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Introduction


 


BACK IN 2000, sleepless at night during the early months of building Zipcar, I had a recurring nightmare. Lying in bed next to my husband, I imagined the mafia—the rental car mafia—bursting through the door, black machine guns bearing down on us. I understood clearly that we were on a path that was going to break a hundred-year-old industry.


What I failed to appreciate back then was the much larger movement made possible by the Internet. Zipcar was a trailblazer. When you can connect and share assets, people, and ideas, everything changes, not just how you rent a car. Google, eBay, Facebook, OKCupid, YouTube, Waze, Airbnb, WhatsApp, Duolingo—all are part of this transformation of capitalism. Web 2.0, the sharing economy, crowdsourcing, collaborative production, collaborative consumption, and network effects are simply terms we’ve created along the way in an effort to capture what is going on. Attributing all this to “the Internet” misses the building blocks and therefore the ability to replicate this type of activity in a more controlled way. There is one structure that underlies all these—excess capacity + a platform for participation + diverse peers—and it is fundamentally changing the way we work, build businesses, and shape economies. I call it Peers Inc.


Peers Inc combines the best of people power with the best of corporate power. One can think of it as using every resource and every stakeholder efficiently. The “Inc” delivers only on industrial strengths (that require significant scale and resources), and the “Peers” deliver on their individual strengths (localization, specialization, customization). When Incs and peers focus only on what they do best, each handling what is difficult, annoying, or just plain impossible for the other, the resulting collaboration is compelling and sometimes miraculous.


In a world of scarcity, Peers Inc organizations create abundance. Harnessing resources we already have—physical assets, skills, networks, devices, data, experiences, processes—these organizations grow efficiently, and sometimes exponentially. Peers Inc redefines our understanding of assets—proprietary versus in common, private versus public, commercial use versus personal use—and requires a rethinking of regulations, insurance, and governance. Tapping into a diversity of peers, these organizations are creative and have the potential to learn exponentially. Peers Inc rewrites the rules for value creation: Shared resources unlock the greatest efficiencies, shared minds the greatest innovation.


Peers Inc is driving the transition from the industrial to the collaborative economy. The old economy was built upon the idea that wealth is created by hoarding assets and selling them off bit by bit. This is why we invented patents, copyrights, trade secrets, certifications, and credentials. It is also why I owned my own car and why I bought hundreds of records. We all hoarded stuff, kept it close, and locked it up, because we believed that this was the way we (individuals, corporations, institutions, governments) would reap the most value. The result was an enormous loss of potential—excess capacity just yearning to find the light of day. When we look deeply into the whys and hows of Peers Inc accomplishments, we see again and again that open and connected assets and minds result in the greatest value.


In our volatile world, Peers Inc collaborations can create change with a pace, scale, and quality we previously thought impossible. Creativity, innovation, resilience, and redundancy are intrinsic to every Peers Inc endeavor. This is the structure for our times: With it we can experiment, iterate, adapt, and evolve, quickly. We can solve large problems cost-effectively and rapidly. We can scale globally yet adapt to the very local. The old industrial model cannot solve climate change. It is too slow, too inefficient, too exclusive. Peers Inc is driving the rapid transformation of our economy and will also provide an answer to the conundrum of disappearing jobs, escalating income inequality, and devastating resource scarcity.


What we do now will have profound and lasting effects on our future. We are at the end of the old fossil-fuel-saturated, consumption-based industrial economy. We are at the beginning of the new collaborative economy, which thrives on sharing, openness, and connectedness. What we choose to leave behind and how we prepare for the new will determine whether we make this transition in time and how many people we help cross the chasm. It’s an all-hands-on-deck moment.


HOW TO READ THIS BOOK


Entrepreneurs, businesspeople, the digerati, the revolutionaries, policymakers, and the naturally curious should all find novel, thought-provoking ideas within. The arc of the book runs like this:


Part I: The Building Blocks


Chapter 1: Zipcar start-up story, where it all started. Then the three components of Peers Inc: excess capacity (Chapter 2), platforms for participation (Chapter 3), peers (Chapter 4). Chapter 5 (the three miracles): This is one of my favorite chapters and the fulcrum on which this book pivots.


Part II: Execution


Chapter 6 (building your own Peers Inc), Chapter 7 (government’s role), and Chapter 8 (legacy institutions) provide concrete ways to act on this new paradigm, and, of course, lots of stories. Chapter conclusions propose unconventional policy recommendations that build on each other. I was surprised where writing this book led me!


Chapter 9 is all about the power of money and funding. If you are looking to stir up the revolution, this chapter has the seeds for how to work around the status quo.


Chapter 10 is one of the reasons I wrote this book. It lays out the case for how the Peers Inc structure is the only way we are going to meet the speed, scale, and local adaptation requirements to address climate change in time to prevent the catastrophic change that we’ve set in motion. This chapter is both sobering and optimistic.


Chapter 11: The conclusion is really a beginning. I make a strong case that transition to the collaborative economy is inevitable.
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PART I


The Building Blocks




 


ONE
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“Hello, Zipcar. This Is Robin.”


My Three Theses


AFTER I CO-FOUNDED ZIPCAR, a national magazine described Antje Danielson and me as “two moms” from Cambridge, Massachusetts.1 While it’s hard to see this statement as anything except condescending, it named pieces of my life experience that absolutely made me the most qualified person to run Zipcar—namely, being a mother of three. But let me start at the beginning.


