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Abstract

The research aims to contribute to the current debate on how to regulate digital platforms in the
European Union. The research also aims to shed new light on information asymmetries by exploring
them through the lenses of the European Union (EU) regulation 2019/1150 of the European
Parliament and of the Council on promoting fairness and transparency for business users of online
intermediation services applied from July 2020. The topic is at the intersection between the EU’s
competition policy and consumer policy. The research design is based on mixed-methodology and has
an interdisciplinary approach. It consists of data analysis and legal analysis from multiple sources.
Data analysis is based on the listing a hypothetical property on Airbnb’s website in the second half of
2020 and on multiple searches for accommodation at Airbnb’s website in November and December of
2020. Airbnb provides a significant amount of suggestions in terms of prices to their business users,
including recommending dynamic prices that are largely determined by Airbnb’s algorithms.
Parameters and their relative importance in Airbnb’s algorithms that determine ranking (order) of
accommodation in search results are not explained by Airbnb to its business users. The answer to the
guestion why lies in the fact that the mentioned regulation is not really about fairness, it is about
(limited) transparency only. The research provides empirical evidence on issues related to prices and
dynamic prices in Airbnb’s algorithms determining ranking (order) of accommodation in search
results.
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1.Introduction

Digital platforms and information technology have far-reaching consequences for global tourism
(Gossling, 2017). Technological developments have contributed to the growth of a “sharing” or —as
EU institutions prefer- “collaborative” business model that in travel industry enables small, medium,
micro-businesses and individuals to advertise their spare dwellings on digital platforms (Edelman and
Geradin, 2016). In this respect, large digital platforms offer intermediation services that may be
essential for the success of these small businesses. However, it must be emphasized that while these
platforms might sound as “sharing” or “collaborative”, they are “not a civic movement, but money-
making machines“(Corporate Europe Observatory, 2018, p.7).

The market for short-term vacation rentals has been growing strongly in recent years together with an
expansion of digital platforms such as Airbnb. In the Ahtop v. Airbnb Ireland case C-390/18 at the
Court of Justice of the EU the Advocate General Szpunar in his Opinion of 30 April 2019 established
that the platform developed by Airbnb is open to both professional and non-professional hosts, that
the short-term accommodation market, whether professional or not, existed long before the Airbnb
and that professional and non-professional hosts can offer their assets via more traditional channels,
such as by creating a website devoted solely to their accommodation that can be found online with the
help of search engines. Although it is technically and otherwise possible to create their own websites
where they would present their accommodation, it is a fact that small, medium and micro companies
and individuals need large digital platforms such as Airbnb in order to reach travellers' in a global
marketplace. The appeal of digital platform lies in its network effects (European Commission, 2017)
and the ability to reach a vast number of people around the world. Own websites of small companies
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1 . . .
The terms “guest”, “consumer” and “traveller” are used interchangeably in this paper. The terms ‘“host,
“business user” and “accommodation provider” are also used interchangeably in this paper.



and micro-entrepeneurs cannot achieve similar network effects because because these small
businesses, micro-entrepreneurs and individuals do not have access to large amount of data about
potential travellers. Digital platforms have that as they acquire that data while operating in this peer-
to-peer market for short-term rental.

From the EU policy perspective, online platforms play an important role in today’s economy and the
functioning of the internal market. The attitude of the European instutitions is that these platforms
brought real benefits for consumers and businesses in the EU “by giving them easier access to
products and services and facilitating transactions between them” (Jasper-Dittrict, 2019). However,
digital platforms have also produced concerns about the growing information asymmetries between
platforms, their business users and customers. It has been noted that there is a possibility that
platforms arrange search results and manipulate them in a way that is more beneficial to them than to
their users as the data collected by digital platforms may be used selectively by the platform operator
(Martens, 2016). In regard to data, Airbnb has released various reports and press news, the reliability
of which can not be independently checked and validated (Corporate Europe Observatory, 2018).

The relationship between a digital platform and its business user, also called a platform-to-business
(P2B) relationship can be exploited by the platform. Therefore, new rules to regulate digital platforms
were necessary. The result so far has been the EU Regulation 2019/1150, informally called P2B
regulation (Regulation (EU) 2019/1150) that entered into force in the EU in July 2020. The regulation
introduced a number of obligations for digital platforms. However, the question is if those formal
obligations make online platforms’ services better so as to ensure a fair, transparent and predictable
environment for their business users. The P2B regulation is not directly protecting consumers, yet it
has an indirect impact on consumer (traveller’s) choice. The issue of consumer choice is briefly
outlined at the end of the paper. It relates to the question how to enhance trust of European citizens in
the digital economy that has been increasingly “ruled” by large online platforms.

2. Research methodology, definitions and platform-to-business participants
2.1 Research methodology and definitions

This research topic is at the intersection between competition policy and consumer policy. The
research methodology is therefore based on a mix-method approach. It consists of the legal analysis of
the last relevant EU Regulation with its Guidelines and of data analysis from the Airbnb’s website. In
addition to literature review and online search of the Airbnb’s website about the Airbnb policies and
terms and conditions, the research was also carried out by listing a hypothetical property on Airbnb’s
website in the second half of 2020, a few months after the P2B regulation became applicable. Further,
multiple online search for accommodation at Airbnb’s website in the beginning of November and
December 2020 were carried out, looking for accommodation in February and March 2021. The
search results were analysed in relation to the order of displayed accommodation with a focus on
prices. Airbnb provides a significant amount of suggestions in terms of prices to their business users,
including recommending dynamic prices that are largely determined by Airbnb’s algorithms. The
viewpoint taken in the research is twofold, one is the point of view of an accommodation provider and
the other is a consumer’s viewpoint. The latter is important because algorithmic decisions determining
the displayed order of accommodation have an impact on consumer’s choice.

