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Anyone has ever used Airbnb?
 Anyone who has found an apartment to stay at Airbnb?
 Anyone who has rented your apartment to a guest at Airbnb?
Why is Airbnb so popular?

http://www.asacredjourney.net/2015/07/seattle-airbnb-apartment/
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http://rentingyourplace.com/airbnb-101/
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http://blog.thinque.com.au/futurist-keynote-for-the-hospitality-industry-part-1/2
http://saragbrodersen.dk/how-the-leisure-industry-will-survive-sharing-economy/
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https://www.pinterest.com/pin/123286108528135231/
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created by Marshall van Alstyne
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Platforms with Two-Sided Network Effects
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One-Sided Network Effects
 The value from a product/service increases when more 
customers use the same product/service.
 Example?

https://ivegotatrickyname.wordpress.com/tag/marketplace/
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Two-Sided Network Effects
 The value from a product/service increases when there are 
more customers/suppliers in the other side.
 Airbnb is more valuable to guests when there are many 

rental properties listed.
 Airbnb is more valuable to hosts when there are many 

potential guests.
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Uber’s Growth

http://www.latimes.com/business/la-fi-0822-uber-revenue-20150822-story.html
https://newsroom.uber.com/truck-driver-jobs-vs-driving-with-uber/
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Uber vs. Lyft Growth

http://www.businessofapps.com/uber-usage-statistics-and-revenue/
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Growth of Two-Sided Platforms
 Two‐sided network effects gives platform businesses (e.g. 
Airbnb, Uber, and eBay) 
 an ability to scale up the size of operations very quickly
 without a need to own assets and spend a large amount of 

capital
 Due to network effects, it is increasingly difficult for a new 
entrant (e.g. Lyft) to catch up the incumbent (e.g. Uber) that has 
already built a large network of buyers and suppliers.
 Two‐sided platforms are not new (e.g. credit cards, real estate 
agents), but technologies and the Internet allow them to 
interconnect a large number of suppliers and buyers together.
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How to Create Network Effects?
 A chicken‐and‐egg problem
 Without potential guests, hosts would not list their 

apartments at Airbnb.
 Without apartments listed, guests would not try Airbnb.

 How would you solve this problem in your platform?

http://iterated-reality.com/2015/03/17/the-chicken-or-the-egg-causality-dilemma-solved-by-unity-consciousness/
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Two-Sided Platform Game (1/2)

 Each group operates a platform (e.g. Airbnb) and competes with 
each other (e.g. Homeaway).
 Each group starts with 20 customers (guests) and 5 suppliers 
(hosts).
 In each round, you have to decide how much $ to charge 
customers and suppliers (between $0 and $20).
 The number of new customers/suppliers depend on your 

prices.
 Your goal is to grow the number of customers                             
and suppliers and to make most revenues.
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Two-Sided Platform Game (2/2)
# of New Suppliers in Round t

# of New Customers in t

Price to Suppliers

Price to Customers

 You’ll get more new customers qc when 
 your customer price pc is low compared to others (pc)
 and you have more suppliers (Qs).

 You’ll get more new suppliers qs when 
 your supplier price ps is low compared to others (ps)
 and you have more customers (Qc).

 Your revenue = pc×Qc+ ps×Qs

# of Customers

# of Suppliers
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How Pays Nothing to the Platforms?
Men Night Club Women

Customers Credit Card Merchants
Home Buyers Real Estate Home Sellers

Customers OpenTable Restaurants
Viewers YouTube Video Creators

Passengers Uber Drivers
Buyers eBay Sellers

iPhone Users iTunes App Developers
Employers LinkedIn Employees

 In your platform business, who should pay to you? Why?
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Pricing Strategies to Build Network
 An introductory pricing ‐ charging a low price to attract new 
customers and suppliers
 Once the platform is built, it can raise the prices to recoup the 
initial investments.
 If the network is large enough, customers/suppliers are 

willing to stay even with high prices.  
 The platform can choose to subsidize either suppliers or 
customers and to make up from the other side.
 Which side to subsidize depends on their willingness to pay, 

price elasticity, and need for the other side
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“EJ” Incidents in Airbnb (A)
What happened?
 How serious is this incident to Airbnb?
 What would happen to Airbnb platform if it does nothing?

What should Airbnb do?

http://www.timesledger.com/stories/2014/3/burglary_tl_2014_01_17_q.html



20

Min-Seok Pang – Nov.28.2016

MIS 3534 Fall 2016 – Week 12 – IT-Driven Competitive Strategies (II)

MIS 3534 – Strategic Management of Information Technology

Online Reputation System (1/2)

What are the examples of online reputation systems in other 
platforms?
 How about at eBay?
 How about at Uber?

Why is a reputation system important?
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 Two‐sided network effects depend not only on the size of the 
network but also on its quality.
 A few bad apples in either side can lead to “negative” 

network effects.
 In order to build a sustainable two‐sided platform, there should 
be a mechanism that ensures trust and safe interactions between 
the two sides.
 Uber passengers should be able to trust drivers for safe 

rides, and vice versa.
 Airbnb hosts should be able to trust guests for safe stay, and 

vice versa.

Online Reputation System (2/2)
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In Uber
What are the policies in Uber to manage the pool of drivers?
Why are they necessary?
 Uber drivers are expelled if their ratings go below 4.2 out of 5 or 
if they get two traffic tickets.
 Is it too harsh?

http://ubermanilatips.com/uber-rating-system-driver-ratings/
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What do these measures aim to achieve? Why are these 
necessary?
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Which measure is for hosts?
Which measure is for guests?
Why are these measures necessary?
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One Consequence of This Policy

http://www.bloomberg.com/news/articles/2015-12-10/study-finds-racial-discrimination-by-airbnb-hosts
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https://www.bloomberg.com/news/articles/2016-10-31/study-finds-racial-discrimination-by-uber-and-lyft-drivers



27

Min-Seok Pang – Nov.28.2016

MIS 3534 Fall 2016 – Week 12 – IT-Driven Competitive Strategies (II)

MIS 3534 – Strategic Management of Information Technology

Let’s Debate!
 Now what should Airbnb or Uber do?
 Should Airbnb actually find out hosts who racially discriminate 
and ban them from participating the platform?
 If yes, how can it define a racial discrimination?

https://hannahouglum.wordpress.com/2012/03/22/malibu-to-ban-chain-stores-2-2/