My father was an American diplomat. I lived in seven countries and went to thirteen schools before graduating from high school in Alexandria, Egypt. This upbringing made me resourceful, adventurous, and independent, and I learned quickly how to navigate new cities and be pragmatic about transportation. From an early age I’d been given the freedom to go where I wanted by foot, push scooter, and bike, exploring Damascus (Syria), Jerusalem, Mbabane (Swaziland), and Arlington (Virginia), and getting out of my mom’s hair—she had six children and a laundry list of responsibilities. While most American teenagers were pining for their driver’s license and the freedom it would bring, when we moved to Alexandria, Egypt, for my senior year of high school, my transportation options gloriously expanded to include very cheap taxis and trolleys.


After all those years of movement and a life of constant novelty, as an adult I ended up in Cambridge, Massachusetts, for twenty years. Twenty whole years! How could I feel a similar independence in Cambridge, finding the fastest and most convenient ways to move myself and my three young children through the busy and complicated dance of day care, work, food shopping, time in the park, playdates, and after-school activities? In our urban environment, this usually meant traveling by foot (no car seats, no seat belts, no search for parking) or by public transit. But having occasional access to a car would have simplified rather than complicated things.


My self-reliant, resourceful, adventurous, and impatient attitude came into play in those early months of building Zipcar. Much later—post-Zipcar—I learned in conversation with a friend, Karim Lakhani, whose meticulously researched PhD thesis was on innovation platforms, that the best solutions and the most creative practices usually come from people as far removed as possible from those who are “experts” in a field.2 I would be such a person. By contrast, the people with the money, prospective angel investors and venture capitalists that Zipcar needed to make the company work, were car owners and daily drivers. Our idea of sharing cars, rentable by the hour and by the day, went against what they knew about people, status, lifestyle, technology, operational difficulty, financing, and women as founders of car companies.


Zipcar started on a bright back-to-school day in September 1999. September has always felt like the month when, no matter my age, I think about the future, change, and the promise of the year stretching ahead. Perhaps this is because I live in a northeastern university town where herds of young people arrive with full backpacks just as the leaves change and the wind picks up. That September Antje and I were in Ras Café, a few blocks from our children’s elementary school, with a couple of hours before school let out. Her son and my youngest daughter had been best friends the year before in kindergarten, two active rapscallions who had recognized a partner-in-crime. Antje described what she had seen on a recent vacation to her hometown in Germany. Sitting in a café in Berlin, she had seen a shared car parked across the street. She had investigated and found it was available for rent by the hour and by the day. She was smitten by the idea. What did I think? Would it work in Cambridge?


Mine was the perfect ear to hear this: the right person at the right place at the right time. I’d recently attended a reunion at MIT’s Sloan School of Management and had listened to my classmates’ stories of start-ups and successes. Metro Boston was a hotbed of technology start-ups at the time. Raytheon, DEC, Data General, Wang, and EMC had all been founded here—it was the East Coast equivalent of Silicon Valley. The current dot-com boom, enrapturing investors and entrepreneurs alike, reached its peak a year later, in March 2000, with the NASDAQ at an all-time high.


Not only was I ready to do a start-up, I also was the target market for car sharing. My husband drove our car out to his suburban office every morning, where it would sit in a parking lot all day. And while I definitely needed a car sometimes, there was absolutely no way I wanted to buy another, park it on the street in our city neighborhood, maintain it, and shovel it out after snowstorms. I didn’t want to deal with remembering the monthly alternate-side-of-the-street-cleaning days and dashing out to move the car when I heard the garbled 7:00 a.m. warning from the tow truck loudspeaker. For me, as for most people who live in a city and don’t need a car to get to work, the costs of car ownership are far greater than the potential benefits. Once, maybe twice, and under duress, I’d borrowed a neighbor’s car. But asking to borrow it regularly would make me feel like I was a moocher. I needed Zipcar.


Two months after incorporating, we got our first angel investment, $50,000, from Jeannie Hammond, an MIT classmate. The bulk of that money went to one engineer, Jim Lerner, who worked closely with me to build Zipcar’s first website, the member application page, the car reservation and payment processes, the basic fleet management system, and the database integration that underpinned these. A significant but smaller amount went to logo and website design. Four months later, Zipcar had $68 in its bank account and three days before going live. The plan was to place four cars in four reserved parking spaces, one near each of four consecutive subway stops in Cambridge and Boston. We already had a new lime-green Volkswagen Beetle that we had named Betsy. I had bought the car myself, using my house as collateral, and was paying it off in installments of $299 per month. Three additional cars, all Volkswagens—a Beetle, a Golf, and a Passat—were scheduled to be delivered the next morning.


Then I got a call from the vice president of the leasing company. He informed me that he would feel “more comfortable” with a $7,000 security deposit for each car before he would release the vehicles to us. You’d think I might have panicked. Instead, I just felt tired. Nothing had come easily. Here was just another hurdle.


It was late afternoon and I didn’t have the brainpower to think through options, so as a distraction, and because it was on my calendar, I went to a 6:00 p.m. launch party for another start-up. The reception was in a barely renovated factory building: cement floor, walls newly painted white, long catering tables covered with white paper tablecloths against one wall. I had just walked in when Juan Enriquez, an angel investor I’d been in touch with, came over. I would get to know Juan later, but on that June day we had a remarkably short and direct conversation.


“Hi, Robin. How’s Zipcar going? What can I do for you?”


“I need $25,000 by tomorrow morning.”


“Done,” he said.


And indeed, by nine o’clock the next morning, when I called the bank, the money had been wired in. I gave the lessor the money, we got the cars, and Zipcar launched.


But I still had to raise real money. In 2000, the online networks and marketing portals that connect would-be funders with would-be innovators had yet to be invented, so peer lending, crowdfunding, and one-stop shopping for angel investors were not options.


My first tip-off that venture capitalists and I might not see eye to eye was at my third meeting with one of Boston’s founding fathers of venture capital. We were eating together in the office building lunchroom after our more formal meeting. I learned that he had children too—nine! I am fifth in a family of six. I told him that my favorite movie as a child was Peter Pan, and that after I saw the movie for the first time on TV, when I was five or six, I had climbed up on to the top of the dresser in my shared bedroom and had jumped off with the hope of flying. I landed on the floor with a hard thud.