Online platforms for accommodation are called peer-to-peer platforms that connect travellers to the
providers of accommodation. A specific feature of these platforms is that service providers are often
private individuals offering services on an occasional peer-to-peer basis. In fact, micro entrepreneurs
and small businesses are increasingly using digital platforms (European Commission, 2016). Digital
platforms operate as two-sided markets bringing together peers on the demand and supply side
(European Commission, 2017). A peer on the supply side is an accommodation provider, including
small or medium businesses, micro-entrepreneurs and individuals. On the demand side there are
guests or travellers. The “matchmaker” that brings together a peer for supply and a peer for demand,
in this case Airbnb, is defined by the P2B regulation as the “provider of online intermediation
services” as Airbnb meets all the requirements in the Article 2 of the P2B regulation to be defined as
such. Airbnb is a provider of online intermediation services which constitute information society
services within the meaning of the EU Directive (Directive (EU) 2015/1535). That means that any



service that is usually provided for a fee electronically at a distance and on individual request by a
recipient is considered to be such. Further, this online intermediation service, Airbnb, enables
business users to offer services to consumers by facilitating the initiation of direct transactions
between them, irrespective if these transactions occur in the end at all. In addition, the online
intermediation service is provided on the basis of a contractual relationship between the provider of
online intermediation service (platform) and the accommodation providers which offer services to
consumers. The peer on the supply side, in this case the provider of the accommodation, is defined by
the P2B regulation as business user. A business user is any legal person or private individual, acting in
a commercial or professional capacity who, through online intermediation services, offers goods or
services to consumers for purposes relating to their trade, business, craft or profession. A consumer is
defined in P2B regulation as any natural person who is acting for purposes which are outside this
person’s trade, business, craft or profession.

2.2 Platform-to-business participants
Airbnb

Airbnb has been accused of competing unfairly with hotels, overcrowding and ruining European city
centres and influencing a rise of residential accommaodation in local places where Airbnb availability
increased (Sheppard and Udell, 2016). Airbnb’s motivations to be in the peer-to-peer market in
tourism are primarily commercial, as “sharing” is not really about caring (Ranchordas, 2015). The
“sharing” narative has been there since early days of Airbnb, but in fact, as Eckhard and Barghi
(2015) clearly explain, there is no sharing when “sharing” is market-mediated, that is when there is a
company acting as an intermediary between consumers who don’t know each other. In that case it is an
economic exchange because consumers (travellers in this case) are paying to access someone else’s
services for a particular period of time. That Airbnb is not really different (Figure 1, middle), but is
guided by commercial reasons was nicely depicted by the Corporate European Observatory (2018) which
noted that although Airbnb has occasionally “portrayed itself as one that offers a genuine local
experience inside a sustainable model for tourism, while at the same time helping people with few
means to make the rent, there is no denying that today’s Airbnb is a corporate monster like any other”

(p.24).

Figure 1: Finding Airbnb on the internet is easy (left); is Airbnb really different (middle) and what a
traveller can find on Airbnb website in regard to booking and paying for accommaodation (right).
Source: Author’s screenshots when searching for accommodation on Google and Airbnb
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It is easy to find Airbnb on internet (Figure 1, left). That Airbnb has commercial motivations can be
clearly seen from its business and revenue models. Airbnb makes money from fees it charges (Henten
and Windekilde, 2015) to both, the accommodation providers and travellers (Figure 1, right). Fee is a
mandatory payment and it has to be paid to Airbnb for each actualized reservation. Airbnb’s business
model is to charge the accommodation provider typically a relatively modest 3% commission per stay,
and to charge guests a booking fee typically from 6% to 12% or more per stay (see Airbnb’s details
about fees). The company looks after all payments. In-person payments to hosts by guests are
typically not allowed. After deducting its fee per transaction, Airbnb pays the net revenue to the
accommodation provider’s account within 24 hours after the guest checks out. Airbnb does not charge
anything for the processing of the payment.

Airbnb has had a number of legal issues and battles in the EU and according to the Corporate
European Observatory (2018) Airbnb’s leaders like to highlight its “sweet origin story, when its
founders let out a floor and an air mattress to participants at a conference for designers in San
Francisco in 2008 (p.5) but it soon became clear that “appearing to be almost a civic movement
remains a cornerstone of Airbnb public relations efforts” (p.7) while when Airbnb gets into problems
“it fights back as any commercial colossus” (p.7)

Airbnb’s motivations and strategy are obvious from the information available on Airbnb’s website
and from booking an accommodation via Airbnb’s website. Contrary to the Airbnb’s narrative, the
“sharing” is not really about sharing, and the company’s de-facto policies seem to be neither much
concerneced about promoting safety (Figure 1, middle) as they like to emphasize on their webiste.
Airbnb’s revenue model is such that all payments per stay of a guest are processed via Airbnb (Figure
1, right). When a new accommodation provider lists a property on their website and registers, it is
easy to enter his/her bank account details into Airbnb’s information system on their website. An
accommodation provider can do everything within a few minutes. All the verification requirements
can be also done in the same day. Airbnb’s website is therefore very user friendly for a new
accommodation provider, it is easy to list a new property, easy to get a listing published (Figure 2),
easy to navigate the website and it takes only a couple of minutes to register bank account information
where net payments from guests to hosts should be made by Airbnb, anywhere in the world.

