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[bookmark: _Toc101886736]Introduction 
The objective of this report is to critically examine the business model of Airbnb within the context of its business operations being part of a sharing economy: 
Consideration will be given to the sharing economy, its target groups, a business model canvas, peer to peer market forces, the financial landscape of Airbnb, strategy formulation frameworks including the grand strategy matrix and SWOT analysis. This report will then go on to consider the challenges and recommendations that will arise throughout the research for this report and then based on that a conclusion will be provided. 

[bookmark: _Toc101886737]Describe what the sharing economy is and how Airbnb fits into this. 
 “Sharing Economy” is a term that summarises the collaborative consumption made by the activities of sharing, exchanging, and rental of resources without owning the goods (Thomas Ouschmann, 2015). 
Within a sharing economy, any business model such as Airbnb, Uber and more is not owned by anybody such as a CEO, everybody within the sharing economy model has their own share and provides their transactions through peer-to-peer markets. 
Airbnb fits into this business model because it deals with hosts renting out their property to other peers through an online marketplace. A consumer does not purchase any products and neither does a business benefit from profits, it is all completed between one peer to another peer. 


[bookmark: _Toc101886738]Target groups 
The target group for Airbnb is Multi-segment positioning. The global lodging company uses a multi-segment type of positioning targeting more than one segment with different service packages. For example, the company lists cost-effective apartments for rent for the cost-conscious customer segment, whereas the Airbnb Plus package targets customers who value advanced quality and design and are willing to pay more. Recently, the platform launched its Airbnb Luxe line of premium apartments that has been positioned as ‘extraordinary homes with five-star everything’ targeting the premium customer segment. (Dudovskiy, 2019)

[bookmark: _Toc101886739]How does its business model work?                                                                                      
A business model is a plan to establish a strategy of how a business will operate. A business model canvas consists of nine components including key partners, key activities, value proposition, customer relationships, customer segments, key resources, channels, cost structure and revenue streams. Creating a business model in terms of a canvas helps with the visualization of the different issues’ relation is improved  (Hong Y Ching C. F., 2013). (Hong Y Ching C. F., 2013)

This can be demonstrated through the Canva model.
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Description automatically generated with medium confidence]Key  
Partners

· The host of Airbnb is the main partner as they are sharing their property. 

· Those responsible to run the online community marketplace. 
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Description automatically generated with low confidence]Key  
Activities

· Provides a platform for marketing. 
· Provide customer services. 
· Oversee transactions between host and vendor. 
	Value  
Proposition


Provides a place to stay at informal locations at amazing destinations. 


Makes holidaying easy and secure for travellers. 

Provides extra choices. 
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Description automatically generated with low confidence]Customer 
Relationships

 The customer gets a personalised experience and allows consumers an option of self-service. 

Trust between host and traveller through verification. 

Customer support

	[image: ]Customer Segments

Hosts and a wide range of travellers including business, budget, leisure and unconventional travellers.
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Description automatically generated]Key  
Resources

· The asset of the property to rent out. 

· The community marketplace to advertise. 
	
	
	Channels              

Online platforms include its website and Airbnb app. 

Also, word of mouth, blogging advertising and PR coverage. 
	

	[image: A close-up of a person's face

Description automatically generated with medium confidence]Cost 
Structure

Run similarly to e-business with employees and an online business model. All bookings and other transactions are booked and purchased online. 
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Description automatically generated with low confidence]Revenue Streams
Revenue comes from a commission which is taken from both the host and traveller. 



The above business model canva has been created using the following references - (Uelue, 2020), (Perira, 2022). 


[bookmark: _Toc101886740]P2P Market forces
Peer-to-peer markets such as eBay, Uber, and Airbnb allow small suppliers to compete with traditional providers of goods or services. We view the primary function of these markets as making it easy for buyers to find sellers and engage in convenient, trustworthy transactions. We discuss elements of market design that make this possible, including search and matching algorithms, pricing, and reputation systems. We then develop a simple model of how these markets enable entry by small or flexible suppliers and how they impact existing firms. Finally, we consider the regulation of peer-to-peer markets and the economic arguments for different approaches to licensing and certification, data, and employment (Liran Einav, 2016). 

