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Introduction

Airbnb, Inc. engages in the management and operation of an online marketplace. Its marketplace
model connects hosts and guests online or through mobile devices to book spaces such as rooms in a
home or apartments or whole home space. Since its inception Airbnb has grown into a 80B company with

a positive net income of $2.65B (https://www.investing.com/equities/airbnb-inc-financial-summary). For

the most recent quarter ending December 31, 2024, Airbnb’s revenue was up 12% year-over-year

(https://news.airbnb.com/airbnb-q4-2024-financial-results/).

Executive Summary

With operations in over 220 countries and millions of active listings, Airbnb has disrupted
traditional hotel chains by providing unique stays and fostering a sense of community. The company
generates revenue primarily through service fees charged to both guests and hosts, while its asset-light
business model minimizes infrastructure costs compared to traditional hospitality industry. This business
model analysis explores how Airbnb’s platform-based model drives its competitive advantage, focusing

on keys areas such as revenue streams and cost structure to understand its profitability.

Business Model Analvsis

Revenues

Airbnb operates in the short-term rental and hospitality industry, competing against traditional
hotels, boutique accommodations, and other vacation rental platforms such as VRBO, Booking.com, and
Expedia. Its core product is an online marketplace that facilitates peer-to-peer property rentals, allowing
hosts to list their homes and guests to book unique stays. Main source of revenue come from Host Service
Fees and Guest Service Fees. Airbnb also offers Airbnb Plus, Airbnb for Work, Experiences, Advertising
and Promotions products. Airbnb ended 2024 with over 491 million Nights and Experiences booked and

surpassing $11 billion of revenue (https://news.airbnb.com/airbnb-g4-2024-financial-results/).

Airbnb differentiates by being personal, local, and flexible — offering experiences over
standardize service. Airbnb has strong market power due to a dominant global platform (according to
Airbnb’s most recent 10k statement, Airbnb had 120 issued patents and 139 pending patent applications
worldwide), network effects (more hosts attract more guests, and vice versa — harder for competitors to

catch up), platform control (controls the rules: visibility, pricing filters, cancellation policies), and brand
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loyalty. Airbnb maintains product differentiation through a combination of unique inventory, personalized
experiences, and a strong brand identity. Its platform offers one-of-a-kind accommodations — like
trechouses, yurts, or city penthouses — that hotels can’t easily replicate, making each stay distinctive.
Hosts often personalize the experience with local insights, decor, and hospitality touches that create an
emotional connection with guests. Beyond lodging, Airbnb expands its offering through locally led
"Experiences," integrating travelers into the culture of their destination. The platform also builds trust
through verified reviews, Super host recognition, and 24/7 support, reducing friction in the peer-to-peer
model. All of this is reinforced by a lifestyle brand that markets Airbnb to “belong anywhere,” appealing

to modern travelers seeking authenticity, flexibility, and community.

However, Airbnb does not have total pricing control like a monopoly as it faces pressure from
competitors, regulation, and dependence on host quality and availability. The price elasticity of demand
for Airbnb is generally high, meaning consumers are sensitive to price changes, but this varies by context.
In budget segments and urban areas with abundant alternatives — such as hotels or competitors like VRBO
— demand tends to be highly elastic. However, elasticity decreases in more unique or remote listings, such
as rural getaways or luxury properties, where Airbnb offers a distinctive experience that’s harder to
substitute. Elasticity also shifts with traveler purpose and timing: business travelers often favor hotels due
to loyalty programs, increasing price sensitivity, while demand becomes more inelastic during festivals or

peak events when scarcity limits alternatives and consumers are willing to pay a premium.

Airbnb operates across several distinct submarkets, each facing different levels of competitive
pressure. In urban stays, competition is intense due to the presence of hotels, VRBO, and Booking.com,
making this submarket highly competitive. Rural or remote getaways face moderate pressure, primarily
from niche rental platforms and some boutique hotels. The luxury segment, including Airbnb Luxe, also
experiences medium competition from high-end hotels and resorts. Long-term stays represent a growing
opportunity with moderate competition from extended-stay hotels and serviced apartments. Shared rooms
encounter the least competitive pressure, mainly from hostels or platforms like Couchsurfing. Meanwhile,
Airbnb Experiences faces high competition from tour platforms like GetYourGuide, Viator, and local tour

operators, especially in popular travel destinations.