Accommodation provider, a business user of Airbnb platform

In its Communication about a European agenda for the collaborative economy from June 2016
(Communication, 2016), the European Commission concludes that the collaborative economy
“generates new employment opportunities, generating revenues beyond traditional linear employment
relationships, and it enables people to work according to flexible arrangements” so that they can
“become economically active” (p.11). A specific feature of the collaborative economy is that service
providers are often private individuals offering assets or services on an occasional peer-to-peer basis.
At the same time, increasingly micro entrepreneurs and small businesses are using collaborative
platforms (Communication, 2016).

EU legislation does not establish at what point a peer becomes a professional services provider in the
collaborative economy. Peers that are accommodation providers, especially small businesses, micro-
entrepreneurs and individuals have to reach out for guests to the local, regional and global markets.
They need an intermediary service that can “bring” travellers from around the world. The European
Commission (2016) found various motivations why small businesses join digital platforms for short-
stay travel. The European Economic and Social Committee (EESC) (2014) and the European
Parliament (2018) emphasized that the new trend towards collaborative consumption represents great
alternatives in times of crisis and that apartments available for short-term lets to tourists are more
profitable than long-term residents. The expansion of sharing economy has been influenced by the
economic crisis and its impact in labour markets, because people lost their jobs and had to find
alternative means of income (Henten and Windekilde, 2015). Economic reasons for listing a property
on online platforms come from the fact that owners of an unused dwelling can earn substantial income
by renting out their spare accommodation (Jung, 2019).



Figure 2: A new accommodation provider is informed by the Airbnb that “You are ready to publish”.
Source: Author's screenshot from Airbnb’s website after completing a registration process to list a
hypothetical property on Airbnb’s website
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Further, it is easy to become a host on Airbnb, as “someone can become an Airbnb host with the click
of a mouse” (Gibbs et al, 2017, p.7). It is easy for an accommodation provider to list his/her property
on Airbnb’s website (Figure 2) and in the process of doing so, a new host is getting a lot of
recommendations, starting with how to attract first guests (Figure 4).

Airbnb offers many other recommendations to a new host. One could argue that that is done in good
faith to help a new host start doing business and receiving guests. However, Airbnb’s suggestions are
more than just a simple advice to get started. For instance, Airbnb suggest to a new accommodation
provider to allow guests to book instantly, so as to get “Search boost”, because, according to Airbnb,
on average, hosts who let guests book instantly get more than 100% more search views. To book
instantly means that a host does not opt for a possibility of pre-booking request by a potential guest
and communicating with them prior to accepting or declining their potential reservation. Airbnb
further suggests to the new accommodation provider to allow instant booking by asking “Are you sure
you want all guests to send requests”? (Figure 3).

Figure 3: Airbnb’s first suggestions to a new host about booking settings. Source: Author's
screenshot from Airbnb’s website in the process of setting booking policies when registering a
hypothetical property on Airbnb’s website
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Airbnb asks the new accommodation provider to “Mark the boxes to confirm you understand” under
first box: ”You’ll only have 24 hours to respond to requests penalty free”. Therefore if an
accommodation provider is not willing to allow guests to book instantly because he/she wants a
potential guest to send a request for accommodation before confirming their booking, Airbnb will
allow a very limited time to answer that request, otherwise there will be penalties for this
accommodation provider (Figure 5, first box). Further, the second box says that “Your listing wil be



ranked lower in search results, so you may get fewer reservations”. That leads to the conclusion that
Airbnb’s algorithm is written in such a way that the default ranking of search results includes the
option of non-instant booking. That influences the position of the accommodation in search results.
This is problematic because it does not seem to be in line with the Airbnb’s policy on safety. In other
words, Airbnb suggests to a new accommodation provider to choose speedy booking -against any
security concern an accommodation provider could possibly have- and not only that, Airbnb also says
that if an accommodation does not choose speedy booking, that will rank lower (Figure 5, second
box) in search results displayed in response to a search on Airbnb’s website by a potential traveller. In
the third box in Figure 5, a new accommodation provider is informed that “You’ll lose some host
protection and controls, including penalty free cancellations if you are uncomfortable with a
reservation”.

In short, if you, as a new accommaodation provider, want all guests, prior to making a final booking, to
send you a request -from which you can get an idea who these potential guests are-, and you therefore
don’t want to allow an option of instant booking by guests, you are going to be penalized by Airbnb.
The penalty will be that your accommodation will ranking lower in search results and you can also
lose some host protection and controls, including penalty-free cancellations.

