Airbnb as an example of the sharing economy
Benedict Michael Gibson 2114133
Carmarthen Business School UWTSD
BMSP6002 Digital Business
Roisin Mullins
11 January 2024

 

Contents
Introduction	2
Airbnb company background	2
Objectives of report	3
Main Findings	4
Airbnb Landscape	4
BMC	4
SFF	5
Tools/systems	7
Conclusion	8
References	9




[bookmark: _Toc155793359]Introduction
[bookmark: _Toc155793360]Airbnb company background
Airbnb, according to their own website, were “born in 2007 when two Hosts welcomed three guests to their San Francisco home and has since grown to over 4 million Hosts who have welcomed over 1.5 billion guest arrivals in almost every country across the globe” (Airbnb, n.d.). 
The providing of access to shared, or Hosted, space led the founders of Airbnb to realise that sharing between third parties looking for a “home away from home” (Wu, Lee, & Reynard, 2021) for a small fee was the serendipitous business discovery that became the globally successful company that Airbnb is today. In 2022, Statista tell us, Airbnb had a global revenue of 8.4 billion USD, with the majority of this coming from their EMEA region, had the fourth most “downloaded travel app”, in 2023 was the “third most visited travel and tourism website worldwide”, and a generous market value of 73.34 Billion USD in April of 2023 (Statista, 2023). Although, according to Curry, Airbnb sit behind Expedia and Booking in terms of overall market share, they have recovered well after the 85% loss of revenue the Pandemic claimed worldwide, and after a poor stock value throughout 2022 turned a previous year’ $352million loss, thanks in part to the burst of the stocks bubble (Rossolillo, 2022), into a $1893million profit (2023). 
However, Airbnb have not limited themselves to accommodation, they also offer experiences. In a presumed re-application of Kim and Mauborgne’s Value curve logics (2004) or perhaps Bowman’s clock (1995), Airbnb, in 2016 sought to diversify and differentiate themselves further by offering ‘experiences’ which you wouldn’t normally find offered through traditional accommodation, delivered via the same application of business model and the sharing economy framework, such as cooking classes or wine tasting (Moregeous, 2018), thus creating further value, and perhaps foreseeing a change, adapting its target market segment. Updated in 2023, but using data from 2019, Webb wrote how the average One bed-bed Airbnb, or rival Vrbo, property compared to an average hotel room across 50 destinations were markedly more costly, where 38 of the 50 destinations were more expensive, costing hundreds more per week stay (Webb, 2023). This then tells us that Airbnb are no longer marketed as solely a cheaper alternative to hotels, but as an alternative luxury experience. 
The term “the sharing economy”, introduced by Lessig, describes an economy surrounding the act of two or more parties sharing to reach a common goal (2008). This genre of economy has, according to Li and Tabari, become a strong alternative to more traditional transactions, for which Airbnb is a perfect example, as, for a fee, Airbnb allow their hosts to share their underutilised commodity, their space or home, to enable them to meet their own goals (2019). 
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This report will critically examine Airbnb as an example of the sharing economy through their collaborative consumption or Peer-to-peer business model, which according to Wu et al. Is a fast growth area in connecting peers to one another, where the connecting of peers is to facilitate a sharing activity (2021), and is, from a business perspective, monetised. 
Evaluation of Airbnb’s business model will also take place and look at their financial landscape, business model, target groups, and include problems faced by Airbnb. This will also include a look at their strategy, what Airbnb’s current situation is, challenges they face and suggest recommendations for future growth and sustainability.
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In order to be successful, a good “theory of business” is required, for an organisation is defined by its interpretation of its environment (Drucker, 1994). A business landscape “never stops to change”, is represented by four perspectives; market, industry, innovation, and financial (Camponovo & Pigneur, 2003), and according to Mahr and Whiting, is the “overall market landscape”, or environment, in which a company operates, where the characteristics depend on the perspective and purpose of the organisation (2023). As Airbnb is an organisation seeking profit, and have market competition, this report will only look at its competitive market landscape, and the perspectives above will be covered below.
Airbnb are predominantly a short-term accommodation providing organisation through reservation requests, and although they do not have ownership of their portfolio, do provide access to its hosts for a booking fee (Wu, Lee, & Reynard, 2021), this puts them in both the short-term accommodation marketplace, and that of the sharing economy. As bookings are solely transcribed through their online platforms, this further narrows the scope of the market to those who also market online for short term accommodation. 
