DIGITALEZ| @)

o v
G o
e c E H 2| INSTITUTE FOR POLITICS
o | ANDSOCIETY

UberEconomy - A Shared Future?

POLICY PAPER | May 2017
Author: Jan Klesla



U be r E c o n o my _ The working breakfast will feature:
Mateusz Litewski

A s h a red Public Policy Manager, Central &

Future?

Eastern Europe at Uber (Poland)

Ondiej Maly

Digital Agenda Coordinator, Office of
the Government of the Czech Republic

AleS Chmelar

Financial Analyst, Office of the
Government of the Czech Republic

The policy paper is published in con-
nection to a business breakfast: The
UberEconomy - a shared future?
The business breakfast is organized
by the European Liberal Forum, the
Institute for Politics and Society, and
UBER. It is a follow-up event to the
panel, Digitization of Payments and
Finances, at the 2017 international
conference: Digital Czech Republic.

Ales Michl

Chief Economist and Co-owner
at Investment Fund QUANT

Jaromir Novak

Chairman of the Council of the
Czech Telecommunication Office

Jan Klesla

Deputy Head of the Economic Section,
Lidové noviny

This is a roundtable discussion organized by the European Liberal Forum (ELF) with the assis-
tance of the Institute for Politics and Society, and co-funded by the European Parliament. The
European Parliament is not responsible for the content of the program, or for any use that may
be made of it. These views do not necessarily reflect those of the European Parliament and/or
the European Liberal Forum.

Pavel Kysilka

Economist and founder of
6DAcademy




Ui & W N=

Content

e

Introduction - The Sharing Phenomenon

Basic Principles and the Current State
of the “Sharing Economy"” in the Czech Republic

The Real Benefit-Index

The Future and Sharing Potential - Centralization
and Ownership

Conclusion - Obstacles, Challenges, and Regulation



Sharing or
“Uberizing”

The shared economy is the most
visible example of the disruption of
traditional business models by the
digital world. This so-called uber-
ization has affected not only pas-
senger transport and accommoda-
tion, but also other services such as
education and healthcare. It casts
doubts about established employee
relationships, tax and other contri-
butions, and perhaps even the very
concept of ownership. But is this ac-
tually a real, shared and more effi-
cient use of resources? In particular,
this paper seeks to open up ques-
tions as to whether a shared econ-
omy, as we see it today, will bring
forth a truly greater creation of val-
ue and wealth to the economy.

The starting pointistolook atthe de-
bate about the regulation of various
models referred to as the shared
economy through a basic economic
viewpoint. Currently, there is a lack
of measurement methodology and
data, as well as an authoritative de-
scription of this fast-growing branch
in the Czech Republic. Our aim is
to bring, at minimum, a basic price
comparison to one field and to open
the conversation to the questions
above before it begins to encroach
on regulatory instruments so-called
“blind-spots”.

The notion of shared economy is
generally considered to be an um-
brella term for a number of business
models such as “co-consumer,” col-
laborative economics or collabora-
tive consumption, P2P (peer-to-peer
economics), access economy, on-de-
mand economy, and gig economy.
Common among these models is
the use of otherwise dormant re-
sources as well as the minimization
of transaction costs through the use
of online communication tools and
platforms. In more developed digital
economies, the very notion of shar-
ing is considered to be inaccurate, as
it goes beyond the ideological and
marketing levels which do not meet
the requirements of the traditional
economic definition.



At present, the general shared
economy in the Czech Republic
can be described as less developed
compared to the most advanced
economies in the world. It is main-
ly dominated by transnational plat-
forms for the provision of passen-
ger transport (Uber) or the rental of
flats (Airbnb). As a rule, the whole
range of services is either not avail-
able or limited to a particular terri-
tory (cities, especially Prague). Local
services are either in the minority or
do not meet the (vague) criteria for
inclusion in the shared economy.
That is why we have chosen Uber
and its competitors as the example
for this paper in order to make an
international comparison.

It should also be emphasized in ad-
vance that there are currently no
conclusive and up-to-date statistics
and that all previous studies have
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been limited to the use of estimates
by the authors without reference
to relevant sources or a complete
methodology. Such procedures will
not be done here.