About 66% of small and medium enterprises in the EU say that their position in search results of
general search engines and online platforms has a significant impact on their sales. There is a negative
effect of low ranking because the top five search results attract about 88% reactions, “while there are
only about 1% views beyond the 10" place in a search.”(European Commission, 2018). Hosts are
aware that the position of their listing in search results is crucial for their business turnover and the
likelihood of success. They have to navigate between the demands of guests and the suggestions and
algorithms of Airbnb. The stress and uncertainty that hosts experience when dealing with guests and
when dealing with Airbnb’s algorithms has been described by some researchers as “algorithm
anxiety” (Jhaver, Karpfen and Antin, 2018).

What formally influences ranking of a particular accommodation listed is explained in Airbnb’s
Terms of Services (Airbnb), accessed online in December 2020: “The ranking of listings in search
results on the Airbnb Platform depends on a variety of factors, including these main parameters: guest
search parameters (e.g. number of guests, time and duration of the trip, price range); listing
characteristics (e.g. price, calendar availability, number and quality of images, reviews, type of host
service, host status, age of the listing, average guest popularity); guest booking experience (e.g.
customer service and cancellation history of the host, ease of booking); host requirements (e.g.
minimum or maximum nights, booking cut-off time), and guest preferences (e.g. previous trips, saved
listings, location from where the guest is searching).” Airbnb may allow hosts to promote their listings
in search or elsewhere on the Airbnb platform by paying an additional fee.

There are preferences and parameters that guests can filter when searching Airbnb’s website for
accommodation. These parameters or criteria set by guests are typically price, time and duration of
stay, number of guests and similar. There are also other parameters that are outside of the influence of
a potential guest looking for accommodation. These other key parameters are: ease of booking,
dynamic pricing called “Smart Pricing”, aggregate guest reviews and fees paid by accommodation
provider to Airbnb, as stated by the Airbnb on its website. In addition, there are other factors such as
“host status” and “average guest popularity”, the latter not being clear what it means as there is no
explanation what average guest popularity is. There are also additional factors such as “cancellation
history of the host” and the “age of the listing”. It is not clear how the age of listing is included in the
Airbnb’s algorithm that generates search results. If a listing is new to the Airbnb’s platform, does it
appear higher in search results or lower? Further, if a listing has a “superhost”, does it appear higher
in search results although it is not clear how much higher, considering that on average, at least 80% of
hosts on Airbnb are “superhosts” as found by exploring Airbnb’s website. When a potential guest
reads through Airbnb’s website there is no clear explanation how and to what extent any of the
mentioned factor influences the position of a listing in search results. It is not clear what are relative
weights of key and other factors that determine the position of a particular accommodation displayed
in search results.

The description in the Airbnb’s Terms and Services under “ranking” does not provide explanation for
the relative importance of main parameters in comparison to other parameters, and certainly does not
provide an explanation of the effect of any direct or indirect remuneration on ranking.



3. Prices in Airbnb’s algorithm

A property owner who wants to have his/her property listed on the Airbnb website, has to agree to
terms and conditions unilaterally set by the Airbnb. It has been established that Airbnb is likely to
attract small businesses (European Commission, 2017). Accommodations hosted by small businesses
and private hosts and listed on online platforms such as Airbnb are generally cheaper than
accommodation at hotels (Bivens, 2019; Guttentag et al, 2015). Price of an accommodation is an
important factor for travellers (Guttentag et al, 2015) as it has been found that price is a “core
competitive advantage of the sharing economy” (Gibbs et al, 2017, p.6). In relation to the case Ahtop
v. Airbnb Ireland C-390/18 (Judgement Case C-390/18) at the Court of Justice of the EU, the
Advocate General Maciej Szpunar in his Opinion to the Court stated “I do not consider that Airbnb
Ireland exercises control over all the economically significant aspects of the short-term
accommodation service, such as the location and standards of the accommodations, which are of
major significance in the case of such a service. On the other hand, the price does not seem to play as
significant a role in the context of accommodation services as in the context of on-demand urban
transport services” (Opinion of the Advocate General, Case C-390/18, pp 17, para 71). Szpunar
(2020) later writes that “it would be difficult to assert that an average client seeking for
accommodation in a particular place decides to choose the cheapest available accommodation. |
would dare to say that even if Airbnb, to some extent, influenced the price, the question of whether
this would amount to exercising decisive control over the conditions of the provision of
accommodation services would be still open.” (p.405).

However, as already established by many academics and as it has been also found in this research, a
(low) nightly price to stay at an accommodation is very important to Airbnb. The process of listing a
hypothetical property on Airbnb’s website in this research revealed that when a new accommodation
provider lists a property, the first suggestions by Airbnb to a new host about how to get the first
reservation is to “lower your nightly price”, “require less notice” and “let new guests book instantly”
(Figure 4). Airbnb does not only suggest to a new host to choose speedy and instant booking by guests
(Figure 3) but also recommends to lower nightly price per stay considerably below minimum set by
the accommodation suggesting “Set 16eur min price” (Figure 5, right).

