BMSP6002: Assignment two.
Evaluation of Airbnb.
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		By George Howell.
Executive summary. 

The report evaluates Airbnb as an example of the sharing economy. Firstly, the report evaluates Airbnb's financial landscape and assesses its financial performance. This section of the report also identifies Airbnb's main competitors and discusses some market challenges. Secondly, the report creates and evaluates Airbnb's business model canvas. Furthermore, evaluating Airbnb’s business model canvas provides the reader with valuable insights into how Airbnb creates value for its stakeholders.

Thirdly, the report provides an overview of the strategic formulation framework and discusses some key advantages and disadvantages of applying the tool. Also, this section of the report applies the grand strategy matrix to Airbnb and considers where the business is positioned in terms of market growth and competitive advantage. Finally, the report discusses some key information systems that Airbnb integrates into its business operations. 
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1. Introduction.

The aim of the report is to critically examine Airbnb as an example of the sharing economy. Furthermore, the report evaluates Airbnb from the following perspectives: Financial landscape, peer-to-peer (P2P) market forces, target groups, strategies, and challenges. To achieve the aim, the report outlines four main objectives: 
· To assess Airbnb’s financial and competitive landscape. 
· To create and evaluate Airbnb’s business model canvas. 
· To evaluate the strategic formulation framework (SFF) and apply the grand strategy matrix (GSM) to Airbnb.
· To analyse the information systems used by Airbnb to support their business operations. 

Schlagwein et al., (2019) state that the sharing economy is “an IT-facilitated peer-to-peer model for commercial or non-commercial sharing underutilised goods or service capacity through an intermediary without transfer or ownership”. Similarly, Gobble (2015) explains that the sharing economy refers to digital platforms that facilitate (P2P) transactions and enable individuals to exchange resources. Both definitions highlight two important characteristics of the sharing economy: digital technologies and (P2P) marketplaces.

Chaffey (2019) states that digital technologies refer to electronic tools and systems businesses deploy to support their operations. For example, blockchain is a digital technology that businesses can use to collect, verify, and store data using a decentralised system (Investopedia, 2022). Einav et al., (2015) explain that (P2P) marketplaces refer to platforms that facilitate transactions between buyers and sellers. Examples of (P2P) platforms include eBay, Uber, and Airbnb. 

Airbnb is a (P2P) accommodation platform that was founded in 2008, and its headquarters is in San Francisco, United States (US) (Business Insider, 2019). According to statistics published by Craft (2022), Airbnb employs approximately 6 thousand employees and has 19 offices worldwide. Currently, Airbnb operates across 191 countries and has approximately 4 million hosts on its platform (Airbnb News, 2022). 

Furthermore, since its inception, Airbnb’s platform has attracted over 1 billion guests worldwide (Airbnb Newsroom, 2022). Airbnb's platform offers a variety of accommodation types and consists of four primary spaces: Entire places, private rooms, hotel rooms, and shared rooms (Airbnb, 2022).
Dolnicar (2017) states that Airbnb is a multi-sided platform that enables property owners to rent accommodation for short-term use. Moreover, the author explains that Airbnb connects hosts with guests and facilitates transactions through its digital platform. Forgacs and Dimanche (2016) argue that Airbnb has disrupted the hospitality sector by offering customers price-competitive alternatives to traditional accommodation providers such as hotels. 
Furthermore, Airbnb does not charge a sign-up fee or subscription cost to access its platform. Dolnicar (2017) suggests that this has helped Airbnb build an extensive network of guests and hosts and establish itself as one of the largest platforms in the (P2P) accommodation sector.




2. Main body.

2.1. Airbnb landscape.

Airbnb launched its initial public offering (IPO) through the Nasdaq stock exchange and was listed as a public company on the 10th of December 2020 (CNBC, 2020). Through its (IPO) Airbnb sold 50 million shares at $68 per share and raised $3.5 billion in investment capital (Yahoo Finance, 2020). Currently, Airbnb’s stock price is $85, and the business has a market capitalisation of $53.75 billion (Nasdaq, 2023). 