The Czech shared economy can be
divided into three basic types:

a. Business Based on Digital
Platforms

Makinguse of online platformstolink
supply and demand at lower costs.
In the case of Uber, it is primarily a
so-called fleet program, where local
partners (often shell companies) de
facto employ drivers and rent their
cars at a predetermined flat rate and
reward (which then nears minimum
wage). For Airbnb, there is a target-
ed purchase of real estate due to
low interest rates on mortgages ex-
clusively for the purpose of renting
entire dwellings, including the use

of other services (cleaning). In both
of these cases, it is not possible to
talk about sharing in any sense,
because there is no use of economic
resources that would otherwise not
be used. On the contrary, it is likely
that such cases may contribute to
negative phenomena such as artifi-
cially reducing labor supply and ris-
ing property prices. There may be
problems with compliance to appli-
cable legislation, such as protection
of employees’ rights to compliance
with fire and other regulations, and
proper payment of taxes and other
contributions.

b. Real Sharing

At the opposite end, there is real
sharing in the form of regular or ad
hoc joining, for example. In the case
of real estate, there is the subletting
of the rooms, or even of the entire
flats, that owners cannot or do not



want to use at the moment. This
category may also include borrow-
ing of various items (tools, house-
hold items, but also cars) that would
remain untaxed without minimizing
transaction costs through digital
technologies. This category, in a
narrow sense, is a real shared econ-
omy, whichis the only one that com-
pletely fulfills the generally accept-
ed goals of increasing the efficiency
and potential of the economy. In the
Czech Republic, for example, Uber
is not available everywhere.

The most controversial, and the
most difficult methodologically, is
when an individual uses their time
and assets for occasional or regular
gains, but there is no systematized
fee set for the work and the pay-
ments are primarily made through

foreign funds. This case can be de-
scribed by the traditional Czech
term “melouch” and it is very dif-
ficult to include it under the no-
tion of shared economy. On the
one hand, there is a real sharing of
time and resources that would oth-
erwise not be used. On the other
hand, all the services provided out-
side of the traditional employment
relationship by, for example, trades-
men, are often negotiated today
with the help of modern communi-
cation technologies, and would be
qualified as “melouching.”

Additionally, you can successfully
raise doubts about the econom-
ic efficiency due to increased and
regular wear and tear for de facto
secondary business activities and
thus to the need for a calculation of
standard depreciation. Founder of

Uber, Travis Kalanick, calmed down
representatives of the automotive
industry with his comments at the
2016 World Economic Forum, when
he stated that the company was
just compensating for the increased
need for new cars.

A number of services are not includ-
ed in this category, because it is no
longer business as usual in the con-
text of traditional business models,
as many are now using modern
communication and digital tech-
nologies, especially mobile applica-
tions. These services, such as taxi
applications, car rentals, and vari-
ous hotels, hostels, and their search
engines, can and are in direct com-
petition with shared economy mod-
els. However, they cannot be includ-
ed here.



The economy of the Czech Repub-
lic is below the average of the world
and Europe. At least as far as the
prices of the services of the so-called
shared economy are concerned, as
shown by the global comparison of
Uber's alternative taxis, including
the level of wages and other costs
in metropolises.

The most expensive in the world is
Japan’s megalopolis Tokyo, followed
by Helsinki, Finland. Prices are also
a considerable distance away from
London and other West European
metropoles. On the opposite end
are India, Kazakhstan and the pop-
ular tourist destination, Thailand. In
comparison, prices for alternative
taxi services like Uber are half of the
global average in the Czech Repub-
lic and Prague.

Benefits of the

Shared Economy

The below-average level of costs
including wages was shown by the
so-called Uberindex, created by the
think-tank Institute for Politics and
Society in cooperation with Lidové
noviny. The Uberindex was inspired
by the famous BigMac Index, which
was featured in the prestigious
magazine The Economist. The in-
dex consistently argues that the
cost of comparable goods world-
wide reflect the costs in individual
economies. Instead of a hamburg-
er; however, it takes a comparable
service - a ten kilometer Uber ride
in the basic version, Pop or X, that is
provided by contracted individuals
in their personal vehicles.

Thus, the Uberindex reflects, above
all, the different wage levels in in-
dividual countries, and indicates

that the Czech Republic's position
is roughly equivalent to the previ-
ously mentioned international and
European comparisons. Its position
is also based on the maturity of
the market and therefore the com-
petition level. Unlike conventional
indicators such as the level of pur-
chasing power or GDP, the Uberlin-
dex shows how the economic level
of the country is reflected in mod-
ern sectors of the so-called shared
economy.

See index - maps, overview
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The price comparison of the base
version of the alternative taxi service,
Uber, in 51 metropolitan areas.