Figure 4: Airbnb’s tips to host to get first reservation. Source: Author's screenshot from Airbnb’s
website in the process of registering a hypothetical property on Airbnb’s website
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Figure 5 : Airbnb’s suggestion to “Lower your minimum so you don’t miss bookings”. Source:
Author's screenshot from Airbnb’s website in the process of setting nightly price when registering a
hypothetical property on Airbnb’s website
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Figure 6: Airbnb’s suggestion to a new accommodation provider :”Price your space”. Source:
Author’s screenshot from Airbnb’s website in the process of setting key policies when registering a
hypothetical property on Airbnb’s website
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It is clear that a nightly price per stay is very important to Airbnb as it repeatedly recommends to a
new host to set a low price. Low prices are in line with the Airbnb’s narrative in regard to “sharing”.
As found in this research by listing a property on Airbnb’s website, when a new accommodation
provider lists a property, the first suggestions to the accommodation provider by the Airbnb are
“Lower your minimum so that you don’t miss bookings” and “The minimum price that you have
chosen is higher than our suggested price for 100% on the available nights on your calendar”. Airbnb
suggested to the new accommodation provider in December 2020 not only to lower the minimum
nightly price to 16eur which is considerably below minimum set by the accommodation provider
(40eur), it also suggested that a new host sets up “Smart Pricing” (Figure 7). In Smart Pricing, it is
Airbnb’s algorithm that “decides” a particular price for a particular traveller’s stay, regardless of the
fact that the maximum and minumum bands are set by an accommodation provider. Airbnb suggests
that in order to increase the chances of getting booked, an accommodation provider should act to
“Price your space”, “Increase your chances of getting booked” and choose to “Set up Smart Pricing”
(Figure 6).



Figure 7: Airbnb’s suggestions about prices. Source: Author's screenshot from Airbnb’s website in
the process of setting nightly price when registering a hypothetical property on Airbnb’s website
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It must be emphasized that Airbnb hosts can set daily, weekly and monthly rates and decide not to set
up Smart Pricing. On the other hand, hosts can decide to set up Smart Pricing by fixing the upper and
lower bound within which the price may fluctuate within a decided time frame. According to some
researchers on dynamic prices, Airbnb is a business model with hosts that are not professional
management and who potentially choose very inconsistent pricing strategies for their accommodation
(Gibbs et al, 2017). Research related to Airbnb and pricing is typically focused on a very specific
factor related to price or a specific market or look at host or online reputations as potential key
variables in regard to price (Gibbs et al, 2017). This research is not focused on those aspects as it aims
to explore what and to what extent Airbnb recommends in regard to nightly prices. In that respect,
Airbnb does a lot of persuasion and recommendations, not only suggesting to a new host to choose
speedy and instant booking by guests and recommending a nightly price per stay considerably below
minimum set by the accommodation and also suggests “Smart Pricing” in which case it is Airbnb’s
algorithm that decides a particular nightly price for a particular traveller’s stay. It is not clear how
exactly Airbnb calculates that dynamic and “smart” price.

Why does Airbnb suggest a very low price? From a simple accounting point of view, Airbnb should
be interested in accommodation providers having higher prices as Airbnb’s commission is based on
percentage of the price per stay. Airbnb’s motivation in this peer-to-peer market is not altruistic, it is
commercial (Corporate Europe Observatory, 2018, p.7). A higher nightly price yields a higher
commission that accommodation provider has to pay to Airbnb, meaning more revenue for Airbnb.
Yet Airbnb recommends to a new host to lower the nightly price considerably. Probably part of the
Airbnb’s strategy in that respect lies in the “sharing narrative”. Airbnb competitiveness lies in lower
prices compared to other accommodations (hotels) and other similar platforms, for example
Booking.com. Another likely reason why Airbnb suggests low prices to accommodation providers lies
in its business model as Airbnb splits its commission between the host and the guest. Therefore, its
model is appealing to hosts that pay to Airbnb less commission per stay (typically 3%) compared to
what other platforms charge (Booking.com charges 15% per stay) and Airbnb’s model is also
appealing to travellers, because as already mentioned previously, Airbnb’s prices for accommodation
are generally lower compared to other options.

In regard to Smart Pricing, an accommodation provider has to trust the Airbnb’s algorithm that
allegedly “knows” exactly what is happening with the demand in the neighbourhood so that it can
adjust its price “dynamically” and correctly within a particular time frame. In addition to demand in
the neighbourhood, the Airbnb puts into Smart Pricing algorithm other parameters as well, such as the
overall guest review rate. That adds to the controversy, considering that Airbnb itself claims that it
does not guarantee that guest reviews on its website are unbiased and true (Airbnb, 2020). If hosts
choose Smart Pricing, as recommended by Airbnb, hosts do not know the extent of the exact criteria



for a chosen price and what the exact data used for that algorithm are. Some authors
(Bundeskartellamt-Autorité de la Concurrance, 2019) have established that algorithms used for
dynamic price settings or for ranking may set prices and positions in line with the companies’ own
commercial interests. That entails economic consequences for both, their business users and
indirectly, for consumers (in this case travellers) as well.

If an accommodation provider, however, ignores the recommendation by Airbnb to set up Smart
pricing and decides to choose and set its own price for every time frame, Airbnb does not directly
influence the nightly price of the accommodation.