In 2022, Airbnb reported a yearly revenue of $8 billion and a gross profit of $6.5 billion. By comparison, in 2021, Airbnb had a yearly revenue of $5.9 billion and a gross profit of $4.8 billion. The data shows Airbnb’s year-on-year growth rate is 35% (Yahoo Finance, 2023). Furthermore, in 2021 Airbnb reported a total of 300 million booked nights and experiences on its platform, an increase of 55% from the previous year (Statista, 2022). Finally, in 2022 Airbnb reported an operating cash flow of $3.2 billion, an increase of 45% from the previous year (Yahoo Finance, 2022). 

Bashir and Verma (2016) state that Airbnb’s global presence and strong brand image are key competitive advantages for the business. Airbnb’s platform has over 6 million listings worldwide in over 100 thousand towns and cities (Airbnb Newsroom, 2022). Furthermore, Airbnb’s extensive global reach has helped to build a platform that offers a variety of accommodation which caters to the needs of a broad target market (Sherwood, 2019). 

Dolnicar (2017) states that Airbnb’s main competitors are Booking.com and Vrbo. Currently, Booking.com has an estimated 800 thousand short-stay (P2P) rentals listed on its platform (Dolincar, 2017). A key competitive advantage for Booking.com is that guests do not have to pay transaction fees (Booking.com, 2022). According to its website, Vrbo has over 2 million listings on its (P2P) platform. Vrbo’s unique selling point (USP) is that all listings on its platforms are entire properties, as opposed to listing smaller spaces such as individual bedrooms (Vrbo, 2022). 

Wu et al., (2012) state that Airbnb must respond to market challenges to achieve long-term sustainable growth. A key market challenge for Airbnb is that it faces legality issues in several countries worldwide. For example, in 2022, New York City senators passed a bill to restrict the number of Airbnb listings in the city (Heyward, 2022). 

The new regulations state that hosts can only list properties on Airbnb’s platform if they provide proof that they live in the listed property (Nasdaq, 2023). An article published by the Daily News (2022) predicts that approximately 10,000 listings in New York City will be removed from Airbnb’s platform due to new regulations. Therefore, to achieve long-term growth, Airbnb must ensure that it complies with regulations in its operating jurisdictions. 

2.2. Business model canvas (BMC).

The (BMC) is a strategic framework developed by Alexander Osterwalder and Ives Pigneur. The (BMC) consists of nine building blocks covering four main business areas. The four areas include: Customers, value, infrastructure, and financial viability (Strategyzer, 2013). Osterwalder and Pigneur (2010) define a business model as "the rationale of how an organisation creates, delivers, and captures value". Joyce and Paquin (2016) state that creating a (BMC) can help businesses to re-engineer existing processes and develop sustainable business models.



2.3. Airbnb (BMC).
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Dolnicar (2017) states that Airbnb has value propositions for the following segments: Hosts, guests, and third-party service providers. Firstly, Airbnb’s primary value proposition for hosts is income generation. According to data published by Airbnb News (2022), hosts in the United Kingdom (UK) generated a combined revenue of £1.5 billion in 2021. 

Secondly, Airbnb's value proposition for guests is that they gain access to Airbnb's extensive network of hosts. Furthermore, Airbnb's platform lists various properties that cater to a broad range of individual needs (Foramatti et al., 2020). Finally, Airbnb’s value proposition for third-party service providers is providing access to a large network of potential clients to form business relationships.

Täuscher and Laudien (2018) state that (P2P) platforms in the sharing economy operate a consumer-to-consumer (C2C) business model. Airbnb facilitates (C2C) transactions through its platform and connects buyers with sellers. Additionally, Airbnb adopts a business-to-business (B2B) model and allows third-party businesses to use the platform in exchange for a commission. 

Airbnb has several systems in place to manage its customer relationships. For example, Airbnb has a 24/7 customer support service that deals with disputes or queries between hosts and guests (Airbnb, n/a). Furthermore, Airbnb delivers its value propositions through the following channels: Website, smartphone app, social media, celebrity endorsements, and offline and online advertisements (Dudovskiy, 2019). For example, Airbnb currently has 5.2 million subscribers on Instagram. Furthermore, Airbnb uses its Instagram account to promote various listings on its platform (Airbnb News, 2022).

