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Introduction 
  
  
This report will look at the sharing economy with the focus on Airbnb in the market and will examine Airbnb’s business model, target market, financial landscape peer to peer market forces, pricing and challenges. The history of Airbnb will also be given to show where the business started from and what it has grown to in the years since being founded. After examining the various aspects of Airbnb’s business recommendations will be given on how the business can improve financially and in size. 
  
In October 2007 Airbnb was founded as Airbed & Breakfast by Brian Chesky, Nathan Blecharczyk and Joe Gebbia with the first two hosts being co-founders Brian Chesky and Joe Gebbia (Airbnb, 2023). By August 2008 the company expanded to launch its website prior to the Democratic National Convention in San Francisco with 80 bookings being secured and in March 2009 the name was changed to Airbnb and expanded from only offering rooms to also offering whole homes, apartments and vacation rentals (Airbnb, 2023). The expansion of Airbnb continued with the launching of the app in November 2010 and expanding internationally in June 2011 with the opening of offices in Germany (Airbnb, 2023). By November 2016 Airbnb then began to offer experiences and in March 2019 Airbnb agreed to officially purchase HotelTonight, which is a service for booking hotels with the focus on offering guests on demand booking for independent and boutique hotels at the last minute (Airbnb, 2019; Airbnb, 2023). Airbnb in December 2020 became a public traded company with the share price at its initial public offering being $68 and after the first day of trading it had risen to $146 per share (Feiner, 2020; Airbnb 2023). 

















Main Findings


Airbnb Sharing Economy 

As of March 2022, Airbnb currently has over 6 million active listings in 100,000 towns and cities on the platform with a current total of over 1 billion all time guests (Airbnb, 2023). When compared to other competitor platforms such as TripAdvisor and Booking.com, Airbnb reviews and ratings are substantially higher than the competition and this may cause misrepresentation of the actual value to Airbnb guests once they decide on where they book a stay (Quattrone et al., 2022). In London there is strong evidence that the presence of Airbnb affects the value of nearby properties and in addition, it also affects the value of long term rents (Benitez-Aurioles & Tussyadiah, 2020). The effect is stronger on house prices due to the increasing number of homeowners who are deciding to offer their home out to rent which causes the market for homes for local residents to become reduced (Benitez-Aurioles & Tussyadiah, 2020). Due to more listings in one area on Airbnb it causes the value of houses to raise which can be rented out to increase entirely or partly as the majority of the time if a house is rented out the resident cannot sublet it however the owner can increase the rent which causes renting supply to decrease to favour offering it to tourists (Benitez-Aurioles & Tussyadiah, 2020). 




















Business Model Canvas

For Airbnb the business model canvas will show how the business is currently operating. The Business Model Canvas was devised by Alexander Osterwalder to assess the business model and develop new models (Chua et al., 2019). The model when applied to Airbnb shows the various aspects of the business such as key activities, customer segments and revenue streams. The table highlights each section and how Airbnb grows and works to improve the business for the future.
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Partners

Hosts especially super hosts
Tourism partners and communities
Technology firms (Innovation Tactics, 2022)
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Activities

Continued expansion of hosts and guests (Innovation Tactics, 2022)
	Value  
Proposition


Value gained from hosts and guests (Innovation Tactics, 2022)
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Description automatically generated with low confidence]Customer 
Relationships

Positive relationships between guests and hosts
Relationships with communities (Innovation Tactics, 2022)
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Holiday makers & business travellers (Chua et al., 2019)
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Resources

400,000 super hosts
Platform and network (Innovation Tactics, 2022)
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Word of mouth
Social media
Advertisements
Referrals (Innovation Tactics, 2022)
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Description automatically generated with medium confidence]Cost 
Structure

Restructuring, development and maintenance of platform (Chua et al., 2019; Innovation Tactics, 2022)
Online payments system (Chua et al., 2019)
	[image: A close-up of a person's face

Description automatically generated with low confidence]Revenue Streams

Third quarter of 2022 net income $1.2 billion (Airbnb, 2022)
300 million bookings on their app for both accommodation and experiences (Shah, 2022)