Costs

On the cost side, Airbnb’s production function comprises of Output as guest stays or number of
booked nights and inputs as capital, technology, labor and hosts. The loss of capital and technology means

loss to the business. When capital and technology are strong then more hosts and guests will join, leading
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the platform to become more valuable. Capital is mainly made up of technology infrastructure, cloud &

servers, marketing, and brand value. Labor is employed to build, run and maintain platforms.

Airbnb experiences considerable demand uncertainty driven by a range of external and behavioral
factors. Seasonal trends, holidays, and local events cause predictable fluctuations, with demand peaking
during festivals and vacation periods and dropping during off-peak times. However, unforeseen events
such as pandemics, natural disasters, geopolitical tensions, or economic challenges can result in sudden
and significant drops in travel demand. Regulatory changes, such as new city laws limiting short-term
rentals, can also restrict the supply of listings and reduce demand. Additionally, evolving consumer
preferences, including a growing interest in remote work-friendly or rural stays, make forecasting more
complex. Reputational issues like safety concerns or negative host experiences can further impact user

trust and reduce demand unpredictably.

While demand uncertainty primarily affects revenue, it also has important cost implications for
Airbnb. When demand drops, fixed costs such as platform infrastructure and customer support remain
constant, leading to higher per-booking costs and reduced profit margins. To counteract weak or
unpredictable demand, Airbnb may increase advertising expenditure or offer incentives to attract guests
and hosts, which raises customer acquisition costs. Additionally, maintaining the ability to adjust
operations with changing demand necessitates continuous investment in scalable technology and flexible
staffing, adding complexity and variability to the cost structure. Despite being an asset-light company,
Airbnb still faces significant cost-related uncertainties. Key costs include investments in platform
technology, security, Al development, and infrastructure, all of which can fluctuate due to rising tech
wages and the increasing costs of cloud services. Regulatory compliance also introduces unpredictability,
as new legal requirements, such as tax collection or licensing mandates, may raise costs. Additionally,
customer service and risk mitigation expenses, such as handling disputes, processing refunds, preventing
fraud, and managing damage claims (via AirCover), tend to spike during periods of high demand or
increased host/guest conflicts. Finally, marketing and host incentives may be ramped up to attract supply

in competitive markets, further adding to cost variability.

Fixed costs for Airbnb are those that remain relatively stable regardless of booking volume or
revenue fluctuations. A major component is platform investment and tech infrastructure, which includes
ongoing expenses for maintaining the site’s functionality, security, and Al development — such as hosting
servers, software engineering, and cybersecurity measures. Regulatory compliance also contributes to
fixed costs, encompassing legal fees, tax obligations, and the expenses required to meet varying local

licensing and governance requirements. Additionally, Airbnb incurs fixed customer service and risk
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mitigation costs through the maintenance of support teams, fraud prevention systems, and risk

management operations that run continuously, regardless of user activity.

Variable costs for Airbnb are those that change in response to booking volume and platform
activity. A key driver of these costs is marketing and host incentives, as the company may ramp up
advertising efforts or offer promotions and bonuses to attract both guests and hosts in competitive or high-
demand markets. These efforts, such as ad campaigns or special discounts, directly increase spending
based on platform needs. Additionally, variable components arise from activities like dispute resolution,
issuing refunds, and managing damage claims, which tend to increase during periods of high demand or
when conflicts between guests and hosts become more frequent. These situations may require additional

staffing or financial outlays, adding to the variability of Airbnb’s operating costs.

Airbnb benefits from both economies of scale and economies of scope, enhancing its operational
efficiency as the company grows. Economies of scale occur as Airbnb handles more bookings (491
million nights booked as of 2024), allowing fixed costs such as platform maintenance and technology
infrastructure to be spread across a larger number of transactions, reducing the average cost per booking.
For instance, as infrastructure supports greater volume, costs do not increase proportionally, and a larger

user base generates more reviews, which improves listing quality and reduces customer service demands.

Simultaneously, Airbnb leverages economies of scope by diversifying its offerings — such as
combining accommodations with Airbnb Experiences — and expanding into international markets. This
enables the company to use the same platform, customer base, marketing, and support infrastructure

across multiple services and regions, lowering per-service costs and driving greater overall efficiency.

Overall, Airbnb is profitable as revenues exceed costs. As of the recent quarter (Q4) December
2024, EBITDA was $461 million, representing a 19% net income margin. The Q4 revenue was $2.5
billion, up 12% year-over-year and adjusted EBITDA was $765 million, up 4% year-over-year
(https://news.airbnb.com/airbnb-g4-2024-financial-results/).