Folger (2022) explains that Airbnb generates revenue through its (C2C) business model. In 2022, Airbnb reported operating expenses of $4.8 billion (Yahoo Finance, 2023). Furthermore, Airbnb uses a cost structure to set the percentage rates charged to its customers. Firstly, Airbnb charges guests a service fee when they purchase short-term accommodation through Airbnb’s platform. The percentage rate charged to guests depends on various factors, but the average service fee per booking is 14.2% (Airbnb, 2022). Similarly, Airbnb charges hosts a commission fee when a transaction occurs on the platform. The average percentage rate charged to hosts is between 14-16% per booking (Airbnb, 2022).  

Airbnb conducts several key activities to ensure its business model operates effectively. For example, Airbnb uses data science to develop its platform and enhance the customer experience. Kim (2015) explains that Airbnb conducts (A/B) testing to improve its product and gain valuable insights into how users behave when using their platform. 

Additionally, a key resource for Airbnb is its database of (P2P) review system between guests and hosts. Zamani et al., (2019) explain that Airbnb's two-sided feedback system helps to establish trust in the network. Finally, a key partner for Airbnb is payment processing providers. Airbnb has partnerships with several payment processing providers to ensure that all transactions made on its platforms are settled efficiently (Airbnb, n/a).

2.4. Strategic formulation framework (SFF).

The (SFF) is a strategic management theory that was developed by Fred David (1986). The framework aims to help businesses conduct a detailed analysis of their organisation’s environment and develop competitive strategies. The (SFF) consists of three stages and includes various strategic tools. 

The three stages are: The input stage, the output stage, and the decision stage (Torlak & Sanal, 2007). Furthermore, the (SFF) quantifies information that is captured from various strategic tools by applying a rating system out of 1. David (2011) states that assigning a quantitative measure to each statement helps businesses prioritise key factors related to their internal and external environment. 

An advantage of the (SFF) is that it provides an in-depth analysis of an organisation's internal and external environment. Furthermore, the tool can aid strategic decisions and help businesses to develop their internal processes. On the other hand, a disadvantage of the (SFF) is that it is time intensive and requires many resources. Additionally, the (SFF) is subjective, and the framework's effectiveness depends on the accuracy of data inputs. 
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The grand strategy matrix (GSM).

The (GSM) is a strategic management tool that helps businesses to identify their competitive position and market growth. Furthermore, the (GSM) helps organisations to develop competitive strategies relevant to their quadrant position (David, 2011). 
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Airbnb appears to be positioned in quadrant one of the (GSM). Furthermore, Airbnb has implemented several growth strategies to maintain a strong competitive position in the market. Firstly, Airbnb has an intensive market development strategy. As stated, Airbnb has grown exponentially since its inception and has entered various markets worldwide. 

For example, in 2016, Airbnb expanded its operations and launched its platform in India. In 2020, Airbnb’s revenue in India was 687 million Indian rupees, an increase of 112% from the previous year (Statista, 2022). The data shows that Airbnb has developed a successful market development strategy and has achieved growth in emerging markets. 

Secondly, Airbnb uses product development as a strategy for growing its platform. For example, in 2016, Airbnb added a new service to its platform called 'Airbnb Experiences'. The 'Airbnb Experiences' marketplace allows guests to discover and book activities hosted by entrepreneurs or local community members. 

Furthermore, Airbnb charges a 20% service fee when a host makes a sale through the ‘Experiences’ marketplace (Airbnb, 2016). Overall, the introduction of ‘Airbnb Experiences’ has created a new revenue stream for the business and strengthened its value proposition for hosts and guests (Dolnicar, 2017). 

Finally, Airbnb has achieved a competitive advantage through horizontal integration strategies. Airbnb has made 25 acquisitions and spent an estimated $700 million in total (Tracxn, 2022). For example, in 2017, Airbnb acquired the holiday rental business ‘Luxury Retreats’ for an estimated $300 million (Business Insider, 2020). Furthermore, through the acquisition, Airbnb expanded its offering and launched a new service ‘Airbnb Luxe’, merging the two platforms (New York Times, 2019). 



2.5. Information systems.

Information systems refer to digital applications and processes businesses use to collect, store, and share information needed to support their business operations (Indeed, 2021). The report analyses information systems from the following perspectives: Supply chain management (SCM), enterprise resource planning (ERP), and customer relationship management (CRM). Chaffey (2019) categorises these information systems as follows: Upstream supply chain, internal supply chain, and downstream supply chain. 

