
service Swish, simultaneously render these transactions quantifiable,

traceable and formalised.

It is important to keep in mind that platforms are, to a large degree,
subject to centralised control - in contrast with digital standards and
protocols which are often radically decentralised and are based solely
on voluntary adaption. Therefore, we exclude standards (e.g., file for-
mats such as HTML, PDF or hardware standards such as USB) and pro-
tocols (e.g., Internet communication protocols such as TCP/IP, SLL,
BitTorrent). Such centralized control is of interest not least in relation
to normativity and the values that regulate the use of the platforms.” For
example, sometimes social media platforms such as Facebook are criti-
cised for being all too influenced by North American culture and values
in which the platforms are steeped, as platform usage develops into local
and social infrastructures for millions of users around the world.

Seen from a classical liberal perspective, another tendency can be
observed in services that provide access to large-scale instrumental
user exchanges. There is a clear risk of so-called “absentee owner-
ship” in which social and ethical aspects of interpersonal interactions
are weakened or ignored when transactions are mediated at a distance

10 This argument and terminology has primarily been developed by American Professor of
Law and Creative Commons founder Lawrence Lessig (2006). Cf. Larsson (2013) fora
socio-legal perspective on this.

11 Caplan & boyd (2018) view platforms as administrative mechanisms which reassemble
relations between organisations and individuals. Users benefit from reliability and effi-
ciency, but pay for this by way of increasing homogenization and adaption.
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by large-scale, automatized and centralised mediators.” Small-scale
exchanges are often characterised by moral contracts where the actors
seldom have any incentive to trick each other since everyone is depend-
ent on maintaining a good reputation. However, dramatic changes to the
economic infrastructure can create crises in these moral contracts and
be detrimental to the legitimacy of ongoing communicative and finan-
cial exchanges.” Perhaps this is exactly what we see happening right
now: not only in the economic sphere,* but also in political discussions
where platform infrastructures seem to give malicious actors a voice,

thus enabling them to grow rapidly.

Therefore, it is important to study the type of business model on which
a platform’s growth or administration is based, and to what extent a spe-
cific, digital platform is considered commercial. Collecting and using
large quantities of personal data, often gathered through free services, is
generally seen as being at the core of the digital economy and the funda-
mental base for the benefits and added value that individualised services
give to consumers in terms of matching services and having relevance
to individuals. The collection of demographic data, Internet behaviours,
networks of contacts, consumer patterns etc. therefore often represent
the financial value that the platform, by way of extension, provides - via
data trading, the production of consumer profiles, targeted advertising,
etc. With regards to transparency, the growth of large-scale consumer
profilers, so-called data brokers, present a great challenge to consumers

12 Eckhardt and Bardhi (2015), Jenkins et al. (2013: 52-53), Pasquale (2018).

13 Andersson Schwarz (2016: 147-148).

14 To adopt a critical stance toward Uber and Amazon, these companies’ business models
can be seen as a form of predatory pricing in relation to other competitors by allowing
finance capital to cover losses and lower the production costs of these platform actors
- particularly wage costs. Additionally, the American Supreme Court recently granted
credit card companies carte blanche to implement a business model based on high fees
with rewards (bonus points, special offers, etc.) to their users, while consumers that
do not use credit cards are forced to pay higher consumer prices caused by these kinds
of fees, but without receiving the benefits. Both of these business models can be seen
as different ways of subsidising wealthy consumers; in the first case at the expense of
producers (the workers who make the product) and in the second case at the expense
of the extraneous community of consumers (those without credit cards) who bear
the brunt for the externalised costs (cf. Turow 2006). See Andersson Schwarz (this
volume) for further discussion.
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- partly because the data-driven markets are so complex that they have
become highly opaque, and partly because these institutions are rarely
sufficiently overseeable, transparent and open about the data they collect
or how they use it.” For those who are not aware of this, it became obvious
during early 2018, when the British consulting firm Cambridge Analytica
was found to have collected enormous amounts of data on Facebook users
- this data was used, among other things, to tailor information pertain-
ing to the Brexit vote, as well as regards the American presidential elec-
tion of 2016. The significance of the value that personal data represents
is discussed and sometimes problematized in terms of said personal data
being exploited as currency for services which are otherwise seen as free
services.” Digital media researchers have voiced criticism about how busi-
ness models such as Youtube’s may prioritize radical, click-baiting videos,
thereby contributing to a form of sensationalism,” as well as the fact that
Facebook’s business model and lack of transparency in purchased tar-
geted advertising involving so-called dark posts probably contributed to
misleading voters in the USA presidential election of 2016."