Airbnb’s profitability is driven by a strategic combination of demand-side market power and
supply-side operational efficiency. On the demand side, Airbnb benefits from strong brand equity, global
network effects, and a highly differentiated product offering that attracts both guests and hosts. These
advantages provide pricing power and drive platform loyalty, contributing significantly to revenue
generation. On the supply side, the company leverages economies of scale — spreading fixed costs like
technology infrastructure and compliance across a large volume of bookings — to reduce per-unit costs.
Additionally, economies of scope are realized through service diversification, such as integrating Airbnb

Experiences into the core platform and expanding internationally using shared resources. Together, these
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forces reinforce each other: market power fuels growth, and scale unlocks profitability. As Airbnb
matures, maintaining this balance between demand-driven revenue and cost-side efficiency will be critical

to sustaining long-term financial performance.

Diagnostics

Airbnb’s production function is delivering value and leading to profit. Airbnb went public during
Covid-19 and though travel industry was severely impacted by the pandemic; Airbnb’s production
function managed to recover faster than traditional hotels. I believe Airbnb should enlarge its economies
of scale by expansion in long-term stays, different experiences, and corporate travel. Airbnb has
consistently reported strong earnings, with higher margins than traditional hotel chains due to its asset-
light model. However, as Airbnb operates in monopolistic market, there is increased competition from
platforms like VRBO, booking.com, and others. The housing laws also impacts the Airbnb platform; for
instance, New York City implemented strict short-term rental regulations on September 5, 2023,

significantly impacting Airbnb.

Airbnb has effectively leveraged a platform-based, asset-light business model to disrupt the
traditional hospitality industry. By facilitating peer-to-peer transactions through its online marketplace,
the company significantly reduces capital expenditures typically associated with hotel infrastructure. This
strategic positioning enables Airbnb to scale globally while maintaining cost efficiency. The firm’s market
presence in over 220 countries and its strong brand identity underscore its global influence. Furthermore,
network effects - wherein an increase in hosts attract more guests and vice versa - enhance Airbnb’s
competitive advantage and create high entry barriers for new market entrants. The company’s unique
offerings, such as treehouses, city penthouses, and localized Experiences, support product differentiation,

reinforcing its appeal to modern travelers seeking authenticity and personalization.

Airbnb’s revenue structure is diversified, primarily comprising service fees from both guests and
hosts, complemented by ancillary offerings such as Airbnb Plus, Airbnb for Work, and localized
Experiences. As of 2024, Airbnb reported over $11 billion in revenue, driven by 491 million nights and
experiences booked. However, the firm operates in a competitive landscape with varying degrees of
pressure across submarkets. Urban stays face intense rivalry from traditional hotels and online travel
agencies like VRBO and Booking.com, while niche markets such as luxury or rural accommodations
offer greater pricing power due to reduced substitutability. The price elasticity of demand for Airbnb’s
services fluctuates by context, being more elastic in commoditized markets and less so in unique,
differentiated offerings. This variability necessitates strategic pricing and marketing interventions to

maintain competitiveness and revenue stability.
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Although Airbnb operates without owning physical assets, it encounters a complex cost structure
comprising both fixed and variable components. Fixed costs include technology infrastructure, regulatory
compliance, and customer service operations, while variable costs are driven by marketing activities, host
incentives, dispute resolutions, and demand fluctuations. Airbnb’s exposure to demand uncertainty is
significant, influenced by seasonal trends, geopolitical events, regulatory changes, and evolving consumer
behaviors. Nevertheless, the firm benefits from economies of scale — spreading fixed costs across a large
transaction base — and economies of scope through service diversification and international expansion. In
Q4 2024, Airbnb demonstrated strong financial performance, reporting a net income margin of 19% and
an EBITDA of $461 million. Moving forward, sustained profitability will depend on Airbnb’s ability to
balance demand-side market power with efficient cost management, while remaining responsive to

dynamic global travel trends and regulatory environments.

Airbnb aims at expanding supply, improving guest experience, and enabling future growth. The
launch of the Co-Host Network has streamlined hosting for nearly 100,000 listings across 10 countries,
with plans to expand further into Japan and Korea. Product optimizations, including enhanced search and
localized payment methods, are already driving higher conversion rates. Additionally, a rebuilt technology
platform is enabling faster innovation and positioning Airbnb to expand beyond short-term rentals with

new service offerings.