Table 1: Airbnb Business Model Canvas






Financial Landscape 
  
Airbnb in 2021 received approximately 300 million bookings on their app for both accommodation and experiences (Shah, 2022). The financial reporting of Airbnb’s third financial quarter of 2022 shows the current state of the company with experiences and overnight bookings totalling 100 million which is up 25% year over year and gross booking value up 31% year over year at $15.6 billion (Airbnb, 2022). In 2022, the third quarter was most profitable for Airbnb with the net income being $1.2 billion which is up 46% year over year and equates to a 42% net income margin (Airbnb, 2022). The amount of free cash flow ($960 million) available to Airbnb increased by 80% when compared to the previous year, generating $3.3 billion in free cash flow resulting in a margin of 40% (Airbnb, 2022). 


Target Market

The target market which uses Airbnb can vary as stated by Garg (2020), Lutz & Newlands (2018) and Smith (2016). Garg (2020) conducted a study to understand the influences that affects Generation Y choosing Airbnb and it was discovered that the most common users of Airbnb are young, university educated adults aged between 19-28. As a result of this group being the most common consumers of Airbnb, it may lead to Airbnb’s future growth as this age group will start to travel independently with this continuing in the years to follow (Ramona, 2017). Lutz & Newlands (2018) examined Airbnb’s consumer segmentation and discovered that there was no correlation between the age of the people booking accommodation and the type of accommodation booked, e.g., single room or entire house. However, Smith (2016) did find that the median age of people who used Airbnb in North America was 42. Additionally, people aged between 35-44 are more than twice as likely to use Airbnb than those aged between 18-24 (16% vs. 9%) (Smith, 2016). 


Peer To Peer Market Forces 
  
In 2016 Airbnb allegedly recorded a higher reservation rate of 120% compared to franchise hotels and a higher value of $25.5 billion (Lane, 2016). Obviously, there are risks associated with the Airbnb model as interactions take place between hosts and guests, hosts share their personal living spaces with strangers and are connected via an online platform as opposed to the traditional security of a business entity such as a hotel or guest house establishment (Moon et al., 2019). For peer to peer interactions Moon et al., (2019) discovered that guests had higher positive perceptions of peer to peer interactions as to compared to hosts. The correlation between hosts and guests have different contributors; for guests the factors are peer to peer dyadic trust and peer online profiles’ perceived credibility (Moon et al., 2019). Factors that affect hosts are peer to peer dyadic trust, peer online profiles’ perceived credibility, peer to peer face to face interaction reciprocity and peer to peer rapport (Moon et al., 2019). Both of the dependent variables for both guests and hosts are encounter satisfaction which shows that for the hosts they deem social interactions with guests more holistically (Moon et al., 2019). 


Pricing

The pricing of listings can be affected by the location with listings that are closer to a tourist attraction or a city centre having a higher rental price than listings which are further away. However previous studies have stated that both positive and negative effects on prices can be related to distance from city centres (Toader et al., 2022). When owners list a number of properties on the platform they are considerably influenced by the characteristics of the properties when determining the prices to rent when compared to owners who have only one listing (Toader et al., 2022).  

The effect that different variables can have on the price of a listing increasing being either affected directly or indirectly (Chica-Olmo et al., 2020). These variables include bedrooms, with the price of an apartment increasing around 14% directly and 7% indirectly, with each additional bedroom resulting in an overall 21% impact on price listings (Chica-Olmo et al., 2020). Another variable which can affect rental price is a swimming pool with a direct impact of 13% and indirect impact of 7%, resulting in an overall 20% impact on price listings (Chica-Olmo et al., 2020).


Challenges

The challenges that currently face Airbnb include rules, legislation and competition from competitors. In a number of different cities across the world, laws have been passed to limit the number of Airbnb rentals. The cities where this has happened include Barcelona, New York and London.  
 
In October 2016, in New York, a law was passed which resulted in apartment rentals of less than 30 days being being prohibited (Gebicki, 2017). Prior to the law coming in to force there were approximately 20,000 properties listed on Airbnb for rent in New York City. By February 2017 that number had dropped to approximately 300 with the majority being rooms (Gebicki, 2017). The penalties for breaking the law are $1000 for a first offence, second offence it is $5000 and for the third it is $7500 (Gebicki, 2017). Barcelona is another city that has put in measures to stop locals being prevented from purchasing homes by introducing the requirement for a licence to operate (Leshinsky & Schatz, 2018).  
 