[bookmark: _Toc101886741]Financial landscape
In total, Airbnb has had an estimated $120 million in venture funding to date. This funding has mainly been attributed to the company’s infrastructure and marketing investment. Airbnb relies on using resources such as Google to act as a network to attract new customers to its service. This investment has been a success since it has driven up 120% increases in searching of holiday lets properties and seen a rise in bookings from 800,000 to over 2 million. Using resources such as google has allowed the company to improve website infrastructure and advertising which means the revenue and financial landscape of the organisation have risen from $850,000 in 2009 to nearly $45 million in 2012. This is a growth rate of 275% in only three years. This favourable financial landscape is also reflected in sales numbers since sales went from 365 bookings in 2008 to 15.8 million in 2012 (STEVE WU, 2012).

However, the company has seen global influences impact its financial landscape since covid 19 restrictions saw travelling banned, meaning no Airbnb could be rented out.  However, as the world now enters a post-pandemic world, the demand for Airbnb style holidays has risen sharply, with a total of “$10.3 billion in gross bookings in the three months ended March 31 2021, this is a 52% increase from the year-earlier period and well beyond the $7.57 billion analysts had predicted. Revenue rose 5% to $887 million, also beating analyst’s projections.” So what does this mean for the future financial landscape of Airbnb? 
The above could show that the demand for Airbnb is there and the company could consider further investing in its marketing to get more listings and grow the community marketplace (Bloomberg, 2021).

[bookmark: _Toc101886742]Strategy Formulation Framework                                                                                           
Strategy Formulation is a process of analysing how a company decides on its organisational strategies and vision for the future. A strategic plan enables a company to “examine its resources, provide a financial plan and establish the most appropriate action plan for increasing profits”.

There can be three levels of strategy formulation, including Corporate, Business and functional level; below is a brief description of each: 

Corporate level strategy: This strategy allows a company to decide what market they are going to enter for the company to become stable and grow. An example of what would be Airbnb's corporate-level strategy is deciding they want to set up an online marketplace which will advertise Airbnb locations for people to host and visit on travels. 

Business level strategy: This level answers the question of what business strategy you will progress with to complete the business activities. For example, what roles will be distributed to employees in more minor roles. Airbnb, however, only needs a small number of staff to run the online platform since the business strategy itself is a peer to peer marketplace. 

Functional level strategy: This level considers the daily actions and resources an organisation needs to plan and implement to deliver upon the business-level strategy. For example, a plan will of what resources will be required is required for employees to carry out their roles within a business-level approach successfully. The resources needed for a functional level strategy of Airbnb is an online marketplace which can market different Airbnbs in particular areas that hosts are renting out (Business Jargons, 2020).

[bookmark: _Toc101886743]What is the Grand Strategy Matrix
American business theorist Paul Joseph DiMaggio formulated the grand strategy matrix in the 1980s. This matrix is designed to help organisations develop alternative strategies based on their current predicament within a competitive and growth position within their industry (Cuofano, 2022).  

The matrix shows various degrees of growth; there are four areas. 
The competitive position is represented on the x-axis, visible from the left side of the matrix, indicating weak competitiveness and strong competitiveness on the right side. 
Market growth is represented on the y-axis, with the top of the matrix indicating rapid growth and the bottom indicating slow growth field (Cuofano, 2022). 
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Source: (Lucidity, n.d.).  

Quadrant one is located at the top right-hand corner of the matrix. It indicates intense competition and rapid market growth. This means that a company with good market penetration, development, and an integrated strategy would have an excellent strategic position. The company’s business model will achieve successful growth and profits. 

Quadrant two, located at the top left corner of the matrix, is an example of a business in a market with rising growth. While it offers some competitive advantages (market development and penetration), it is itself in a weak competitive position. Therefore, it would be an idea for the company to implement new strategic concepts otherwise. Otherwise, it is at risk of merging with other companies (horizontal integration) or selling off subsidiary business interests (divestiture). 

Quadrant three, at the bottom left corner of the matrix, indicates that they offer weak competition and slow market growth. This means that a business in this quadrant is up against the intense competition and offers lacklustre growth. A business up against this threat is at risk of liquidation. 

Quadrant four, located at the bottom right corner, offers a solid competitive position but is in a market with slow growth. They may consider reducing risk by entering a new call to accelerate the market growth (Toolshero, n.d.).  

Where is Airbnb on the Matrix?
Within this matrix, Air can be seen to be on matrix one and then give an overview of why it is here while also picking up on any weaknesses. Air BnB is in quadrant one because It indicates intense competition with its community marketplace business model and rapid market growth. More and more listings are becoming available alongside more bookings. 

