Assignment 2

Introduction
In this report I will be critically examining Airbnb as an example of the sharing economy. Then I will proceed to evaluating the Airbnb business model, financial landscape, P2P market forces, target groups, problems, strategy, current situation, challenges and finally I will make recommendations for future growth.
I would like to begin this report by providing a key definition of sharing economy. According to Scott (2020), “The sharing economy is an economic model defined as a peer-to-peer (P2P) based activity of acquiring, providing, or sharing access to goods and services that is often facilitated by a community-based on-line platform.” This definition is vital to understand because Airbnb is a clear example of the sharing economy. In fact, Crommelin (2018) states that “Accommodation-sharing platform Airbnb is often considered a sharing economy exemplar”. 
There are several benefits of a sharing economy, one being a new flexibility. According to Driving Innovation (No Date), “Using your own personal assets to direct your career creates opportunities for more flexibility, independence, and ownership.” This is interesting because this would be inviting for individuals because of the freedom the sharing economy offers. Another benefit of the sharing economy is the fact that it empowers entrepreneurs. Driving Innovation (No Date) states that “The sharing economy makes life easier for start-ups and aspiring entrepreneurs, so that all you really need is an idea and the internet. In other words, the principle underlying the sharing economy is that anyone can set up a business as long as they have a solid idea and access to the internet. 
Airbnb’s History
Now I would like to explain what Airbnb is, its history and how they operate. Airbnb is a prime example of a global organisation that makes the sharing economy possible. Airbnb is an organisation with a platform which allows for individuals to earn money by renting out an unused room or property (Nextbillion, No Date). Airbnb began in 2008 when two designers who had space to share hosted three travellers looking for a place to stay. Now, millions of hosts and travellers choose to create a free Airbnb account so they can list their space and book unique accommodation anywhere in the world. Airbnb’s experienced hosts share their passions and interests with both travellers and locals.
Airbnb’s business model
Airbnb’s business model is a multi-sided ecommerce platform. The term multi-sided originates from the economics literature and refers to how parties connect as different sides of a market (Rochet and Tirole, 2003). Hosts (first side) are offering unused or underutilized space. Guests (Second side) are looking for a place to stay for a short period of time. This business model is a clear example of collaborative consumption, whereby an individual provides access to goods / services (In this case – a place to stay), instead of ownership.
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This is a business model named the Classification and was innovated by Timmers. On the x-axis is the degree of innovation for a business and on the y-axis is the functionality of the business. On this business model Airbnb would be considered a collaboration platform because of the level of innovation of their service and the functionality of their business platform.
Airbnb’s Business Model Canvas
According to Enterprising Oxford (No Date), “The Business Model Canvas is a business toll used to visualise all the building blocks when you want to start a business, including customers, route to market, value proposition and finance.” This is important to Airbnb because it allows them to set goals and provide a clear picture of how they run and operate their business. 




	Key partners
· Rental hosts
· Superhosts
· Experience hosts
· Large landlords
· Tourism partners
· Communities
· Commercial partners
· Insurances
· Investors

Tech partners:
· Inventory integration
· Biz travel platforms
· Many more
	Value proposition

VP to guests:
· Choice & variety
· Amenities
· Often cheaper
· Higher value
· Authentic stays
· Local experiences

VP to hosts:
· Income generation
· Ease of getting started
· Good, screened guests
· Management tools
· Extensive resources
	Customer segments

Guests:
· Traditional geo-demo
· High(er) education
· High(er) income
· 30-49-year-old
· Leisure (Single v family)
· Busines (Short v long)

Hosts:
· Maximisers
· Opportunity seekers

	Key activities
· Minimise risks
· Deliver consistency (guest experience)
· Remove frictions (guest/host)
· Grow network effects
· More guests/hosts
· New offerings
· Technology

	Key resources
· Active hosts
· Active guests
· Brand
· Data assets
· Algorithms
· Tech platform
· Skilled staff
· 
	Customer relationships

To hosts & guests:
· Safety/security
· Support

To communities:
· Good neighbour 
· Good citizen

To all:
· Responsible hosting

	
	
	Channels

Sales, marketing:
· Word-of-mouth
· Digital marketing
· Media coverage
· Discounts, promo
· Associates
· Referrals

Transactions:
· App, website
· Host/guest

	Cost structure

-Cost of revenue
· Insurance
· Payment processing
· IT infrastructure
-General & admin
· G&A staff, legal
-Research & development
· Technology platform
· New offerings
-Sales & marketing
· Customer acquisition, discounts, promos, referrals, associates, etc. 