Chaffey (2019) explains that (SCM) relates to upstream operations and refers to applications that businesses use to coordinate supply chain activities between suppliers and customers. Additionally, Chaffey (2019) states that (CRM) relates to downstream operations and applications that businesses use to build and sustain long-term business with customers. 
Furthermore, (ERP) refers to internal digital applications that businesses use to integrate all organisational functions. Moreover, (ERP) software enables businesses to manage their operations across various departments using a centralised system (Investopedia, 2022). 

Firstly, Airbnb integrates (SCM) systems into its digital business strategy and uses several applications to improve customer and supplier satisfaction. Dudovskiy (2019) explains that hosts are Airbnb’s primary suppliers. Furthermore, Airbnb’s booking system is a key application that connects hosts with guests and is a crucial component of Airbnb’s digital platform. 
 
The purpose of Airbnb’s booking system is to manage its inventory of suppliers and link the recorded information directly to its customers. Furthermore, Airbnb's (SCM) booking system facilitates sell-side and buy-side e-commerce. For example, Airbnb’s (SCM) booking system must keep up-to-date information regarding its suppliers, equivalent to buy-side e-commerce. Moreover, Airbnb's system then communicates this information to guests and fulfils orders related to downstream sell-side eCommerce (Chaffey & Ellis-Chadwick, 2012).

Secondly, Airbnb integrates its internal operations using (ERP) software. Moreover, (ERP) applications enable the free flow of information across different business functions within Airbnb. For example, Airbnb uses an invoicing system to manage payments between their suppliers and customers. When guests purchase accommodation through Airbnb's platform, the data is recorded in an invoicing system. Further, the data is then processed by Airbnb's payment system, and suppliers receive payment for their service.

Also, Airbnb integrates (ERP) software for data collection and analysis. For example, Airbnb uses machine learning and data science to recommend pricing structures to hosts. The algorithm gathers large data sets and then provides suggestions when hosts list accommodation on the platform (Forbes, 2015). Further, this system is integrated with (ERP) software which provides information from various functions. Also, Airbnb partnered with Amazon Web Services (AWS) to manage its cloud computing process and maximise its value captured (AWS, 2022).

Finally, Airbnb integrates (CRP) applications to capture information about their customers and build consumer profiles. Further, analysing consumer data helps to improve the customer experience and create personalised content tailored to individual needs (ProjectPro, 2023). Additionally, utilising (CRP) software enables Airbnb to engage in two-way communication with its customers. Two-way communication refers to systems that enable customers' initiative interactions with businesses (Vonage, 2022). 

For example, Airbnb has developed a chatbot system to support two-way customer communication. This is an effective strategy for maintaining customer relationships and providing 24/7 customer support. Additionally, Airbnb’s (CRM) systems facilitate two-way communication between suppliers and customers. Airbnb's platform enables hosts and guests to interact through either direct messaging or its (P2P) review system (Airbnb, 2020).


3. Conclusion.

In conclusion, the report has critically examined Airbnb as an example of the sharing economy. Firstly, Airbnb is performing well financially and has a strong year-on-year growth rate. Furthermore, Airbnb has a positive operating cash flow and is listed on the Nasdaq stock exchange, providing the business with many investment opportunities to support future growth. 

Secondly, Airbnb’s (BMC) visualises its business model's core components and demonstrates how it creates, captures, and disseminates value. Moreover, through its business model, Airbnb delivers value propositions to its key segment groups and has established itself as one of the largest platforms in the (P2P) accommodation sector. 

Thirdly, Airbnb appears to be positioned in quadrant one of the (GSM) and has maintained a strong competitive advantage by implementing several intensive growth strategies. Fourthly, Airbnb integrates several information systems to support buy-side and sell-side e-commerce. Furthermore, using several digital applications helps Airbnb to manage its costs and maintain its market share. 

However, to maintain its competitive position in the market and achieve long-term sustainable growth, Airbnb must address its market challenges. As stated, Airbnb faces legality issues in several jurisdictions and has been forced to reduce its number of listings in some regions, such as New York City. Furthermore, new restrictions threaten the future growth of Airbnb and may have negative consequences on future revenue. Overall, Airbnb is an example of a successful business in the sharing economy and is well-positioned to deal with market challenges.
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