An accommodation provider has to trust the Airbnb’s algorithm that allegedly knows exactly what is
happening with the demand in the neighbourhood so that it can adjust its price “dynamically” and
accordingly. It is not just the demand for a similar accommodation in the neighbourghood, there are
other inputs into Smart Pricing as well. As a research listing was created on Airbnb’s website, the
process revealed that the review rate (overall score of the accommodation) is also included in the
Smart Pricing, and completed trips as well (Figure 8). The latter probably implies that if an
accommodation provider had more guests and more completed trips, it would affect the dynamic
“smart” price. It is not clear to what extent and how exactly the algorithm determines the actual price
for a particular stay. Some (Bundeskartellamt-Autorite de la Concurrance, 2019) have established that
algorithms used for dynamic price settings or for ranking may set prices and positions in line with the
companies’ own commercial interests (Martens, 2016), implying that accommodation providers’
interests or travellers’ interest might be of a secondary importance to digital platforms.

Figure 8: Airbnb says that other parameters are included in Smart Pricing. Source: Author's
screenshot from Airbnb’s website in the process of registering a hypothetical property on Airbnb’s
website

'ici’ Review rate
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A8 Your listing’s amenities

What can one conclude from all this? There is a lot of persuasion by Airbnb to lower the nightly
price, even by more than 100% compared to what a new host sets as minimum. In regard to dynamic
pricing, it is not clear how exactly the “smart price” is calculated in terms of the weight of various
included parameters in the algorithm for dynamic pricing and as of December 2020 there was no
adequate explanation on Airbnb’s website about this.

Airbnb wants hosts to set low prices for their accommodation. That is in line with their narrative
about “sharing”. It is also in line with their business model to charge accommodation providers less
than travellers per stay. For Airbnb to remain competitive in relation to their competitor platforms,
hotels and similar, hosts on Airbnb should lower their price and allow instant booking, otherwise —as
Airbnb clearly writes- they might be ranked lower in search results (Figure 3)



4. Airbnb’s algorithms and their impact on consumer (traveller’s) choice

Most travellers expect an affordable and comfortable accommodation when planning their travel. It is
not always about staying at the hotel. With Airbnb sometimes it is about finding a room, a budget
apartment, a boat, a house, a tent or a treehouse (Figure 9)

Online platforms reduce search and transaction costs and provide information and pricing efficiencies
(Edelman and Geradin, 2016). Internet plays a role in this as it makes it easy to find and compare
products and services around the world (European Commission, 2016). When searching for
accommodation online, one of the filters provided by online platforms to travellers is price. Price is
high on the list of motivations when deciding upon a particular accommodation. It has been
established (Guttentag et al, 2017) that Airbnb’s comparatively low cost has been the top motivation
for travellers to choose Airbnb as a platform through with they want to book an accommodation. It
can be inferred that that is in line with the growing inequality (European Commission, 2015) in the
EU as many travellers choose cheaper options for their vacation. Private accommodation listed on
online platforms are generally cheaper than hotels (Bivens, 2019). Spending less (Guttentag et al,
2015) is the most important motivation for a traveller to choose Airbnb over hotels or other
possibilities. A traveller can search for accommodation on Airbnb’s website within a given timeframe
without any filters, or he/she can filter search by prices, cancellation flexibility, type of place, instant
booking and more.

Figure 9: A solo traveller searching Aibnb’s website to stay in Thessaloniki. Source: Author's
screenshot from Airbnb’s website in the process of searching for accommodation on Airbnb’s website
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The search for accommodation for one guest in the beginning of December 2020 with the expected
date of stay in March 2021 on Airbnb’s website displayed accommodations with the first 20
accommodation having the lowest guest review rate 4.71 and the highest 5.0. Unusually high ratings
of Airbnb accommodations imply that there are perhaps special reasons that lead both peers, guests
and hosts as individuals, to rate stays at other individuals’ dwellings differently. The average guest
review rate was 4.88 and 85% of hosts were “superhosts” (Table I). There are some logical
inconsistencies such as, can you become a superhost without any guest review? That is the case with
an accommodation under number 7 in Table 1. It is obviously a new listing without any guest review,
but already a superhost and already in a high position in default ranking of accommodations. Further,



when a traveller filters under “More options” there is the possibility to choose “Superhost. Stay with
recognized hosts.” This implies that not all hosts are recognized.

Guests who choose to stay at Airbnb rate an experience in another individual's home in the range from
1 to 5. All Airbnb properties have high ratings which implies that the social norms associated with
Airbnb transactions may lead to reviews that are biased (Zervas et al, 2015). Hosts and guests have
publicly viewable user profiles on Airbnb’s website. User profiles show a few basic facts such as the
user's picture, location, an optional self-description and reviews, both from hosts and guests.
However, trust can be especially difficult to build in a context where quality is not clear for all
participants (Ranchordas, 2015) and where reviews on peer-to-peer platforms like Airbnb are the only
source of reputation (Zervas et al, 2015).

Searching for accommodation on Airbnb’s website in December 2020 produced search results (Table
I) that are neither ranked by price nor by the guest review rate and nor by the number or reviews. The
ranking order is obviously a combination of some parameters but it is not clear how and to what
extent that combination was influenced by each parameter. The relative prominence or weight of a
particular factor is not explained anywhere on Airbnb’s website.

From a consumer’s choice perspective, a consumer searching for accommodation might not be
offered the best choice at the top of search results for accommodation at Airbnb’s website. The best
choice might be further down the page or at the end of 300+ accommodations displayed on Airbnb’s
website.