He told me that he had put one of his children, at age two, on top of the dresser in the bedroom. Holding out his arms to his child, he told him, “Jump! Jump!” The child hesitated. “Jump! I’ll catch you,” he repeated. The child jumped, and he stepped away and let him fall. “I had to teach him at an early age that you can’t trust anyone.”


That story stayed with me on the subway ride back home to my house, and when I went to pick up my six-, nine-, and twelve-olds from school. It ricocheted through my head all afternoon. And I repeated it to my husband once my children had been put to bed. It seemed that venture capitalists and I had completely different worldviews. I thought you could trust people. That the vast majority of people were good. That I could count on my father, and even a stranger, to catch me if I fell within arm’s reach. Every day, perhaps naively, I try to find and build the world I want to live in. From the outset, I saw Zipcar as an example of a different way of thinking about business, in which assumptions about trust, responsibility, and collaboration were changed.


MY THREE THESES


My three most fundamental beliefs, which gave me faith Zipcar would work, gave most investors and business reporters pause.


Robin’s Thesis #1: People are willing to “share” cars instead of owning them because the economics make sense.


Investors’ response: The American psyche is tuned toward consumption and ownership. Americans have a special relationship with their cars and our status is bound up in our cars. We don’t want to use cars. We want to own them.


Robin’s Thesis #2: A technology platform leveraging the Internet and wireless technology makes sharing effortless.


Investors’ response: The technology hurdles are too high, too complex. It’s never been done before. You aren’t an engineer.


Robin’s Thesis #3: The company can trust people to pick up and drop off the cars without supervision, fill them up with gas using the company credit card, and take their trash when they go.


Investors’ response: The people doing it in Europe are Swiss! We Americans will never treat cars so well.


There are quotation marks around the word “share” in that first thesis because I learned that about 40 percent of the people I surveyed in the fall of 1999 had really negative associations with that word. To them, sharing implied “dirty,” “poor quality,” “having to wait,” and “hippie-ish”—all qualities that were far from the service we intended to build. As a result, I abandoned use of the word sharing, but not the idea. We believed that technology would transform sharing into a seamless and efficient transaction. Zipcar would provide a high-quality service, and our customers wouldn’t have to coordinate with other people or wait for a turn.


As it turns out, my belief in the potential for sharing foretold what would unfold in social media over the next decade. Facebook and other social media companies have since thoroughly rebranded the word sharing. Fortunately, my prediction that people were willing to share was accurate. Hardly a minute after the Zipcar website went live (but before the launch), the phone rang.


“Hello, Zipcar. This is Robin. How may I help you?”


“Hi, I’d like to rent a car.”


“Are you kidding me? We just went live! This is incredible! Sure!”


And so Craig Kleffman became the first Zipcar member. He rented our cars by the hour to transport his drum set to gigs he played at, and rented them by the day to get himself to the out-of-town triathlons he participated in. For people like Craig, who live in cities and don’t need a car to get to work, both car ownership and car rental mean getting more car than they actually want to use. People chose Zipcar because sharing was the financially smarter choice—and we were cool, smart, fun, urban, convenient, and reliable as well. Upon its sale to Avis in 2013, thirteen years after its founding, Zipcar had 760,000 members sharing 10,000 cars across the United States, Canada, and the United Kingdom. Recent purchases of local car-sharing providers in Spain and Austria, and a launch in Paris in 2014 continue to extend Zipcar’s reach.


Zipcar’s goal was to make renting a car as easy and convenient as getting cash from an ATM. We needed to deliver simple, convenient, reliable access to cars that were available—just like ATMs—throughout the city. Users needed to be able to reserve and unlock cars in seconds, at any time, and with no one standing between them and the vehicle.


It took me six months to come up with this simple ATM metaphor for what we were trying to do. Today I think we were successful not because we made renting a car as easy and convenient as getting cash from an ATM but because we made renting a car easier and more convenient than owning one. The “Wheels when you want them” tagline foreshadowed the movement toward giving consumers access rather than ownership. Why own (and store, manage, and pay for) the whole thing when you can be assured of having it at hand only when you need it? That said, delivering on this new way of consuming took a lot longer than half a year.


I knew that nobody would rent a car for an hour if it took fifteen minutes to pick it up—finding a service location, standing in line, and filling out the requisite forms—and almost as long to return it. The logic for a very low transaction effort (and cost) was compelling from our business perspective as well: For Zipcar to work, we needed to be indifferent between eight 1-hour rentals and one 8-hour rental. Getting our transaction costs as close to zero as we could was absolutely necessary. When our fleet grew and I needed to hire a VP of operations with big-fleet experience, the candidates from the car rental industry would ask me, “So what’s Zipcar’s transaction cost?” At that time, almost all of our hard-won investment dollars were being poured into technology. Our development costs were huge. But the result was zero marginal cost for each transaction.


“What is your transaction cost?” I’d prompt. I learned that in the rental industry the cost was between $8 and $12 per transaction! Yikes. No wonder they required a one-day minimum for every rental and extension.


What was good for us was also exactly what the customer wanted. To make the transaction cost zero, to make sharing effortless, we needed technology that had several parts:


1. Customer-facing software. Initially customers used the website to join Zipcar, reserve cars, pay their bills, and manage accounts (smartphones didn’t exist yet).


2. Back office: The web pages—that only we could see—allowed us to manage customers, cars, and parking locations.


3. In-vehicle hardware. The Zipcard reader under the windshield allowed customers to walk up and unlock the car they had reserved. An antenna enabled communication with the reservation system, and a small black box let us physically unlock the doors, enable the ignition, know what distance had been driven, and understand why the check-engine light might be on.


