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1) Introduction

This report aims to examine Airbnb as a sharing economy and look at the nature of the business, its financial landscape and some of the challenges it faces. This report will also evaluate the business models the company uses. It will apply one of the matrices from the strategic formulation framework to the organisation to show strategies already in place to enable the suggestion of new strategies that Airbnb could use. Furthermore, the report will investigate other tools and systems Airbnb uses for customer relationship management, enterprise resource management and supply chain management.

2) Airbnb landscape

Airbnb is an online peer-to-peer platform for listing and renting homes / shared spaces. It is part of the sharing economy as it is a platform which enables the sharing of underutilised spaces or short-term let of an entire property. Membership to the site is free and allows customers to list their spaces for free. However, a transaction fee is charged to both host and guest upon the host's approval of the guest's stay. This free membership enabled Airbnb to overcome the initial start-up obstacle as it allowed users to browse freely and the service charge was only put on when a reservation occurred (Wu et al, 2012).

In 2018 Airbnb had 150 million users, with 6 million listings which were active at the end of 2021. In the fourth quarter of 2021, revenue for Airbnb was $1.5 billion, with 25% year-over-two-year growth, with their net loss improving by $322 million compared to the previous year (Airbnb, 2022). In the UK 86% of Airbnb’s target market is made up of under 35’s due to their stable income levels, Airbnb is attractive to customers that sit at the low end of a hotel market due to its low prices (Li & Tabari, 2019).

Statistics in 2019 estimate that Airbnb accounts for upwards of 20% of the market share of the holiday rental industry. Vrbo is Airbnb’s biggest competitor; it provides similar offerings to Airbnb, and there are limited differences between the two. The differentiations that can be found are in the variety of rentals which are offered, which are greater on Airbnb, and Airbnb also offers the experiences whereas Vrbo doesn’t. In addition, Vrbo only offers entire property rental, whereas Airbnb allows the option for house shares (IGMS, 2022).  

One of the challenges that Airbnb faces is establishing consumer trust. Due to Airbnb not using traditional methods and connecting individuals rather than connecting an individual to a company, there is a concern for trust as consumers are dealing with individuals who are unknown to them. As a result, Airbnb has had to implement change to provide consumers with indicators of trust. Some of these indicators include review scores from previous customers, host identity and certification by way of a super host badge which can only be granted by Airbnb (Ery & Fleischer, 2019). 

Another of Airbnb’s challenges is legislation. An example of this is in 2022, there was new legislation proposed in Ireland on short-term lets in rent pressure zones (RPZ). The new legislation means that if you want to rent the property for less than 14 days, you will need to apply for planning permission. This means that hosts that offer weekend and one-week stays will be affected as they will have to apply for a short-term let if they are within an RPZ (Citizen’s information, 2022). This could potentially lead to a loss of hosts and guests, if hosts are found to be breaking this legislation they can be fined.

3) Business model canvas

Alexander Osterwalder and Yves Pigneur claim that the starting point for any discussion on business model innovation should be an understanding of the business model. This understanding enables the business model to be manipulated to create alternative strategies. It is suggested that the business model canvas can be used to describe the business model using nine building blocks (Osterwalder & Pigneur, 2010).  

The nine building blocks are 1. The customer segment building block this covers the people or enterprises which the company aims to serve. 2. Value proposition defines the products/services which create value for the specific customer segments; this building block is responsible for the return of customers. 3. The next building block is channels which is how the customer segments are communicated to by the company to enable the delivery of value proposition. 4. Next is customer relationships which is the type of relationship a customer has with the company. 5. The revenue stream block is the cash produced from the individual customer segments. 6. Key resources are the assets which allow the business model to work. 7. Key activities are the thing a business must do to ensure that the business model works. 8. Key partnerships are the partnerships which are essential to the business model working. 9. Finally, the cost structure building block is the one which looks at the costs which are experienced while using a particular business model (Osterwalder & Pigneur, 2011).
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Above is Airbnb’s business model canvas adapted from (Digitalbizmodels, 2022).

The business model canvas is not the business’s strategy, but it can inform the strategy. For this reason, the business model canvas should be revisited regularly. The core part of the business model canvas is the value proposition.