Table I: Search results on December 6, 2020 for accommodation for one guest
in March 2021 in Thessaloniki, Greece

_ Nig_htly Gu_est Number of
Accommodatlon price review reviews Status
(ranking order) (Euro) rate

1. 31 4.76 218

2. 37 4.92 156 Superhost
3. 23 4.96 112 Superhost
4. 52 New listing
5. 42 4.89 36 Superhost
6. 51 4.85 347 Superhost
7.* 32 Superhost
8. 43 4.82 22 Superhost
9. 44 491 80 Superhost
10. 82 4.92 118 Superhost
11. 41 4.85 26 Superhost
12. 36 5.0 4 Superhost
13. 72 4.97 63 Superhost
14. 43 4.89 333 Superhost
15. 41 4.87 247 Superhost
16. 93 5.0 68 Superhost
17. 44 4.71 80

18. 65 5.0 193 Superhost
19. 35 4.77 79 Superhost
20. 36 4.72 36 Superhost

Source: Author’s compilation of data from Airbnb’s website



5. “Weak” and “timid” P2B regulation

Some authors believe that EU institutions have been too friendly with digital platforms (Cauffman,
2016) and too reluctant to act (Di Porto and Zupetta, 2020) until they became too big to ignore. The
P2B regulation was enforced in 2020, rather late considering the expansion of digital platforms in the
last decade. Perhaps, as some authors found, it is so because Airbnb has a strong voice in Brussels as
it “started a lobbying campaign in Brussels in 2015” with a lobbying company “which helped
introduce Airbnb to the institution that would become back and front of its lobbying efforts, the
European Commission” (Corporate European Observatory, 2018, p.11).

Although the P2B regulation is a step in the right direction, it lacks vision about how digital platforms
can use their strong information asymmetry against their business users. According to the regulation,
a general description of the main ranking parameters should provide business users with an adequate
understanding of the functioning of ranking in the context of their use of specific online
intermediation services. However, it is highly unlikely that general description of main ranking
parameters give sufficient understanding to business users about key ranking questions. The revenue
and success of small businesses, micro-entrepreneurs and individuals depend on their visibility on
online platforms. Visibility in rankings of accommodation can be, in addition to all already
mentioned, also influenced by additional payments to Airbnb. It is unclear to what extent the
additional payment to Airbnb by an accommodation provider leads to a higher ranking in travellers’
searches for accommodation. The Guidelines to the P2B regulation (Guidelines on ranking
transparency), published in December 2020, about 5 months after the P2B regulation became
effective, are not legally binding. It is only the Court of Justice of the EU that can interpret these
guidelines.

The P2B regulation is about transparency only because the regulation in most of its provisions only
requires transparency. However, transparency obligations do not restrict the scope of action of the
obligated companies (Marsden and Podszun, 2020) and so transparency alone cannot be a sufficient or
appropriate regulatory instrument. In addition, even in this transparency obligation set by P2B
regulation, there is no requirement that digital platforms such as Airbnb clearly disclose key questions
about ranking.

Digital intermediation services typically have a global dimension. The P2B regulation applies to
providers of online intermediation services regardless of whether they are established in the EU or
outside the EU, if through their provision, online services are provided to consumers located in the
EU. Since providers of online intermediation services tend to use pre-formulated terms and
conditions, the P2B regulation applies where the terms and conditions of a contractual relationship are
unilaterally determined by digital platforms. Terms and conditions must be drafted in plain and
intelligible language (P2B regulation, p. 60, para. 15)

In its Communication about a European agenda for the collaborative economy from June 2016, the
European Commission establishes that as long as “collaborative platforms provide a service normally
provided for remuneration, at a distance, by electronic means and at the individual request of a
recipient of services, they provide an information society service” (p.5). The Communication
establishes that the level of control or influence that the collaborative platform exerts over the
provider of such services will generally be of significant importance” (p.6) and; in regard to prices,
the Communication says that “where the collaborative platform is only recommending a price or
where the underlying services provider is otherwise free to adapt the price set by a collaborative
platform” (p.6), this indicates that the platform does not exercise significant or control over the
provider of the underlying service.

Chapuis-Doppler and Delhomme (2020) argue that the liability exemption of Directive 2000/31 is
accused of “allowing, or even encouraging, platforms to refrain from taking part in any regulatory
effort” (p.15) while the Commission’s actions to foster self-regulation and persuade Airbnb (together
with Booking, Expedia and Tripadvisor) to “provide Eurostat with data on short-stay accommodation
rentals are insufficient” (p.15).

The Court of Justice of the EU in the case C-390/18, Ahtop v. Airbnb Ireland examined the service
provided by Airbnb and in regard to prices focused solely on price control by platforms (para. 56).
The Court specifies that Airbnb “neither determine(s), directly or indirectly, the rental price charged”.


http://curia.europa.eu/juris/document/document.jsf?text=&docid=221791&pageIndex=0&doclang=EN&mode=lst&dir=&occ=first&part=1&cid=16026897

The Courts says nothing about dynamic pricing, which is different from “only recommending a
price”, because in dynamic pricing (if a service provider, a host, chooses to set up Smart Pricing, as
recommended by Airbnb), it is Airbnb and its algorithm that determines the price for a particular stay.
Referring to this Court’s decision, the existing case law is not clear as regards the decisive influence
on the accommodation service in regard to dynamic pricing. In that respect this research has found a
lot of persuasion and suggestions by Airbnb to influence a new accommodation provider to lower the
nightly price, even to lower it by more than 100% compared to what a new host sets as minimum. It
can be inferred that Airbnb aims to achieve low nightly prices for accommodation while the question
of dynamic pricing is an issue in itself.