As the implied format and appeal of this type of sharing economy business model, Airbnb also restricts the use of listings that would negate the term sharing, and as such, Mariotti puts Airbnb as the market share leader for vacation rental spaces, i.e. holiday homes and private listings, however, adds that with the introduction of their Homestay’s section, Booking.com is potentially a strong market contender and rival (2023). With this in mind, and when considering with the inclusion of all holiday accommodation types, Airbnb sits third behind Expedia and Booking.com (Curry, 2023), which suggests a strong threat by market entrants presents, confirmed by Corridore’s analysis, which shows just 6% US Web traffic growth in 2022 compared to its peers, who average 18% (2023). 
The capability of predicting consumer behaviour is the ‘Holy Grail’ of businesses who provide products or services according to Siegel (2023), and as such, this would suggest that it would be the key to Airbnb’s success. Much like Maslow’s hierarchy of needs (1943), it is vital to understand the needs of all parties as they ebb and flow with the changing conditions of markets. Where a sharing economies success is determined by technology and social understandings (Panda, Verma, & Mehta, 2015), the introduction of experiences though innovation and analysis of data, demonstrates a strong use of technology and application of findings to retain Airbnb’s competitive position, reinforced by the vast array of software and apps within its systems and business settings, as highlighted by Wallis (2023) and Apps Run The World (n.d.), with such things as Presto, Druid, Airpal and Firebase to name a few, however this is also a risk for Airbnb, as a technological dependent e-commerce platform, it is in today’s world riskier than that of a physical business, according to Cuellar-Fernandez et al., the risk of bankruptcy for “pure-click” is 1.437 times higher (2021), owing in part that this technology is available to potential competitors.
This market segment’s future has a level of uncertainty, as although there is clear traffic growth in the sector, as James tells us of a 40% increase in holiday let homes between 2019-2022, and 61% of holiday makers in the UK expressing interest in holidays of this genre based on BBC analysis and Statista data (2023), James also described how the data would have been altered by the Covid-19 pandemic. This coupled with 2023’ high cost of living may contribute to both lower funds available from guests, and a larger desire for additional income, leading to possible market flooding. There is also concern over the future of government legislation change in terms of planning consent, which could affect the number of listings on such a sharing economy platform, as highlighted by Cromarty et al.’ research paper published in the house of commons library proposing a change (2023), and outside the UK, the European Commission’s Proposal on data collection and sharing for the same market (2022).
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The Business Model Canvas, or BMC, was introduced by Osterwalder in 2010 (2010), is, according to Khan, a tool to help businesses conceptualise, layout, and communicate their business models, is a chart that sets out an organisations functions and how it proposes to generate value (2021), and although some such as Mansfield offer no criticism, offering factual information only (2019),  there are those who are more critical such as the above khan, and Verrue, who agree that although it is a valuable tool, suggests that the downfall of the tool is of its fixed layout and that overlaps and lack of consistency makes the tool easy to simply fill in as opposed to understanding (2014). This tells us that, as Verrue continued to explain, successful application and advantageous use depends on first development of understanding of the tool, then adaptation if required. 
Below Is a completed BMC tool, based on that of DigitalBizModels (2022), with some adaptations based on additional research. 
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Important areas of note from this BMC are as below: 
· Property investors are now included in the key partners segment as accommodation is now often owned by private investors (Cocola-Gant & Gago, 2019). This would put investors, and lobbyists, in regards future planning concerns, as key partners, however, does question whether then this activity is a sharing economy, whether is truly peer to peer.  
· Minimising Risk to promote trust is a key activity in the sharing economy, as bias plays a large part in decision making when sharing commodities such as sums of money or access to your home and can be problematic (Abrahao, Parigi, Gupta, & Cook, 2017). In Airbnb’s case, primary trust exercises for guests involve communication of trustworthy behaviours and reputations, for hosts, this is trust in safety for their home and themselves if cohabiting whilst renting. These are managed by Airbnb through such things as reputation, clear communication, review systems, stringent screening, identification services and free cover to name a few (Airbnb, n.d.).
· Airbnb’s value proposition’s primary functions are to offer guests choice, authenticity, and experiences. For hosts, income generation, ease of starting, and safety through screening. It is important to mention that without either of these two parties meeting their needs, then the function of the sharing economy would fail, so maintaining minimal risk, whilst maintaining an up-to-date value proposition for all parties is paramount.
· Cost structure, in today’s economic climate, is primarily in cost of infrastructure and services suffering from inflated costs due to the primary market areas high rates of interest (BCC, 2023), however, it can be assumed that close behind this will be Research and development of technology in order to maintain the value created by the platform and remain competitive.