	Revenues 
· Commission on transaction value (incl on service fees)
· Urban/suburban/rural (rural highest)
	Pricing
· Rental guests: up to 14.2%
· Rental hosts: 3% 
· Event hosts: 20%
· Event guests: 0%
· Hotels: 14-16%




Above is Airbnb’s business model canvas (BMC).

One of the advantages of a BMC is the fact that it gives Airbnb focus. According to Get2Growth (No Date), “It allows the business to understand how each aspect relates to the others; how the functions, activities and processes interlink and interlock.” This means that a BMC allows Airbnb to look and think about their business in a more systematic and formal way.
Another advantage of a Business Model Canvas is speed.
As you can see on BMC, Airbnb has value propositions for two groups: guests and hosts. For hosts, Airbnb offers the following value propositions:
1. Airbnb mitigates risk. Letting strangers use one’s space is risky because it is not known in advance how they will behave. Airbnb puts in place measures to reduce the risk for hosts: guests must verify their identity before being able to trade. What are the risks for hosts? There is the possibility that the guests will damage the property, for example. So, by verifying their identity this reduces the risk of this happening. 
2. Airbnb handles monetary transactions. Exchanges on Airbnb are cashless. The guest provides credit card details to the network facilitator at the time of booking. The host receives the money into their bank account 24 hours after the guest’s arrival. This guarantees the safety of the money of each party – the host and the guests. This is good for the host because it saves time and hassle. Also, it’s good for the guests as you may feel more reassured paying a company as opposed to an individual. This protects both parties.
3. Airbnb offers the opportunity to connect with likeminded hosts. Some Airbnb hosts enjoy interacting, learning from, and sharing with other hosts. If the host is local, they can also share recommendations to the guests such as activities, restaurants, and cafes. 

And for guests, Airbnb offers the following propositions:
1. Airbnb enables guests to find accommodation. The Airbnb platforms offers an interface which allows guests to efficiently compare and book a substantial number of accommodation options around the world 24 hours every day.
2. Airbnb provides access to spaces. Airbnb processes give guests access to the property after having completed a few required steps.
The process is extremely easy for guests which is beneficial to the party. This means the guests are getting more value for their money because they’re getting exactly what they need. This process works very well for Airbnb because they can offer several value propositions to each party involved in using their platform.










Airbnb’s weaknesses
	Adverse effects of Airbnb

	Reduction in housing availability 

	Reduction in housing affordability 

	Reduction of residents’ quality of life 




The reduction in housing availability
The short-term rental business is more lucrative than the long-term rental business. The availability of efficient platforms for peer-to-peer trading of accommodation makes it easy for anyone to make unused space available for short-term rental. Consequently, some of the long-term rental pool is reallocated to the short-term rental pool. People who rely on long-term rental arrangements may find themselves squeezed out of the market and without accommodation in their preferred location. 
The financial attractiveness to property owners of the short-term rental market can lead to a reduction in housing availability. This phenomenon occurs in highly sought-after tourist locations where demand for short-term accommodation is high (Steinmetz, 2015; Comiteau, 2016; Valerio, 2016).
The reduction in housing affordability
The price of long-term rentals can also increase because landlords account for the fact that people renting the property can earn additional income by subletting it or renting out a room on the short-term rental market (Schofield, 2014; Steinmetz, 2015; Davies, 2016).
In fact, Barron et al. (2017) found Airbnb growth in the US could explain 0.25% in annual rent growth and 0.42% in annual house price growth from 2012 to 2016.
Reduction of residents’ quality of life 
Because of the changes to neighbourhoods, residents may perceive their quality of life to be lower. They not only find themselves having to compete for parking spaces with tourists, but also having to put up with additional noise, and they may find the neighborhood or their apartment complex to be less safe because strangers have access (Sheppard and Udell, 2016; Williams, 2016). 