Airbnb creates value for its hosts with their risk mitigation strategies. For example, Airbnb have insurance policies in place for damage that may be caused by guests. They also mitigate risk by using rating systems where hosts who have rented to a traveller previously can review them. This means that hosts can control the types of people they rent their space out to (Reinhold, & Dolnicar, 2021). They also use screening technology which analyses each booking and blocks high-risk and possibly disruptive ones. Airbnb’s competitors however, don’t offer this screening technology which adds value to Airbnb’s strategy making it more appealing to hosts listing on their platform as the risks are much lower (Airbnb, n.d).

One way in which Airbnb creates value for its guests is by offering a 24-hour safety line, whereas trivago, one of its competitors uses a traditional emailing system (Trivago, n.d). A guest or host must fill out a form regarding the issue and then wait for a response via email, making it a lengthy and time-consuming task. This isn’t as efficient as Airbnb’s safety line, which offers support to guests and hosts 24 hours a day via live chat. This can be done through the app or website (Airbnb, n.d a). This adds value for guests, meaning they will likely choose Airbnb over its competitors.

4) Strategic formulation framework / Grand strategy matrix 

The strategic formulation framework consists of three stages. It is a quantitative framework which allows continuous improvement for an organisation. The first stage is the input stage which summarises the basic information needed to create a strategy. This stage is comprised of three main matrices these are external factor evaluation matrix, internal factor evaluation matrix and competitive profile matrix. The second stage of the framework is the matching stage which looks at internal and external factors to create alternative strategies. The techniques within this stage include a SWOT matrix, strategic position and action, evaluation (SPACE) matrix, Boston consulting group matrix, internal-external matrix, and grand strategy matrix. The final stage is the decision-making stage which uses a quantitative strategic planning matrix. This pulls information from stage one to evaluate the alternatives in stage two (Amer, 2020).

The benefits of Airbnb using a tool such as the strategic formulation framework are that it would allow Airbnb to look at all their potential strategies and explore and prioritise them according to what their goals are. By prioritising the strategies, the company will implement time that can be allocated correctly, thus meaning resources and time are not wasted on developing a strategy that isn’t relevant to Airbnb’s objectives and goals. Some limitations of Airbnb using the framework are that all the information is based on educated guesses, meaning it is subjective, and the information isn’t necessarily accurate. If there are inaccuracies, this can increase the risks for a company like Airbnb. It is also time-consuming as it must be revisited to keep it up to date (Mohammodian, 2017).

The grand strategy matrix, which is used in stage two of the strategy formulation framework, is used to create alternative strategies. The matrix is made up of four quadrants, and all organisations and companies can be positioned into one of these. Quadrant 1 has a strong competitive position in a fast-growing market. Quadrant 2 has a weak competitive position in a fast-growing market, meaning the marketplace position needs evaluation. Quadrant 3 has a weak competitive position in the slow-growing market, meaning the risk of liquidation, so changes need to be quickly implemented. Finally, quadrant 4 is a strong competitive position in a slow growing market (David, & David, 2014).

Figure 1: (HKT Consultant, 2021)
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Airbnb falls into quadrant 1 of the grand strategy matrix as it has a strong competitive position in a rapid growth market. There are seven key elements within this quadrant; as seen in the image above, all the elements are interlinked and work together.

Looking at the second element, market penetration, it is clear that Airbnb has penetrated and dominated the market. It is estimated that they hold 20+% of the holiday rental market (Woodward, 2023). One of the factors causing this growth within the company is its diversification by bringing guests new features. Some of these features include long-term lets and experiences, which opened new doors for both businesses and existing hosts. Since 2019 their gross booking value has improved by 60% compared to their main competitor booking.com at 17% (Cunningham, 2022). The introduction of experiences also ties into element three, product development and diversification. They have now also introduced Airbnb “cooking” as part of their experiences, where guests wanting to get a real cultural culinary experience can book to eat at local restaurants directly through the app (Airbnb, 2019).

The sixth element is horizontal integration, and it is evident that this is used by Airbnb to also diversify its product and increase its market share. One way in which Airbnb has adopted horizontal integration is their creation of Airbnb for work, which is designed for business professionals; it allows them to keep track of their bookings and gives recommendations with required amenities based on their travel diary. Airbnb has also expanded its customer base and diversified its product by acquiring Gaest, which offers business rentals such as meeting rooms (Congel et al, 2019).   