The P2B regulation has a light approach as already established (Graef, 2020) as it does not prohibit
any practices nor prescribe any conduct. The regulation has been also viewed as rather timid
(Chapuis-Doppler and Delhomme, 2020) because it excludes all platform services that do not fall into
the definition of information society service, thereby preventing a consistent approach to the
responsibilities of platforms that supply composite services at the EU level.

The weakness of P2B regulation and inconsistent EU legal approach might be the result of, according
to Corporate Europe Observatory (2018), that in February 2015, Airbnb was “involved with the
Digital Tourism Network, a network of ‘stakeholders’ — primarily for industry- set up to discuss
regulatory issues and how to remove obstacles for the digital industry.” (p. 11). So Airbnb became a
member of the Steering Group of the network and “was able to use this presence to gain a foothold
inside the Commission that others in the business did not enjoy at the time” (p.11) Consumer
representatives that joined relevant meetings were surprised by that as “Airbnb is often seen as
representing the consumer views in meetings, while they obviously represent their business only”
(p.11). That Airbnb enjoys special prestige at EU institutions can be inferred from the fact that “When
the Commission calls for key meetings on policy development, Airbnb is there in its own name. From
February 2015 to September 2016, for instance, Airbnb met with high level officials of DG GROW
nine times, including five meeting with members of the Commissioner’s cabinet” (p.11).

In most of its provisions the P2B regulation only gives guidance to online platforms about how to be
transparent in stating and describing main parameters they use to determine ranking. However, for an
accommodation provider, the general explanation of key parameters does not reduce information
asymmetry, because an accommodation provider would typically want to know how parameters that
are out of his/her reach and influence, impact on the position of his/her accommodation in search
results. The P2B regulation with its transparency approach is not concerned whether the principles
and criteria of online platforms are adequate or not and whether those criteria, parameters and similar
are applied rightfully and non-discriminatory or not, the regulation only requires that the parameters
and conditions are stated in an understandable manner. Therefore, the main regulatory “achievement”
of the P2B regulation is to ask online platforms to put key parameters in the general terms and
conditions in an understandable language. In this respect, the regulation provides general information
obligations only. The regulation envisages the possibility of internal complaints and mediation, but
there are no proper ex-ante enforcement mechanisms. The transparency obligation set by P2B
regulation is not enough. That obligation is only about stating the key parameters about ranking which
does not entail revealing the relative importance of those parameters to accommodation providers.
Since this research is based on data from online search for accommodation at Airbnb’s website and on
information generated by listing a hypothetical property on Airbnb’s website, both sets of data
provide a good evidence of the Airbnb’s practices. More of such data are crucial as relevant and
accurate data about Airbnb are scarce. Airbnb “has had plenty of motives to deny access to data to
public authorities” because “for Airbnb, the data is not just about concealing the full picture of the
impact the company has on access to affordable housing, it is about avoiding the impact of regulation”
(Corporate Europe Observatory, 2018, p.8). According to the Corporate Europe Observatory (2018)
digital platforms on home sharing, “with their refusal to share data” (p.16) did not need to “knock on
the door of the Commission” (p.24) because at the time of preparing the above-mentioned
Communication there was “a strong belief that these simple online platforms are ambassadors for
innovation and a pathway to sustained growth to the benefit of all” (p.24).



6. Conclusion

According to the European Commission’s explanation on its website, the P2B Regulation that has
been applied from 12 July 2020 in all EU member states, aims to achieve more fairness and new
transparency between online platforms and their business users. Small and medium business users
need protection from online platforms because of the information asymmetry and because they cannot
operate without online platforms that gave a global outreach. On the other hand, these online
platforms dominate large travel markets through powers produced by algorithmic decisions, generated
by a large amount of data they have aquired during their more-than-a-decade old intermediary role in
this peer-to-peer market for short stay accommodation.

In regard to ranking of search results, data generated by this research show that Airbnb, although
stating relevant parameters in their terms of service, has not made its ranking methodology clear.
That is also important in relation to a large amount of Airbnb’s persuasion and suggestion to an
accommodation provider, including to lower nightly price and to accept “Smart pricing”, the impact
of which is not made clear to accommaodation providers. This research provides valuable evidence
about how Airbnb operates vis-a-vis its business users (accommodation providers).

This research is based on a relatively small set of search trials for accommodation and on one listing
of a hypothetical property on Airbnb’s website. Future research could focus on acquiring more data
about the key questions in relation to ranking, dynamic pricing and Airbnb’s algorithms that produce
search results for accommodation. Future research could focus on finding more data from hosts,
accommodation providers that list their properties on Airbnb’s website. However the question is
whether these accommodation providers would be willing to participate in such a study if their
business success depends on Airbnb’s platform.
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