When Craig, our first member, reserved a car, it would go something like this. Say he wanted to do a big grocery store run on Tuesday night and needed a car from 7:00 to 9:00 p.m. At Zipcar.com he could see the schedule by calendar week for “Betsy,” an eye-catching lime-green Beetle (Volkswagen had only just introduced the new Beetle months before Zipcar’s launch). If Betsy was booked until 7:30 p.m. on that Tuesday night, Craig could decide whether he wanted to leave half an hour later or preferred to go on Wednesday night, when the car was free.


In an old-school car rental company, the schedule would be visible to employees only.


CRAIG: I want Beetle Betsy Tuesday from 7:00 to 9:00 p.m.


OLD SCHOOL: Not possible. It is booked. Do you want a more expensive car?


CRAIG: No.


OLD SCHOOL: Do you want to go Wednesday night?


CRAIG: No.


OLD SCHOOL: Do you want to walk to a car that is ten blocks away?


CRAIG: No, never mind.


Craig alone knew what mattered most to him, and putting the decision into his hands instead of the company’s was faster, cheaper, and smarter. He could rapidly and effortlessly make the trade-offs inside his head.3


Zipcar’s service was a little more than six months old when we got incredible outside validation for our scrappy start-up. It was a weekday morning in early 2001, and our new VP of operations, Mark Heminway, was in safari mode, leaning against the cool concrete wall of a downtown Cambridge parking lot waiting to observe our proof-of-concept moment “in the wild.”


Mark had worked at Hertz Car Rental for the previous fifteen years, eventually heading their North American fleet operations. Where he once would call up Ford and GM and order 300,000 cars over the course of a year, now with Zipcar he’d call up those same colleagues and say, “Hey, I’d like to buy … two.” Mark understood the seasonal patterns of car use and the car rental industry’s business model. He and his colleagues had worked their way up, living through industry fluctuations, mergers and acquisitions, layoffs and rehiring, so they all had a network of friends dispersed throughout the industry.


Mark’s good friend Jay Inslee stood by his side in the parking garage. Many years earlier, Jay had been Mark’s boss. Now he was the COO at Dollar/Thrifty. Jay had flown in from Tulsa to get an up-close look at Zipcar’s technology and customer service innovations. Earlier in the office, Mark had shown him how a member quickly signs in to the website and is presented with the calendar for his favorite car. He could book that one or any other car in the network in about twenty seconds. Reservations were sent wirelessly to the cars, so the right car would open only to the right person at the right time. Switching to see inside Zipcar’s virtual back office, Mark had noticed there was a rental scheduled for 11:00 a.m. in a parking garage just a block away.


As the two men waited in the municipal garage, anonymous and unnoticed, a young man in a business suit walked rapidly toward the Zipcar parked in its reserved space on the garage’s ground level. He held a briefcase in his left hand; his right was up at his ear with a cellphone. As he approached the driver’s-side door, he removed Zipcar’s proximity membership card from his breast pocket and held it over a small gray box tucked beneath the inside corner of the windshield. Both Mark and Jay were too far away to hear the click as the door unlocked, but the member wasn’t. He put the Zipcard back in his pocket and opened the car door. Still talking on the phone, he dropped his briefcase onto the passenger seat, shut the door, and put on his seatbelt. He started the car with the keys that were dangling from the steering column, backed out, and pulled away.


Jay’s response was just one word: “Wow.” I glowed when Mark debriefed me.


My three theses had proved true. Zipcar had taken fundamental car industry beliefs and turned them on their head. People were happy to share a car rather than own it (Thesis #1). And amazing wireless technology could make renting a car a completely do-it-yourself experience, reducing the cost of the rental transaction from around $10 to zero (Thesis #2). Customers could in fact be our collaborators, trusted to pick up and return a rental car without supervision (Thesis #3).


PEERS INC


The more I’ve thought about it, I’ve come to understand that sharing is actually figuring out how to tap into existing excess capacity. Zipcar thrived by leveraging the opening provided by the wasteful economics of current car consumption models—the fact that personally owned cars sit idle 95 percent of the time.4 But we weren’t the only ones leveraging idle capacity: The U.S. government similarly shared its R&D and satellites with everyone for global positioning systems (GPS), and the city of Bogotá, Colombia, took advantage of the fact that its thoroughfares were relatively car-free on Sunday mornings by turning the streets over to pedestrians, runners, bicyclists, and skaters and featuring performances throughout the city. Examples of exploiting the hidden value in idle assets abound once you start to look for them. Recognizing the role of excess capacity was the first of my epiphanies. Unpacking my Zipcar experience, seeing the commonalities with other emerging companies, and appreciating the scale of the firestorm that Zipcar helped catalyze, took many years.


When Zipcar formally launched in 2000, less than 40 percent of Boston’s households had Internet access. Nobody had smartphones. Wikipedia would not be launched until 2001, followed by Facebook in 2004 and YouTube in 2005. It was important that we include the “.com” on the end of zipcar.com so anyone who saw it would know to look for us on the World Wide Web. But by 2014, investment into companies whose core assumptions mirrored the ones we pioneered in 2000 had exploded. Sharing houses and apartments, Airbnb raised $450 million in that year. Sharing travel and costs on long car trips, BlaBlaCar raised $100 million. Disrupting the status quo in urban transportation and collaborating with people driving their own cars as taxis, Uber raised $3 billion and Lyft raised $250 million. In total, companies building platforms to tap into excess capacity raised more than $5.5 billion that year, which was close to four times what had been raised by similar companies in 2013, which was again more than double what had been raised in 2012.5


What is happening? The Internet has eliminated a key corporate competitive advantage. In 1937, in the influential essay “The Nature of the Firm,” British economist Ronald Coase wrote that the corporation was invented to do things that individuals and small companies couldn’t do. In particular, small companies would choose to become larger companies whenever it was cheaper to hire than to outsource. What would make hiring cheaper than outsourcing? Transaction costs (a term Coase invented). Finding, monitoring the quality of, and managing many discrete individuals was expensive. It was cheaper to hire them. But now the Internet has transformed that equation. Today, we see that the smartest companies and governments are using the Internet’s ability to facilitate collaboration by leveraging expertise, assets, and resources outside their sphere of control.


