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ILLUSTRATION 7.4

The on-demand transportation service that has revolutionised the taxi industry.

With a market value of $50bn (£30bn, €37.5bn)
Uber has been predicted to become the world's dom-
inant transportation company without owning a single
vehicle, Since s start in San Francisco 2009, it has.
quickly expanded to over 60 countries and 340 cit-
ies worldwide. It now employs 4000, adds 50,000
new partner drivers a month and makes one milion
trips each day. The company is growing at exponential
rates and has received $10bn of equity funding so far
Co-founder and CEO Travis Kalancik claims that they.
are doubling its size every six months.

Uber's smartphone app is a the centre oftheir busi-
ness model. Customers download the app, create an
account and put in their credit card information. By
tapping the app they request a car and a notification
is sent to the nearest driver who can accept or reject
the ride and, if rejected, it is sent to another diver in
the area. Customers can track the estimated time of
arrival and the meter via the app. Payment is made to
Uber via the app ith a later payment to the driver.
‘The customer gets an option to rate the driver and the
driver aiso has the option to rate the customer.

Through the Uber app customers can search, book,
pay and rate the taxi service. They are offered a con-
venient, reliable and fast taxi service either through
Iuxury rides, priced less than conventional limousine
seruices (Uber Black), o through regular rides priced
less than norma taxi fares (UberPop or UberX). The
value for drivers is an extra source of income and flex-
ible orking hours. The review and rating system is a
key difference compared to regular taxis. Customers.
‘can avoid drivers with low ratings and drivers can avoid
passengers with low ratings.

The basic resources of Uber include their tech-
nological platform and app, but they do not own any.
cars or employ any drivers. Drivers own the cars and
are self-employed and apply to Uber to become a
driver. Uber's activities are configured to match cus-
tomers with a nearby driver and car. In addition to

‘matchmaking, the platform and app includes pricing
and payment, car tracking and review systems. Uber
thus structures the value for both customers and driv-
ers through the development of sophisticated software.
and algorithms that optimise matchmaking, priing and
reviews for different cities and local markets.

Uber captures their profit and value by typically
taking a 20 per cent cut o allrides except for special
promotions to customers and/or drivers and in areas
where they face competition from similar services.
Besides generating  margin, these revenues should
cover their expenses to cover R&D, technology devel-
opment, marketing, local infrastructure and own local
employees in each city

Even though the business model has been a suc-
cess, there are several significant challenges. The
UberPOP service has faced regulatory pushibacks in
several European countries and even been forced to
shut down in some markets. Uber is also facing an
increasing number of compefitors with similar business
‘models; Lyft is a significant competitor i the USA and
Didi Kuaidi s ahead of Uber in China. As CEO Travis
Kalancik explains:

“We're profitable in the USA, but we're losing over
$1 billin 2 year in China."
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Questions

1 In terms of Figure 7.10, what are Uber's
value creation, value configuration and value
capturing?

2 1f you were the head of a traditional taxi
company, how could you change your business
model to compete with Uber?





 