Airbnb first arrived in Barcelona in 2009 and by 2016 there were 20,000 listings of private rooms and entire apartments on the platform (McClanahan, 2021). Additionally in August 2021, further changes to the licencing system in Barcelona were made which prohibit the rental of short term private rooms while still allowing entire apartments to be rented if the property owner holds the correct licence (McClanahan, 2021). In 2017 Airbnb made a decision to put a 90 night limit per year on listings for entire homes in Greater London, the reasoning for this decision as stated by Airbnb was to guarantee that home sharing improves sustainability and responsibility (Airbnb, 2023). Since then, Airbnb is now working with the council of the Royal Borough of Kensington and Chelsea (RBKC) to prevent illegal subletting of social housing on Airbnb’s platform (BBC News, 2022). This will be done by Airbnb sharing payment details in prosecutions relating to illegal subletting with there being an average cost of £42,000 for each house every year that is illegally sublet (BBC News, 2022). 
 



























Recommendations 
  
The recommendations that I would give to help Airbnb improve their business include strengthen relationships with authorities and creation of new revenue opportunities. 
  
Strengthening the relationships that Airbnb has with local and national governments can allow any potential abuses of the Airbnb system to be investigated thoroughly by the organisation itself in addition to the proper authorities. If the Airbnb system has been abused, then Airbnb can make corrections to the systems in place currently while governments can make changes to laws currently in place or create new laws to tackle the relevant issues. Other ways where Airbnb can work with governments can include sharing and cooperating on any research being conducted which can be on tourism, the sharing economy or on other relevant topics. Working with governments on research could help Airbnb gain insights on how the business is changing and this could help Airbnb gain a competitive advantage over their competitors. Gaining advantage over their competitors can allow Airbnb to expand their business and invest in new aspects of the business and/or reducing spending on aspects where there is minimal growth and little return for investment.  
  
The creation of new revenue opportunities will allow Airbnb to grow financially. This can be done though the expansion of the experiences currently offered which can be extended to include booking reservations for restaurants and the ability to book and rent cars. 
  
Offering the ability to book restaurants with a small charge can allow guests to fully plan their holidays without the need to book restaurants when either on location or separately by contacting the restaurant directly. The charge that would be in place for Airbnb to place the bookings could be minimal at approximately £1 per person. Although people may wish to book separately from Airbnb this new revenue stream would be beneficial for Airbnb and the restaurants that are being booked through the platform. When placing a booking for a restaurant on the Airbnb platform each restaurant will be able to upsell to the customer before they have arrived which could be a bottle of wine ready on arrival. Additionally, it would allow Airbnb to compete with the competitors they already have as Booking.com, Vrbo or Expedia do not currently offer a service like this so they would gain an advantage over them. 
  
Offering customers, the facility to book a car rental for while they are away on holiday or on business would allow Airbnb to strengthen their position amongst the competition as Booking.com and Expedia both offer the ability to book and rent a car.  There would be an opportunity to upsell and offer extras such as satnavs so that customers who are visiting from abroad are able to travel with ease and without the added stress of navigating in a foreign country. Insurance and any other coverage for renting a car would not be an additional charge but would be included in the price of hiring the vehicle to ensure customers are offered the best possible deal. 
 

Conclusion

After examining Airbnb and the various aspects of the business it shows that Airbnb is a strong business which still has areas where expansion can take place which will allow growth in size and financially. Growing financially and in size it will then allow Airbnb to offer new services which can allow hosts to gain financially and convince more people to either become hosts themselves or use Airbnb’s services. Increasing the number of hosts can allow for expansion into areas where there is a limited number of hosts and can increase the revenues for Airbnb. Increasing revenues can help Airbnb compete with their competitors and increase the market share in the sharing economy. Increasing the market share that Airbnb has will result in more guests using Airbnb’s services.
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