The result is a very efficient, and often more humane, way of doing things. On one side of the collaboration, we have industrial strengths: companies, governments, and institutions (the “Inc”) that apply significant resources, talent, and money to simplify the complex, apply standards and consistency, deliver economies of scale, and create global brands. On the other side we have individual strengths: individuals and small companies (the “peers”) that engage in local, small-scale, customized, and specialized efforts to create just-right unique goods and services, often tapping into their own social networks.


The thirty companies included in the 2014 funding numbers I listed earlier are just the tip of the iceberg. Significant sectors of the economy are transitioning to this new approach—building platforms to unlock excess capacity and welcoming outside collaboration. My three Zipcar theses are the kernels of the Peers Inc building blocks. The first is that excess capacity (sharing an asset) makes economic sense, the second is that platforms for participation make sharing simple, and the third is that peers are powerful collaborators. This book is about the platforms and the peers, the collaboration and the synergies I first uncovered at Zipcar. Enabled by new technology, a revolution is taking place inside capitalism as we reimagine the role of consumers, producers, and even ownership. I call this new paradigm Peers Inc: a transformation of the relationship between companies and people.


Peers Inc finds abundance where there once was scarcity. It leverages the ability of individuals and small actors to experiment, adapt, iterate, and evolve. When done well, Peers Inc can create change at a pace, scale, and quality we previously thought impossible. Peers Inc is leading the transition from industrial capitalism to the collaborative economy.


[image: image]


In this book I delve into the right-hand column and answer many questions surrounding the collaborative economy:


• What is the economic underpinning behind this transformation?


• What is the organizational structure that powers it?


• What does it mean for employment and for how people find work and earn a living?


• What miracles does this paradigm makes possible?


• How do you build a platform from scratch?


• What is the role for government? How do big institutions transform?


• Does Peers Inc democratize power or strip people of it?


• How can we use Peers Inc to address our biggest challenges, such as climate change?


• What does our future look like?


The Peers Inc model transcends the world of business. It is my belief that it is shaping powerful change. Throughout this book, I’ll provide the evidence for how the Peers Inc model can take this rapidly changing world and transform it into the one we want to live in: sustainable, equitable, thriving, and full of potential.


And now we begin.




 


TWO


[image: image]


Excess Capacity


Abundance in a World of Scarcity


ON CHRISTMAS WEEKEND in 2003, Frédéric Mazzella was trying to get from Paris to his small rural hometown. His options—trains and buses—were expensive, and they didn’t even get him all the way. He knew there had to be people making that same trip who would be happy to share their costs of driving, if only he could quickly, easily, and safely find them. Mazzella, who is enterprising and tenacious, took years to turn his idea into a platform and several more to get it just right. But by the end of 2013, his company, BlaBlaCar, had more than 10 million active users. Today, more than 2 million people every month are traveling across Europe by getting rides in strangers’ cars. That’s more people than ride the Eurostar train between Paris and London, for which the $21 billion Channel Tunnel was built.


Frédéric’s company achieved this for less than $21 billion because it made available an unused asset that every one of us sees and ignores every single day: the three or more empty passenger seats that accompany every car driver who travels alone. It’s the perfect example of excess capacity, invisible until you learn to think differently … and then you can’t help but see it everywhere.


Leveraging excess proved to be an important component of Zipcar’s success. Before Zipcar, people in Boston who needed a car had just two options. They could rent in twenty-four-hour bundles, or they could own their own car, paying an average of $8,000 a year in depreciation and costs for insuring, parking, maintaining, and fueling it.1 Zipcar allowed people to book cars near them in less than twenty seconds and rent them for as little as thirty minutes. An early Zipcar member told me that he had decided to join when he realized he hadn’t driven his own car in so many months that he’d basically lost it in the downtown Boston garage where he paid $250 a month for a space.


In both cases—renting or owning—it is necessary to buy a lot more car than you really want, resulting in significant excess capacity. I knew that Zipcar would win on the economics if it allowed people to pay only for the amount of car they actually used. The “excess” could then be purchased by other drivers. Instead of owning 100 percent of a car and using it 1 percent of the time, it was possible to align usage and cost much more closely. And instead of one thousand urban residents owning four hundred cars, with Zipcar these same one thousand active drivers are satisfied with just thirty cars.


I started noticing excess capacity all the time. I was obsessed. Even a lazy Sunday inspired observations about excess capacity. I’ll walk you through an average morning, then teach you to start recognizing the excess capacity we overlook every day.


It is a fall Sunday morning in Cambridge. I’m sitting near the window, reveling in the warm sun, laptop on my lap, reading the New York Times online. I’m interrupted by the sound of an incoming Skype call, but the person on the other end hangs up before I find the app.