An additional aspect worth considering with regards to the development
of platform solutions is when phenomena that were previously digital-
ised to a small extent (e.g., taxi rides, home deliveries, residential rental
properties, sales of second-hand goods between private persons) are
increasingly being digitally mediated. This is sometimes described in
terms of a trend® with reference to cases such as Amazon’s acquisition
of the Whole Foods supermarket chain, various actors developing drone
deliveries, etc. Digital platforms automatize market exchanges and
mediate social behaviour; but, when relations are mediated via digital
platforms, they are forced to comply with a software-based template and
will, in addition, leave traceable data.

15 Cf. Larsson (2018 and 2017).

16 Foraconsumer protection perspective, please see Larsson (2018).

17 Gillespie (2018b).

18 Vaidhyanathan (2017). We should point out that since 2018, Facebook has begun to
implement several changes with regards to searchability and other aspects in order to
increase transparency in advertisement purchases.

19 For example, please see Dolata (2017).
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IN SUM, we can establish a schematic of important characteristics
that should be emphasized in the context of digital platforms.

In addition to connecting third-party actors within a comprehensive,
interactive digital space, digital platforms are also:

. Software-based

Connected to the Internet

Datafied/data-driven

Automated (employing algorithmic categorization of

Pwon o2

mediation/distribution)

5. Scalable

6. Proprietary (often commercial, i.e., based inan
underlying business model)

7. Centralized

What, then, is not a platform? A platform is not just any old software
product. The concept is sometimes incorrectly used to describe inte-
grated bundles of software products which purpose is to provide verti-
cally integrated services or products. This definition ignores the finan-
cial aspect mentioned above, i.e., connecting different markets, as well
as the technological aspect, i.e., that the system allows third-party actors
to develop new functions based on the platform. Web shops run by the
owners who sell products from their own inventory therefore do not
constitute platforms. With regards to Amazon, we note that this com-
pany actually began as a linear web shop and that their original services
could hardly be described as a platform. However, Amazon Marketplace,
which allows third-party vendors to market their products via Amazon’s
digital trading site in exchange for a fee is, in fact, a platform actor; and
the same applies to Fulfilment By Amazon, where third-party vendors
can rent access to Amazon’s inventory and distribution infrastructure;
as well as to Amazon Web Services which allows Internet users to rent

space on Amazon’s extensive, global server infrastructure.
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Whether Netflix constitutes a platform or not is debatable. In a strictly
technological sense, some researchers argue that so-called media-on-
demand, or “over-the-top media services” (OTT) - i.e., services that
overlay the fundamental infrastructure of the Internet - are primarily
linear and should not necessarily be seen as platforms since the users’
possibilities of interacting or developing new third-party services on
top of such services are limited.” In financial terms, however, services
such as Netflix and Spotify should be seen as multi-sided markets that
are of great analytical interest in relation to the markets they operate
within, not least with regards to the tension between regulation, inno-
vation and legitimacy.”

As has been argued by Tarleton Gillespie,” the platform metaphor is,
in many ways, misleading. It risks making things look more orderly and
stable than they actually are, and it may deceive people into believing
that it refers to equal, fair, and undifferentiated spaces for market
exchanges when, in actual fact, they may employ very different terms
and conditions for different actors, while the seemingly “flat” technical
infrastructure of the platform might be characterised by much more
complex arrangements “under the surface” than its users would suspect.
In theory, everyone may have the same opportunities to participate, but
in practice, some events (and some actors) may benefit from this while
others are at a disadvantage. Furthermore: How does the ownership
of the space that they all act within affect the socioeconomic arrange-
ments? Whose interests does the owner serve and for what purposes?
These are the kinds of knotty questions this report seeks to unravel.