I found an interesting quote on the Forbes webpage, written by Barker (2020), “The influence of the so-called ‘Airbnb effect’ on local housing markets has grown into a significant cause for concern, particularly when looking at its impacts on housing stock, prices and communities.”
Financial Landscape
After going into detail on the busines model of Airbnb, it is important to incorporate Airbnb’s financial landscape. 
According to the Airbnb blog (No Date), “Airbnb guests stay 2.4 times longer and spend 2.3 times more money compared to typical tourists. They also stay in more diverse neighbourhoods throughout the city, and 45 percent of their spending occurs in the neighbourhood where they stay. Airbnb is an important source of income for many low-income residents.” This is important to be aware of because it means that Airbnb is an important source of income for the local area. However, this can be contrasted with the negative effects of Airbnb, with the fact that it can reduce residents’ quality of life
However, because of Covid-19, a global pandemic, (which is the current ‘financial landscape’) Airbnb faced some difficulty. Taulli (2020) states, “By April, the gross bookings for nights and experiences plunged by 72% on a year-over-year basis. In fact, from March to April, there were more cancellations than bookings.” This is staggering, with Airbnb’s success from previous years, 2020 brought its challenges. But Taulli (2020) adds, “While the situation was certainly dire, the management team wasted little time in pursuing a major restructuring. The results were that-over time- the business started to improve. By June, there was actually a 1% increase in gross bookings.” Although this is positive from Airbnb, the fact remains that revenues for Airbnb were still a long way off the levels of 2019 (Taulli, 2020).
Strategy
So how did Airbnb approach the global pandemic of Covid-19? According to Taulli, (2020), “In the situation of Airbnb, management initiated a layoff of 25% of the workforce. There was also a steep reduction in discretionary and capital expenditures, a slashing of executive salaries and a suspension of all facilities build-outs.” This suggests that one of the methods that Airbnb used to tackle the challenges of Covid-19 was through cost-cutting. This was clearly vital to Airbnb’s performance in 2020 and helped them in increasing their gross bookings by 1%.
But it was not just cost-cutting that Airbnb used as a strategy in 2020, they also put all their focus on the core business. Airbnb knew they couldn’t pursue everything that they used to. They chose to put their focus on what Airbnb’s most unique feature and quality – their core business of hosting. Airbnb went back to their roots and what is truly unique about Airbnb – the everyday people who host their homes and offer experiences. (Taulli, 2020) Taulli (2020) adds, “Airbnb scaled back investments that did not directly support the core of our host community.” This is important to understand because I’m sure when a business begins to struggle because of external forces like a pandemic for example, those in charge of the business may feel inclined to do more than what their core quality offers. This way of thinking from Airbnb is one that is clever and that makes a great deal of sense.
Another method that Airbnb used to face the adversity of Covid-19 was to provide refunds. Many cancellations were non-refundable however Airbnb used more than $1 billion of its funding to provide refunds. There was also a commitment of up to $250 million for those hosts that were impacted by the cancellations (Taulli, 2020). This was another positive move for Airbnb and allowed them to gain their users’ trust, which is so important for business. 
Recommendations
Airbnb are a well-established example of the sharing economy however it can be improved. For example, are too many poorly reviewed properties and listings being showcased? Yes, it is important that all listings are showcased however isn’t it more important that potential guests are shown listings which they are more likely to enjoy? If customer satisfaction is vital for Airbnb and a quality that they believe heavily in, then they should consider showcasing properties with good reviews more than those with poor reviews. 
Another recommendation that Airbnb should consider is the locations of their properties. Are the properties in safe neighbourhoods? Are the properties within a short distance to tourist attractions? This should be reviewed by Airbnb and they should ensure that their properties fit the wants and needs of the guests. I am aware that some guests may prefer to be further away from tourist attractions and would prefer to be in more rural areas but Airbnb must also ensure that all guests are satisfied. 
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