It comes from the standard rate for
a ten-minute ride of
ten kilometers.



The price is the sum of the standard
rate plus the cost per kilometer and
minutes of the ride. ,The basic price
is the starting rate, which is influen-
ced by several factors. In particular,
itis influenced by the price level and
dynamics of the given market, and
then, the average time and distan-
ce to the pickup point. The overall
picture of prices on a given market
will, of course, amount to an aver-
age amount for a ride,” says Tomas
Petovsky, head of the Czech branch
of Uber.

The survey focuses on the capital
city of each country in which the
service operates. This is also stron-
gly influenced by local regulations.
In some countries Uber and its fre-
ight services either cannot operate
at all, or it must operate in the same
manner as a classic taxi service, as
in Germany for example.

The cheapest
country in the EU

Poland

4,77

The most expensive
country in the EU

Finland

29,81

15,98 20,17

18,72

29,81

19,07

16,44

17,06 6,08

15,68

14,3

21,81

12,79 391

2,72



Comparing our Uberindex and the
Big Mac index compiled by The Eco-
nomist, we find that one ride with
the standard version of Uber in
Prague is the same as buying two
hamburgers. By contrast, a ride in
London will buy nearly four ham-
burgers. Of course, this is a simple
comparison, as prices are influen-
ced to a large extent competition in
the relevant markets and the price
of labor. However, certain conclusi-
ons can be drawn from the fact that
our assessment does not show ma-
jor differences from the comparison
of economies based on indicators of
purchasing power parity (PPP). This
suggests that the shared economy
has not yet demonstrated its poten-
tial to increase the local economy in
general and among individuals.

It can be stated that the aforemen-
tioned insufficient development of
real sharing is to blame, and that a
mixed option is emerging. Or worse,
sharing platforms are used only as
a tool for the evolution of older bu-
siness models. Pressure to change
the future concept of ownership
can only be expected within the
former model. In other models, we
see a move toward centralization,
which - as history indicates - may
prove more effective. In this regard,
it would be a mere repetition of his-
tory.

Pricing is the main difference
between the different platforms.
While Uber is currently the platform
setting the price of services, other
platforms rely on the providers and
the recipients of services to impact

the economic movement. Howe-
ver, this sector acts merely as an
intermediary. The current moment
potentially holds significant impli-
cations in terms of protecting com-
petition and regulation, which has
been emphasized in the ongoing
proceedings before the EU Court of
Justice.



The most expensive country

Japan

33,8

The cheapest country

India

1,14
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World Average

9,56

EU Average

12,68

Japan
Finland
Italy

UK

South Korea
Sweden
Norway
Belgium
Denmark
Ireland
France
Netherlands
Australia
Chile

33,8

29,81
21,81
20,17
19,55
19,07
18,72
17,06
16,44
15,98
15,68
15,46
15,15
14,6

Spain

New Zealand
USA

Austria
Puerto Rico
Canada
Russia
Portugal
Greece
Singapore
Czech Republic
Slovakia
Costa Rica
Uruguay

14,3
13,73
13,05
12,79
10,2
9,51
9,25
9,06
8,67
6,6
6,08
6,08
5,76
5,75



Panama
Estonia
Croatia
Brazil
Lithuania
Argentina
Poland
Guatemala
Sri Lanka
Peru
Romania

Dominican Rep.

Vietnam
Belarus

5,7

5,68
5,65
5,45
5,03
4,86
4,77
4,31
4,06
3,96
3,91
3,43
3.4

3,12

Colombia
Mexico
Ukraine
Azerbaijan
Thailand
Malaysia
Indonesia
Kazakhstan
India

3,04
2,8

2,72
2,3

2,16
2,01
1,93
1,91
1,14

.

Source: Institute for Politics and Society / LN



Based on the summary of the
economic issues and challenges
facing us in the so-called shared
economy, it is possible to draw
the following conclusions:

a) ltis necessary to further descri-
be the real economic impact of
the various types of shared eco-
nomy while still distinguishing
between them;

b) In developing possible regula-
tions, we must first take into ac-
count the reality that the shared
economy has not yet developed
its full potential, and that legisla-

Conclusion

tive changes should not prevent
it from doing so. On the contrary,
it is advisable to support the de-
velopment of real sharing, which
has the potential to increase eco-
nomic efficiency and welfare;

c) The issue of developing and
protecting is a key issue in a sha-
red economy, especially when
the issue of platform-level pricing
arises.