Platforms, politics and policies
Much of what has been said about digital platforms is full of praise since
platforms in many salient ways constitute spaces for technological

20 Snickars et al. (2018).

21 For example, please see Fleischer & Snickars (2017). For a comparative analysis of
entrepreneurship and legitimacy of Spotify, Skype and The Pirate Bay, please see Palmas
etal. (2014).

22 Gillespie (2017).
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innovation. New actors are able to develop additional services or prod-
ucts based on them, and they also have an aura of modernity and effi-
ciency, since they enable completely new services or simplify a num-
ber of services which have previously been hard to simplify. Digital
platforms also seem to provide discernible public benefits since they
facilitate new social functions and business opportunities.” From an
economics perspective, platforms constitute so-called multi-sided mar-
kets in which transactions occur between actors who would otherwise
encounter difficulties when identifying or communicating with each
other. Platforms hence reduce transaction costs that previously either
blocked exchanges completely or made them very costly. At the same
time, platforms do not only work as spaces for people to act within, but
in fact, they also shape our actions based on a number of factors: open
and concealed algorithms that are built in to the design of the platforms;
the terms of access to the platforms services; the data that is created by
the platforms; financial and/or political side-effects as certain platforms
become dominant in different sectors of society; etc.

Many digital platforms have immense innovative and generative poten-
tial* since they have been constructed to enable new product devel-
opments. The term “platform” indicates a physical property with sim-
ilar characteristics as those the material world; it refers to a surface
that objects can be placed upon - often with less effort than placing it
on the platform’s underlying base. The open, standardised Internet
is an extremely large and general system and constitutes the ground-
ing on which the digital platforms we are discussing here reside. Many
digital platforms allow for applications (including other platforms)
to be laid on top of the surface, but not all of them. An important dif-
ference between the open Internet and the platforms overlaid on top

of it is that the latter tend to strengthen their position in comparison

23 An example of this is the investigation Delningsekonomi pa anvéndarnas villkor, SOU
2017:26, or the EU commission’s agenda with regards to the “collaborative” economy, as
part of a strategy for an internal market.

24 “Generativity”, in the context of digital design, is a term that has primarily been devel-
oped by American professor of law and computer expert Jonathan Zittrain (2008: 62).
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with smaller actors who are dependent on the platform infrastructure
in question. For example, in 2012, Twitter acquired the software client
Tweetdeck and effectively started a policy of discouraging third-party
Twitter clients, and in 2014, Twitter acquired the social media aggrega-
tion company Gnip which sells access to archived tweets. Subsidiaries of
Facebook, like Instagram, have restricted access to its application pro-
gramming interfaces (APIs), making it harder for third-party developers
to build new services in conjunction to, or atop of the existing (propri-
etary) infrastructure. And subsidiaries abound. At the present time,
Facebook has acquired over 70 companies, including competitors such
as Instagram and WhatsApp, while Google’s parent company Alphabet
has acquired over 200 companies, including cell phone manufacturer
Motorola and GPS service provider Waze. Previous acquisitions of com-
panies such as DoubleClick and YouTube have greatly contributed to

Google’s current market dominance in the media sector.