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"Strategy isn’t something you can nail together in slapdash fashion by sitting around a conference table." (Strickland, 1996)
Fred David Introduced the Strategy-Formulation Framework, SFF, which uses a collection of tools that can be used to develop strategies from multiple perspectives (2011), influenced in part by the quote above, and considering that possible organisational options are infinite, David designed the framework with an attempt to be comprehensive in scope, where the tools integrated view strategy across different levels, hierarchies and viewpoints such as those presented by Boman (2007), and considers multiple strategy alternatives so that with analysis and some intuition, managers can decide upon the strategic structure of the organisation. The Framework, David elaborated, is comprised of three stages, stage one is the Input stage, using EFE, IFE and CPM Matrix’ where information is gathered for use in later stages, where accurate information should be obtained to ensure the success of the strategies to follow. The second, the matching stage, where feasible strategy options are generated using tools including, SWOT, SPACE, BCG, IE, and the Grand Strategy Matrix’, fed using the data from stage one, and allowing for stage three, the decision stage, where David proposed the use of the QSPM matrix to analyse the options quantitively. 
In this report, it has been requested that only the Grand Strategy matrix be applied. This tool allows the management team to identify the appropriate generic strategies to apply to their organisation based on a two-factor matrix, whether there is rapid growth in their market, and whether they are in a strong competitive position. 
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As this is a tool from the second stage of the SFF, we must therefore consider that the input stage had already been carried out and that the background information, or input data, has already been obtained as follows:
Market growth
As above, the market is attracting visitor, turnover and interest growth overall, there is some uncertainty about the future of the easy of hosting, certainly within the highest revenue EMEA region. This suggests that for the purpose of the GSM below, this is still a high growth market, however, will need to be closely monitored going forward.
Competitive Position
As above, as the third most visited holiday accommodation site overall and the highest of its genre, Airbnb have a strong competitive position, owing in part to their use of technology, however this is subdued by the reports above showing slow visitor growth comparatively and emerging competition through a higher ranked competitor Booking.com. 
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As is shown above, Airbnb sit comfortably within Quadrant 1 on this GSM and are in an excellent strategic position. This, according to David, would suggest strategies to reinforce and continue with current markets and can afford to be aggressive with risk taking (2011), however, if the host accommodation market does become crowded, integration may be an effective strategy, perhaps backward to capitalise on upstream revenues.
The SFF overall is found to be an excellent tool however is time consuming, meaning that in today’s agile environment, contingencies must be put in place to mitigate those time constraints and act upon any of, as Mintzberg describes, emergent strategies (1990). 
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Tools and/or systems such as Software for Enterprise resource planning, Customer Relations Management, or for Supply Chain Management such as Dynamics 365, HaloCRM or Shippabo, can also be used as whole business tools, or segments, to analyse, view and predict consumer behaviour, to view trends and further input the strategic tools used above. They are utilised to streamline networked operations between upstream, internal, and downstream (Microsoft, n.d.), and application of software systems and tools benefit the organisation by creating value and to find opportunities, for example, software was used to write this report, and will be to read and grade it. These tools allow an organisation to also remain agile, as according to Svatošová, in this “era of the information revolution” adaptation is the key to survival (2015) 
The key to adaptation, it could be said, is to find the opportunities as they present and consider your informed actions accordingly. With use of management tools such as those above, or Porter’s value chain, where you can map out how your organisation creates value showing where the key value creating processes lie (1985), it can be seen software tools or system could be opportunistically implemented to add additional value through streamlining or cost reduction. 
Airbnb rely on competitive and comprehensive software for their collaborative commerce, and According to Apps Run The World, purchased a plethora of application tools for such things a payment integration and fraud compliances (n.d.), and also understand that to promote sustainability they need to recommend tools to hosts to create value for them, which are listing on their website, and the top partners include Hostify, Uplisting and OwnerRez (Airbnb, n.d.).
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Although the journey started with a humble beginning, the success of Airbnb on the sharing economy platform is evident from their revenues and valuations, as well as their strong market position on the GSM. It is also evident after completing a BMC, that an understanding of their value generation in strategy, which, due to the change in behaviours, is also demonstrated by their presumed application of additional strategy tools. Although Airbnb demonstrate a success story, there evidence that the platform is no longer solely a sharing economy, as the introduction of private investors as key partners shows that not all hosts are peers and demonstrates a shift in business model, merging the sharing economy platform with a multisided business model. 
Airbnb are reliant on software tools and systems to create value within their business model and demonstrate effective application through application use; however, these types of tools and systems are not exclusive to Airbnb, and with their main competitor entering their market segment, and an uncertain business forecast, it is vital that continued R&D and analyses are carried out, together with reinforcement of their strong market position to remain ahead of competition. 
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