I’ve decided to do a long-postponed chore: listing on Craigslist a wildly uncomfortable carved wooden love seat I bought fifteen years ago. I take a few photos with my smartphone and upload them. Before I can finish, Craigslist asks me to retype a series of distorted letters that have popped up in a box on the screen. Thankfully, I’m able to decipher them on the first try. Done! I fall down a Craigslist rabbit hole when I see a section labeled “free.” What kinds of things are people giving away? I browse—TV, couch, TV, cat litter (presumably unused), mattress—and then I see it: two bags of wool cloth scraps, mostly of old suits, from a grandmother’s attic, used to make rag rugs. Hey! My grandmother made rag rugs too, and I’ve got the tool she used to cut the wool into quarter-inch strips. I’d like to try my hand at it. The gifter lives in Concord, about fifteen miles from Cambridge. It could be a beautiful drive out there given the time of year; city mouse that I am, I feel like I’ve been missing out on the glory of fall foliage. My husband, Roy, is game. We reserve a Zipcar for noon to 3:00 p.m. so that we can take a walk around Walden Pond while we are out there. Roy pulls out his smartphone and enters the Concord address using Waze, an app he is infatuated with.


Once in the car, we drive past the Sunday farmers market held in the tiny urban elementary school parking lot. Wanting to turn onto Memorial Drive, we encounter an unexpected roadblock: We forgot that Memorial Drive is closed to vehicular traffic Sunday mornings, opening up the space for bikes and pedestrians. We take a detour to the opposite side of the river, and off we go.


How many examples of excess capacity did you find?


I’m sitting near the window, reveling in the warm sun. Passive solar warming is the first example. The sun’s heat exists, and it’s already “paid for.” I can choose to let it dissipate, or I can take advantage of it.


Reading the New York Times online. Online news started out as repurposed copy from the newspaper’s print editions (second example). For the first few years, the New York Times was able to enter the online world and learn it at a very low cost, paving the way for the future reality of its dominance as the location for consuming news. Given the changes in the way we read over the last decade, we would now say that the print edition is repurposed copy from the online version. Same content, new outlet, some additional readers.


I’m interrupted by the sound of an incoming Skype call. Skype was built on the back of the excess capacity found in my computer (third example), my built-in video camera (fourth example), and my already purchased data plan (fifth example) on the Internet (sixth example). Voice calls (and now video calls) were previously brought to my house by copper cables. The trunk line on the street was hooked up to my private abode; I then had to go to a store, buy a phone, bring it back to my house, and plug it in, and the phone company would charge me a monthly fee for that service. Today, all of that communication is being done using cables, connections, and devices that are already paid for, thanks to the proceeding century of dogged investments by telephone and cable companies and leveraging my own personal equipment and monthly payment for Internet access.


Comparing Skype and the old-style phone company isn’t exactly fair, but it does tell a good story about how much has changed. Starting in 1877 with Alexander Graham Bell’s patents, the company that later became AT&T had to build everything from scratch. Over the next hundred years, AT&T’s path to power included patent hoarding, endless lawsuits, multiple acquisitions, and becoming first an unregulated monopoly and then a regulated one. At its peak in the 1950s and 1960s, it employed over a million people.2 Ultimately, after a ten-year battle in the U.S. courts, the Justice Department ordered it broken up into seven regional companies in 1984.


Two of the seven “Baby Bells”—AT&T and Verizon—thrived. The two companies placed eleventh and sixteenth, respectively, in the U.S. Fortune 500 in 2014, working their way back to the top and striving for monopoly status again. Today, wireless communication is central to their business: AT&T had 110.4 million wireless customers in 2013, and Verizon had 102.8 million.3


Skype was founded in 2003 and had amassed 633 million users by 2010. In 2013, it had 36 percent of the market in international calling.4 Skype built its company by finding another use for our personal computers, video cameras, and data connections. Making the decision to sign up and join the Skype network takes about two minutes and costs nothing.


Listing on Craigslist. The seeds of this list are directly rooted in excess capacity. In the mid-1990s Craig Newmark had been doing a lot of evangelizing about the Internet and “saw a lot of people helping each other out.” Then, he wrote, in “early 1995, I decided to give back a little via a cc list, focusing on arts and tech events in San Francisco.”5 Craig was living in San Francisco and interested in the arts and technology events himself, and he realized that in his free time he could become a central hub. He collected and catalogued these events, wrote them down once in an email, and could now quickly share that knowledge with lots of people simply by copying them (seventh example). He formalized Craigslist into a company in 1999 so that it could grow more effectively without himself as the core.


Craigslist (and Craig Newmark himself) “is a big believer in open source software [eighth example], and relies heavily on Linux, MySQL, Perl, Apache, Sphinx, Redis, Haraka, and many others.”6 Open source software itself is being created through tapping into developers’ excess-capacity work time (nights and weekends at first). Software tools allow thousands of individual coders to contribute tiny snippets of code that can be incorporated into the eventual open source software platform. The fact that people can contribute with as little as one line of code or a few minutes of effort has made for a massive long tail of contributors and almost infinite amount of excess capacity to be leveraged.


I take a few photos with my smartphone. This is an example of one of the most creative, profitable, and world-changing excess capacity opportunities the world has ever witnessed. I’m not talking about the ability to take photos with your phone—although that is indeed remarkable—but about the opening up of the phone to outside innovation. In the United States, up until the early 1980s, the telephone in your house was actually the property of that same monopoly phone company, AT&T. You paid them a monthly rental fee for it. The phone wasn’t yours, and no tampering was allowed; it was simply a way to connect to their network. Needless to say, that kind of monopoly power resulted in very little innovation in customer-facing products and services.


Cell phones began their slow penetration into the U.S. market starting around 1990. Back then, they were an expensive luxury, mainly owned by the wealthy or by people whose employers were paying the bill. For many years, my father-in-law, a doctor, was the only person I knew who had a cell phone. I got my first mobile phone in 2002—after 50 percent of American adults already had one—under pressure from my Zipcar staff, who hated not being able to get in touch with me when I was out of the office.