The innovative potential of platforms should therefore be considered in
the context of other values that are sometimes at odds with sheer eco-
nomic profit. One good example of this is the kind of standalone software
that many of us use, i.e., so-called apps, each of which must be approved
by Apple and Google in order to be allowed to run on their operating sys-
tems. The mega-platforms’ infrastructures for such apps — Google Play
and Apple’s App Store - function as portals for other actors to introduce
their apps. This is an absolutely vital nexus in the digital ecosystem since
smaller, newer platforms such as Uber function by way of specialised
apps, each of which needs to be approved and allowed to operate by the
mega-platforms. Attempts to separate policy from implementation has,
in many cases, proven to have problematic consequences. Apple has been
criticised for the power it yields over which apps it allows in the App
Store since this blocks or obstructs apps produced by competitors, for
being inconsistent or simply for making incorrect assessments of various
apps.® Apple’s strict control of their Apple Store does assure a level of
quality with regards to the apps that have been approved, not least with

25 This is further elaborated on by, among others, Gillespie (2018a: 84-85).
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regards to functionality, but it also means that local or national innova-
tions in the relevant area are dependent on Apple’s policies and imple-
mentations which are in some cases unpredictable: In June 2016, Apple
implemented updates to their App Store user policy which resulted in
the temporary suspension of apps that were dependent on the BankID
app, a Swedish e-identification service used by millions of Swedes to
transfer money, pay bills and access the authorities’ e-services. Apps that
can only be logged onto via BankID, such as Swish, were deemed to be
in violation of Apple’s rules, since apps are formally not supposed to be
dependent on other apps for their functionality. A wave of concern and
indignation swept over the Swedish technology sector, and Apple’s head
office decided to act quickly by once again allowing an exception for the
BankID app.* This demonstrates an aspect of dependency on the plat-
form society we live in, with regards to security, societal provision, and
durability: Sweden’s capacity as an IT nation is, in large parts, dependent
on American, multinational platform corporations and the sometimes
arbitrary ways in with which they implement their own terms and condi-
tions. This can be problematic, both with regards to rule of law aspects as
well as geopolitics — not least in the context of platform corporations that
are endowed with the powers of infrastructural control and surveillance
by non-democratic states, such as China. Nevertheless, in light of the
previous example concerning the BankID app, we can however note that
nationally-ran services like BankID in many ways provide Swedish organ-
isations with considerably more power to control for their own security,
durability, and provision of e-identification (e.g. for logging onto public
services) than they would have been able to do in the case of having been
wholly dependent on mega-platforms, e.g., resorting to using Facebook
as an “identity provider”.

It is important to identify digital platforms’ comparative degrees of dif-
ference in terms of active and passive mediation in relation to other

26 Apple’s general user terms for actors that wish to market their software via App Store
stated that an app may not be dependent on other apps; this theoretically forbids apps
such as Swish, which are completely dependent on mobile BankID in order to work. Cf.
Andersson Schwarz (2017) for a system theory perspective.
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infrastructures. When code becomes law, the system also begins to exert
more concrete, “hard” methods of control than would be the case in
social negotiations, characterised by “soft” norms. Traditional policies,
i.e. legislation, may also prescribe certain behaviours, but when taking
place in the physical, analogue world, implementation of said prescribed
behaviour occurs in a different, less binary manner. Certainly, analogue
spaces and environments have clear boundaries with regards to what
can or cannot be done; some boundaries are highly concrete and insur-
mountable, while others are softer and can be negotiated. These bound-
aries have different characteristics within different digital and analogue
spaces, as well as between different kinds of digital and analogue spaces.
With regards to platforms, this kind of control has decidedly proprietary
and centralised characteristics. Therefore, not least from a policy per-
spective, it is important to ask: What should an actor be able to regulate
unilaterally? At what point does centralised control become problematic
for innovative challenges or other societal values? Should big platform
corporations be allowed to act as both judge, jury and executioner? Even
if the benefits of rationalisation and increased efficacy are great, are all
of them really compatible with liberal and democratic values?

According to platform theory, users comprise “inputs” to the system since
their participation creates value for the system as a whole (both for other
users as well as for the owner of the digital platform).” Digital platforms
are, therefore, not just software-based media, they also control systems
that compel users to adapt their actions to predetermined code-systems
and templates, in order to extract economic value from these behav-
iours. They transform markets (social, often partially informal, networks
of exchanges that do not necessarily leave data traces) into substantive,
material infrastructure (system-engineered, formalised arrangements
where all activities can be logged). The ensuing data traces are stored -
and they accumulate into an ever-increasing glut of behavioural data.