5) Tools / Systems 

Some tools and systems used by organisations are enterprise resource planning (ERP), customer relationship management (CRM) and supply chain management (SCM). Chaffey (2011a) defines CRM as “an approach to build and sustain long-term business with customers”. ERP helps to optimise an organisation’s internal value chain; it is implemented across the entire organisation connecting the different components through the sharing of data and logical transmission. ERP can enhance the organisation’s processes and eliminate any activities which don’t add value allowing the focus to be on those that do add value (Nah, 2002). SCM is the “optimisation of material flows, and associated information flows involved with an organisations operation” (Chaffey, 2011b). 

Airbnb use reviews for both guests and hosts so that guests can pick out accommodation which suits them using other people’s suggestions. It also allows a host to review a guest; this allows hosts to control the type of people that can rent out their spaces. Airbnb launched this system to try and enhance customer contact and trust by making the reviews public. This gives future customers more security in their transactions. This system is part of their sell-side CRM as it helps to build trust with their customers meaning they will be more likely to return (Krajewski, 2021).

Airbnb uses multiple CRM software, which allows them to learn the customer. One software they use is Zendesk; this allows them a 360-degree view of each of their customers. Using Zendesk means that when customer service is contacted, the employee dealing with it has access to the details of the customer's relationship with Airbnb. For example, it allows them to look at all the bookings and rentals which are related to their account. This allows customer service to be personalised and allows for problems to be solved in a timely manner and with accuracy to the individual (Zendesk, n.d).

Airbnb uses a cloud ERP; they use Amazon web services (AWS). Airbnb outsourcing to AWS this allows more time to be spent on application development. AWS manages database administration tasks which are time-consuming; these tasks include things like upgrades, performance improvements, scaling, and replication (Amazon, n.d). A benefit to using an ERP system is that it can reduce the IT cost in the long term by up to 35%. This could be one of the many reasons why Airbnb uses ERP software (Mint Jutras, 2019).

ERP can also be beneficial to SCM; although they are separate systems, their functions do overlap. Some of the benefits that can be seen with using ERP in SCM are, using the ERP software means that there is real-time reporting on the supply chain, meaning that the data is up to date, so when it comes to decision making, the information provided is accurate. This allows for forward visibility within the organisation (Su & Yang, 2010).

Airbnb uses a push-pull SCM strategy. Airbnb uses the pull concept to help them capture hosts; as soon as a host looks at listing on Airbnb it captures their location. They then use this data to target their marketing by displaying how much a room could make in 6 nights which entices the host (Airbnb, n.d b). The push concept of SCM is applied to the guest once a guest has created an account with Airbnb; if push notifications have not been disabled, this allows Airbnb to contact guests, sending them promotional offers, pushing guests towards booking an unexpected trip with Airbnb (Tode, 2017).

Airbnb uses data analysis to stay on top of its SCM. In 2016, Airbnb found another way to use data to its advantage for hosts. People only click on listings which have an appealing photo. Airbnb has been using data to analyse the host's photos and use artificial intelligence to recommend the first visible photo. They also review the host's picture showing guests whom they are renting off (Zhang et al, 2016). If the hosts aren’t receiving many bookings, then Airbnb offer a photographer to get a good quality picture to make them more appealing for guests to book (Airbnb, n.d). 

6) Recommendations

Airbnb could improve its CRM within its review system by showcasing helpful reviews this could increase their book ability. Airbnb could upgrade its systems and add a feature which classifies reviews into a category, “helpful reviews”. This feature would improve their customer relationships as it makes checking reviews a simple task. Customers wouldn’t have to sift through to find detailed reviews which are helpful to them, making the experience for the customer more pleasurable therefore adding value to the organisation.

Airbnb should consider working with the hosts like they do with paying the upfront cost of a professional photographer, which they then take a percentage off the booking to repay their debt. Similarly, to this, Airbnb could consider drawing up a contract to ensure guests can’t use their site to gain short-term let planning, then remove their listing to use one of their competitors. Ensuring that the supply of hosts is sufficient for the demand of guests booking through their site.

7) Conclusion 

To conclude, this report has explored Airbnb’s business model and the tools used by Airbnb to aid its success within the hospitality industry. Airbnb was placed in the first quadrant in the grand strategy matrix showing they have strong market growth and strong competitive position. By continuing to develop and diversify, they increased their gross booking value by 60%. The investigation of data management through CRM, ERP and SCM showed the true importance of data management and how the data collected could be beneficial to all three parties. Finally, this report highlighted some crucial issues Airbnb will face over the next few years, such as how new legislation potentially affects the future of Airbnb in certain cities and how they could potentially overcome these hurdles.    
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