Cell phones do transform your life, but it was Apple’s announcement, about eight months after the release of the iPhone, that it would invite third-party, non-Apple applications that marked the real revelation of the potential in the phone’s excess capacity. It’s important to note here that in this instance, Steve Jobs does not get credit for being prescient and visionary. In fact, he was exactly the opposite. Here’s how it really went down.


The many months of the iPhone pre-launch hype produced the desired results. People were lined up for days outside of stores to score one of the phones when they went on sale on June 29, 2007. Sure, the iPhone was cool. The touch screen could be pinched small and spread wide. It could handle your music, your contacts, your calendar, your phone calls, and—something that is important for this story—would let you browse the Internet with the touch-screen keyboard. Jobs’s vision was that if you wanted to do other things on the phone, you would go to the Internet to do them. This gave Jobs total control over the user experience.


Software hackers had a different idea.


The iPhone could only be run on one telecommunications network—AT&T’s. The months after the launch were filled with a new tension, as hackers looked for the key to breaking Apple’s SIM locks so that non-AT&T users could use their own SIM cards. The frenzy and urgency behind the desire to separate the iPhone from AT&T’s service area and quality of service are obvious in this headline from Engadget, an online technology news service, specifying the exact time of this occurrence: “iPhone unlocked: AT&T loses iPhone exclusivity, August 24, 2007, 12:00pm EDT.”7


But swapping out the SIM card was just the start. What hackers really wanted to do was to get inside to manipulate the smartphone and play with its features. The tech press, blogs, and commentary thrilled with rumors, claims, retorts, promises. On September 18, Jobs offered this memorable comment to the press: “It’s a cat-and-mouse game. We try to stay ahead. People will try to break in, and it’s our job to stop them breaking in.”8 As a mother of three, I could have predicted the response his comment would provoke. Over the next forty-eight hours, as the quote was picked up by various media outlets, engineers everywhere took up the challenge to hack the iPhone.


Less than a month later, Jobs admitted defeat and announced that in February Apple would release a software development kit (SDK) for the iPhone that would allow developers to write native applications for the touch-screen handset as well as the iPod Touch. It was clear from the measured announcement that Jobs was skeptical, and he predicted that only a couple of hundred applications would result.9 His prediction was wildly off. The iPhone app store launched on July 10, 2008, with 552 apps and today has more than 1.2 million apps.10 (Google’s Android offers a similar number.)


That makes for a lot of things that can be done with all the non-talk time available on your smartphone—the ninth example of excess capacity. Globally, the average smartphone user has downloaded twenty-five apps.11 Out of the more than 2 million apps now available, some make you more productive and some make you dramatically less productive; some are high value and some are low value. The compelling part of working with excess capacity is that full-cost economics no longer applies. Some of those apps are worth the cost of the device. For example, before navigation software systems became apps on your phone, they were sold with their own portable, wireless, single-purpose device that cost about as much as a smartphone. In fact, many people were happy to pay up to $600 to have in-vehicle navigation. The vast majority of apps are most definitely not worth the cost of the device that runs them, but an enormous number of them are now economically viable when you don’t have to take the cost of the asset (the phone) into account.


A series of distorted letters. This is formally called a reCAPTCHA (tenth example), one of the most elegant examples of how excess capacity can be put to use in surprising ways. In the late 1990s, Luis von Ahn and his colleagues at Carnegie Mellon University had been pondering how to foil computer bots that pretend to be humans and cause all sorts of havoc in large computer systems. The solution that they popularized is one that we all know well: those annoying little boxes of warped and scrambled numbers and letters that appear on our computer screen, requiring us to transcribe them before we can do certain things—send an email, make a comment, or sign up for something. That little test is one way of proving your humanness. In 2000, von Ahn’s team coined the term CAPTCHA (for “completely automated public Turing test to tell computers and humans apart”) for this tool, and soon the tool was being widely used.


Von Ahn would tell you that by 2005, “approximately 200 million CAPTCHAs [were] typed every day around the world.” He could have rested on his laurels with that remarkable adoption of his innovation. But, being an engineer, von Ahn made some additional calculations. “It takes about 10 seconds to type a CAPTCHA,” von Ahn said. “Humanity as a whole is wasting about 500,000 hours every day typing these annoying CAPTCHAs.” So he wondered: “Is there any way in which we can use this effort for something that is good for humanity?”12 And so reCAPTCHA was born in 2007.


reCAPTCHA takes the effort of typing the characters in a CAPTCHA and repurposes it to solve an entirely different problem. In order to make old newspapers or books useful online, they have to be scanned and the resulting images turned into machine-readable text to be usefully searchable. Sometimes the scanned or photographed image results in words that can’t be decoded using optical character recognition (OCR). This is a problem. When the CAPTCHAs are constructed using words tagged by OCR programs as unreadable, we smart humans do what computers can’t: We easily decode them! Tests have shown that reCAPTCHA text images are deciphered and transcribed with 99.1 percent accuracy, a rate comparable to the best human professional transcription services.


Today, 100 million reCAPTCHAs are seen by computer users every day. The New York Times’ entire archive, dating from 1851, has been digitized by pairing OCR technology with the work of individuals whose screen logins are diverted to turning messy, all-but-illegible reCAPTCHAs into legible words and numbers. Having completed that task, reCAPTCHA today is hard at work deciphering street numbers photographed by Google Street View for use in Google Maps.


[image: image]
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Map applications are another use of excess capacity. Google created Google Maps for its own use, to make maps available to people Googling directions or locations. It opened up the use of those maps, at first for a fee, to developers who wanted to make use of them. At Zipcar, we used Google Maps to show our members precisely where individual cars were located. Eventually, under pressure from the hacker community, Google broadened the access to its map data. In June 2005, the company released the Google Maps application programming interface (API) (the eleventh example) to any user, for free. This meant that all of Google’s years of skilled labor to create great searchable maps on the Internet could now be used by many more people and for many more tasks. Any moderately skilled user now can create a quick “mash-up”—an application that combines content from multiple sources to create a new service—in just minutes.