A precondition for the scalability aspect that is often pointed out as an

27 Jullien (2008).
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innovative advantage of digital platforms is that sorting and matching
becomes automated. This means that variations of artificial intelligence
(AI) are increasingly becoming the tool for administering platforms, pri-
marily machine learning which is used to train algorithms on vast quan-
tities of data. For mega-platforms, this has become a necessity since the
user base amounts to hundreds of millions users and countless interac-
tions every day; and for smaller startups, including Swedish ones, this
potential scalability is an important component when targeting an inter-
national market at a relatively early stage. However, the challenges are
great, perhaps particularly in normative contexts where platforms are
forced to make decisions on what may or may not be allowed, thereby
interacting with both cultural norms and legislation in different juris-
dictions. Social media platforms, for example, have developed different
mixes of editorial review when moderating their contents: user flagging
and automatized facial recognition, video ID systems and language
analyses.” There is a growing awareness, including within the social
sciences, of the risks of autonomous systems reproducing already exist-
ing norms, prejudices and discrimination, as well as the challenges of
allocating responsibility when outcomes sometimes turn out to be ille-
gitimate, unlawful or offensive.*

Additionally, there is a power aspect that becomes salient as individual
platforms become immeasurably popular and dominate the market.
This becomes even more obvious for individual companies that own
platforms which are key resources in the global ecosystem of prod-
ucts and services, such as operating systems and platforms that control
which applications can be run on mobile and connected appliances. By
owning a range of market-dominating platforms, corporations are able
to use - and in the worst-case scenario, exploit — the cumulative effects
that arise when different platforms are interconnected, or create stra-
tegic advantages in other ways - for example, by owning the exclusive
rights to user data and behavioural data which, in turn, can be used to

28 For a more in-depth discussion on this, see Gillespie (2018a).
29 See, for example, Caplan et al. (2018), Noble (2018) or Larsson (forthcoming).
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develop far more sophisticated functions than less established com-
petitors are capable of. It is not hard to envisage the synergic effects
between data on real-time mobility (smartphone geolocations) and
granular geodata (maps) when mapping traffic jams and patterns of
urban movement (i.e., getting an advantage in potential markets for
urban transport and self-driving cars). These exclusionary market
advantages are referred to in the tech industry as “moats” and are often
viewed positively by the market actors involved. But in cases where
leading actors’ platforms block other actors from interacting with each
other, competition can quickly become distorted. There is a tension
between what may be seen as infrastructure — where the importance of
net neutrality is often emphasized - and market dominance, that may

lead toward different kinds of monopoly.*

Synergistic effects that arise when different digital platforms inter-
act with each other and with the surrounding world may be difficult to
predict in advance. The number of platform solutions that interact in
different ways is constantly increasing, and global giants such as Apple
and Alphabet often act as umbrella organisations that each have their
own ecosystems of interacting digital platforms® - e.g., when Internet
users browse the Internet on a Chromebook using the Chrome browser,
in order to be exposed to advertising via Google’s advertising infrastruc-
ture, and search for a film using Google’s search engine which is then
streamed via Google Play and/or Chromecast, while the viewer posts

comments about it online, using her Google username.

30 The concept of monopsony is enlightening: If monopoly infers that there is only one
seller that many buyers, monotony entails that there is only one buyer of a product but
many sellers. This is becoming a serious problem with regards to wage developments
in the American labour market; and it is being caused by a high degree of consolidation
and concentration of the market economy among a small supply of dominant employers
(Naidu et al. 2018). The degree to which platformization contributes to these tenden-
cies, specifically in the labour market, is an open question, but digital market leaders
such as Amazon, Spotify and App Store are typical examples of platforms that would be
expected to cause monopsonic effects in their respective markets.