[bookmark: _Toc101886744]Strategy Formulation Strategy – SWOT Analysis: 

Strengths:
Airbnb concentrates on the traveller and the host. The strength of the Airbnb business model is that it is cheaper than a traditional hotel. Locations are often more convenient because they are not always located in the main tourist places, which tend to be busier. This tends to mean more choice as a result. The final strength would be its solid online presence, a tactical marketing tool (Gaille, 2021). 


Weaknesses:
The strength of the business model can also be a weakness because it can easily be copied by others, meaning anyone can be a host and anyone can be a traveller. There is no competition regulator. Therefore, it can be a ‘free-for-all’. This ‘free-for-all’ leads to a lack of control, leading some hosts to charge more than others. There is no guarantee of consistent quality since every host will be different, unlike a standard hotel brand like Premier Inn (Gaille, 2021). 

Opportunities:
Airbnb can expand its business model by branching into new markets by offering options such as car rental, tickets for attractions and linking themselves and properties to air travel packages. This would be a form of market development because you are expanding existing products into a new market (Gaille, 2021).

Threats:
There is currently uncertainty over housing regulations across different countries. This makes it harder for the host to rent out private properties since governments keep shifting the position of the law regarding renting. This would affect Airbnb’s global growth (Business Strategy Insights, n.d.). For example, the Welsh Government is looking to restrict the second home market and may even ban second home buyers from hotspots to protect housing for local people, a move that would affect potential Airbnb hosts (PropertyMark, 2021), (BBC News, 2021). 

[bookmark: _Toc101886745]Challenges and current situation: 
Lockdowns imposed by the COVID-19 pandemic meant that zero properties used for Airbnb were allowed to be occupied during the restrictions. This meant the sharing economy model had to grind to a halt. People could not travel. It was decided that Airbnb decided to adopt a full refund to its customers who had to cancel their bookings at (Rim Krouk, 2020) (Rim Krouk, 2020). 

Due to Airbnb being one of the most challenging industries that COVID-19 impacted, its hosts were encouraged to adapt their business model to change from short term rentals to longer-term rentals. This was because bookings taken for Airbnb were down by 85% as a result of the pandemic. 

The diagram below shows that during lockdown periods in 2020, Airbnb revenues were meagre since people could not travel. However, as the chart progresses toward the current circumstances, payment is more than twice as high as the previous year. This indicates there is a demand for the sharing economy business model. The steps outlined above mitigate against the damages caused by covid 19 lockdowns, including moving to stay rentals longer and providing full refunds to bookings during the lockdown period, which had worked very well. 
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A second challenge for Airbnb is technology since this is the critical driver for the development of Airbnb. This is because the operations of Airbnb rely on online and communicates with its guests primarily via online channels such as the Airbnb website marketplace, Apps, and other social media platforms. This means that the entire persona of the organisation is public for all consumers to judge the marketplace. Therefore, the company needs to maintain good reviews to retain customers and establish a new customer also (LUQI LI, 2019).  

[bookmark: _Toc101886746]Recommendations for future growth
Airbnb has already sharply grown over the years and has also seen a very speedy recovery post-pandemic after seeing a 30% revenue decline in 2020. However, saw a rise of 77% in revenue in 2021. It could be considered that circumstances in 2021 giving people the freedom to travel saw the rise in demand for Airbnb which sees the business grows. Therefore, a recommendation for future growth is that the company must take advantage of this situation and could invest further into its marketing to get more listings and potential customers to go on holiday (Sun, 2022).
[bookmark: _Toc101886747]Conclusion: 
The objective of this report was to evaluate the Airbnb business model, which was found to be a sharing economy since it engages in an online community marketplace where hosts let out their properties; alongside this, it participates in a peer to peer market forces, and comparisons were provided of like for like companies. The financial landscape of this was highly profitable, but consideration was given to the implication the covid-19 pandemic has had on profits.  
Consideration was also given to the different strategies Airbnb uses, including the grand strategy matrix and SWOT analysis. This report looked at the current situation of Airbnb as the world looks ahead post-pandemic whilst also considering the challenges it may face, Including taxes the government may bring in for people owning second homes. Finally, some recommendations for future growth were considered, which weighed heavily on marketing.
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