Just how many map-related mash-ups have been created? A good museum of projects exists on the blog GoogleMapsMania, which put up its first post in December 2005 and is still going strong almost a decade later. The blog showcases thousands of posts that run the gamut from a tally of the deaths of European migrants since 2000 to statistics on air pollution across the United Kingdom to the online game Mobbles. Access to low-cost excess capacity of maps has unleashed entrepreneurial, research, and creative juices in unexpected and unpredictable ways.


Old suits used to make rag rugs. All kinds of recycling or upcycling can be counted as the twelfth example of leveraging excess capacity. The rag rugs that my grandmother made were typically woven from old clothing that was beyond use because it was moth-eaten, worn, or no longer in style.


Reserve a Zipcar. We’ve already talked about how Zipcar (the thirteenth example) wrings the idleness out of the way cars used to be used. I’m no longer privy to the metrics, but it used to be that some Zipcars in mature markets would be in use as much as 60 percent of the time, as compared to personal cars, which are used about 5 percent of the time.13


Take a walk around Walden Pond while we are out there. In transportation policy lingo, this is known as “trip chaining” (fourteenth example): linking all of your errands together in one go. A round trip to the wool lady’s house is twenty-eight miles. A round trip to Walden Pond is twenty-nine miles by a slightly different route. By combining the two trips into one, we will be traveling about thirty-two miles in total and saving time, miles, CO2, and Zipcar rental time.


Roy pulls out his smartphone and enters the Concord address using Waze. Starting with the excess capacity found in smartphones, apps, and Google Maps, Waze goes even further. Think for a moment of all the years and the millions of trips that people have been driving with the assistance of turn-by-turn navigation. Meanwhile, two extremely valuable pieces of information were being generated every single time a navigational system was used: your route choice (fifteenth example) and your actual speed at each location at a specific time on a specific day of the week (sixteenth example). It was a gold mine of data that was overlooked and thrown away for years. It took Waze, pairing navigation with the smartphone, to realize the incredible value potential of that data. As Waze explains, “Imagine millions of drivers out on the roads, working together towards a common goal: to outsmart traffic and get everyone the best route to work and back, every day.”


Whenever you hear companies and consultants hype the possibilities behind big data (which, by the way, is excess capacity because it’s data scraped from something that has already happened and been recorded), what they are salivating for is an application as beautiful and compelling, as useful and valuable, as Waze.


The Sunday farmers market held in the tiny elementary school parking lot. The parking lot was built to provide parking for teachers and staff, so on weekends it is always empty (seventeenth example). Excess capacity is often found only at certain times. The most remarkable double-use I heard about was a Waldorf school in Seattle that let homeless people sleep in the gym at night as long as they left by seven o’clock each morning.


Memorial Drive is closed to vehicular traffic. I don’t know what you do Sunday mornings, but all of us have noticed that between, say, seven in the morning and two in the afternoon there are very few cars on the road. Maybe people are at places of worship; maybe they’re lazing away in bed or on the couch; maybe they’re doing push-ups in their garage. But, for the most part, they aren’t in their cars. So in Cambridge a 1.4-mile stretch of Memorial Drive, running alongside the Charles River, is closed to vehicles and open to bikes and pedestrians. Hundreds of people go there to walk, run, bike, chat, and generally revel in the reclaiming of this beautiful riverside park, usually a four-lane highway. What does it take to elicit such happiness? A dozen wooden barricades pulled across a few intersections, a vision, and political will.


The first such pop-up park, Ciclovía in Bogotá, Colombia, is also one of the largest and definitely among the most admired. Meaning “bicycle way,” Ciclovía was started in 1976, and for its first five years consisted of twenty-five miles of highway that were closed on Sundays and public holidays between 7:00 a.m. and 2:00 p.m. In the mid-1990s it expanded beyond its cyclist-centric beginnings by adding games and lessons, and soon it became the most important recreational space in the country. In 1998, the city managed to break a Guinness World Record when 37,731 people got together to do aerobics around a stage set up in the downtown area. Today, the city coordinates aerobics, yoga, and dance classes, as well as musicians and street vendors. There are currently seventy-five miles of roads where people can walk, run, cycle, and skate. Two million people participate each week—that’s 30 percent of Bogotá’s metro-area population! The cost of this health, happiness, community building, and source of civic pride? Sixteen cents per person per week.14
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I’ve included many short examples of excess capacity because I want you to feel the breadth and expansiveness of the opportunity it offers. Excess capacity is everywhere. It could be your own; it could belong to someone else. It might be physical, temporal, virtual (think about open data), process-related, network-related, or experiential. It surrounds us. Its richness and potential are boundless. Excess capacity has been the basis for ideas big and small, scalable and one-off, world-shattering and community-enhancing, disruptive and ho-hum. All of these examples were built upon a foundation of untapped abundance, coaxing value out of something that was once unseen until it blossomed, generating a better return on investment for producers and consumers


REVEALING ABUNDANCE


The fact of abundance contrasts sharply with the shadow of perceived scarcity as I sit reading the news in my own house filled with the toys, papers, projects, and detritus of twenty years of family life, surrounded by hundreds of thousands of people living in their own equally stuff-filled abodes in an area that is riddled with highways congested with mostly empty cars and near an airport where planes take off and land constantly throughout the day. When I consider all this, I feel overcome. Americans are 5 percent of the global population yet consume almost 30 percent of the world’s goods.15 In the last three years, China has produced more cement than the United States did in the last one hundred years.16 Dan Sperling, in his book Two Billion Cars, writes that today there are 1 billion cars and we are trending toward 2 billion in the next twenty years.17
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