31 Andersson Schwarz (2017).
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Conclusion

In recent years, the concept of platforms has emerged as one of the most
central concepts in the digital economy. Platforms enable a wealth of
new, effective ways of organising society — but they are also based on
certain intrinsic elements of governance and technocratic control, as
one of their key premises is how human actions have to adapt to com-
puter code, and how the proprietary, centralised mode of organisation
that platforms give rise to entails a considerable degree of opacity and
secrecy. A handful of platform-based companies (Google, Facebook,
Apple, Amazon, Microsoft) have gained enormous global influence, who
wield power not only over their end-users but also numerous other soci-
etal actors, who in different ways either directly rely on, compete with,
or have to take into consideration the workings of these platform giants.
Many of the smaller platform actors in the digital ecosystem are in many
respects depend on these mega-platforms.

We see how algorithm-based systems affect and even configure entire
industries. Likewise, technocratic systems affect the minutiae of peo-
ple’s daily lives. Perhaps more importantly, important social relations
are transformed due to the sometimes whimsical priorities and unex-
pected side effects of digital platforms. Moreover, what are the macro
economic repercussions when more and more sectors and industries are
dominated by platform-based actors? What role does personal data play
in the new economy, and are external actors really able to assess the rel-

evance, representativity, and efficacy of said data?

As traditional market actors (that is, those that were born long-before
the digital era) embrace platformisation as defined above - utilising and
analysing consumer data, in order to predict particular outcomes, and
automate and outsource decisionmaking - the vital policy challenges
are growing in significance. Note, for example, how insurance compa-
nies are transitioning into so-called InsurTech and perform granular,
individual-level rather than traditional demographic, aggregate-level

risk-assessments and, moreover, sometimes trade in personal data on
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an increasingly complex market. Platformisation affects banks and
financial industries, it affects healthcare and precision medicine, as
well as automated decisionmaking in the public sector. It affects prop-
erty management and real-estate brokerage, an expressly slow-moving
sector, as they take on so-called PropTech. Part of this development is
fuelled by the megaplatform companies, those that were indeed born
online; note, for example, how Google and Amazon engage and experi-
ment with domestic environments, collecting data from households via
microphones and speakers, or offer payment solutions in place where
banks and credit cards companies might previously have been con-
trolling the monetary flows. And, it is also fuelled by startup ventures,
smaller and newer, aiming for pieces of the market where incumbents

fail to be relevant.

What then, ultimately, is a “platform society”? Are we seeing the emer-
gence of genuinely new ways of running companies and organising
human work and capital, and what does it mean for innovation skills,
nationally, regionally, and worldwide? Rates of innovation were, accord-
ing to some measurements, higher at the beginning of the millennium
- when many of the now incumbent platforms were founded, while rates
of innovation would arguably be lower given an increasingly consoli-
dated economy dominated by functional gatekeepers, raising barriers
of entry for new entrepreneurs. At the same time, the platform business
model appears to be a template for technocratic governance and auto-
mated administration, enabling the scale, security, and speed required
for machine learning and algorithmic behavioural nudging. The effects
are likely to be far-reaching, but difficult to comprehensively predict. Is
this even the case of new forms of monopoly? What lessons can we learn
from contemporary developments in major global power blocks such as
the USA, the EU, and China? What does this mean for singular countries’
own domestic abilities to make policy and retain sovereignty? What
should a desirable regulation of the digital economy look like, and what
legal spaces are there for this to be implemented, realistically?
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There are so many questions to ask, and a report like this one is barely
skimming the surface. Nevertheless, let us conclude this report by look-
ing forward and noting three key areas of policymaking.
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THREE KEY ISSUES

1.Law

Does the platform society need new regulation? In such case: what
type, and why? If we look at the largely diverging (yet, in some aspects,
converging®) US and European policy contexts, what should a plat-
form-conscious regulation look like? As digital platforms tend to chal-
lenge traditional legal categories, it becomes important to judge large
platforms based on the various concrete features they offer and the
effects that they evidently generate, and propose regulation based on
the distinct (but sometimes partially overlapping) features. For exam-
ple, Facebook operates as an e-identification, as a matchmaker for small
and medium-sized businesses, as well as a disseminator of editorial
content: These are all very different functions that each would adhere
to partially different legal systems. Moreover, regulation is unavoid-
ably something that needs to anticipate and balance different, some-
times mutually incompatible social values - we therefore suggest that
future regulation should not only be feature-specific, but it must also
be preceded by comprehensive democratic discussions about what val-
ues one wants to determine, why and how. How should we, for example,
prioritise security, both on the individual level (personal integrity) and
on the national level (general legal compliance as well as geopolitical
considerations) versus economic and technical efficacy? Can such con-
siderations differ from case to case, area to area, or are there also some

generalizable basic conditions that could be observed?

2. Economy

What is the price of “free”? Many people look no further than the possi-
ble inconvenience caused by customised advertising. With customised
(personalised) advertising, personal data acts as a kind of currency, but
at the same time it is difficult to evaluate what the cost really is for the
platform users (i.e. for the ad buyers as well as for the end-users who

32 See Andersson Schwarz’ chapter (this report).
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are exposed to advertising and whose data is extensively collected).®
It may be that transparency is inadequate regarding personal data, and
how it is used - something that the recent EU data protection law is
intended to address. What do the underlying business models look like
and are their societal impacts only net positive? What possible negative
effects could be observed - negative for whom, and why? How could, and
should, these negative effects be remedied? How to combine low barri-
ers to innovation with strong consumer-friendly services (premised on
winner-take-all tendencies where one and the same provider offers a
superior range of supply) while at the same time setting limits to profit
from rent-seeking behaviour, anticompetitive cross-subsidization and
predatory pricing?

3. Politics

What ideological approaches should be taken, with regard to the plat-
form society? Despite the apparent efficiency gains that platformisation
begets, from a liberal point of view, if the platform society is in effect
a control society and in many respects a dream scenario for central
planners, as well as a catalyst for monopoly tendencies and rent-seek-
ing behavior, this cannot be compliantly and uncritically accepted. At
the same time, it is a society of potentiality, where digital technology
makes a lot of exciting, even life-changing developments possible. The
devil is in the detail: It very much comes down to the ways in which the
infrastructures are designed. Are they making innovation conditional on
the goodwill of large actors? Are we already living in far more of a sur-
veillance society than many would be inclined to admit? The balance
between those who benefit and those who become disadvantaged or, for
that matter, what values are gaining traction at the expense of other val-
ues - these are political considerations. What is “right” and “left” in a
digital platform context - or is it even possible to make that distinction
in a platform society? Who or what institutional actors should look after
citizens’ rights and obligations in the platform society? Is there even a

need for a digital “reclaim” movement?

33 E.g. Larsson (2018).
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This ELF report is part of a much larger assignment, conducted through-
out the last year, in which we have sought to address the social relevance
and importance of digital platforms for the liberal and democratic soci-
ety — with a series of follow-up questions regarding innovation, policy,
and regulation. This has taken shape in the form of an anthology, soon
to be published by Swedish think-tank Fores, on the subject (Eds. Jonas
Andersson Schwarz and Stefan Larsson). At its core, we argue that we
need to get collectively better at understanding what platformisation (as
a specific subcategory of digitisation at large) really means for society
as a whole. What promises, challenges and threats are there? The pub-
lication of this ELF report also happens to coincide with the publica-
tion of another book, The Platform Society: Public Values in a Connective
World (Eds. José van Dijck, Martijn de Waal, and Thomas Poell) which
addresses the same topics from a decidedly European perspective. We
would like to express our sincere gratitude to professor van Dijck for let-
ting us take part of the manuscript of that volume at such an early stage
of this process.
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What is a digital platform economy and what are its key

policy implications? This report on Developing Platform
Economies collects four chapters from researchers in the
fields of economy, media and law to define, scrutinize and
draw empirically based policy-recommendations for a
European context, particularly in comparison to the US.
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