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Digital platforms and economy

From the policy perspective of the European Union (EU), online platforms play an important
role in today’s economy and the functioning of the internal market. 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).

Although digital platforms brought change to the economy over the last two decades, they
have also produced concerns about negative externalities, fairness, transparency, tax
conformity, privacy breaches, pricing pressures and review and rating asymmetries.

There have also been 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
(Martens, 2016).



Research methodology

This research aims to highlight information asymmetries in relation to algorithms determining ranking (of
accommodation) in search results on Airbnb website (Fig.1). The research takes a deeper look at ranking,
focusing on pricing suggestions by Airbnb to accommodation providers. Information asymmetries in relation

to ranking is explored through the lenses of the P2B regulation.

The research methodology is based on a mix-method approach
consisting of the legal analysis of the P2B Regulation and its
provisions on ranking on digital platforms. The research also
explored the Airbnb’s website on its policies and terms and
conditions of use. Further, multiple online searches for
accommodation on Airbnb’s website were carried out and the
search results were analyzed in relation to the order of displayed
accommodation. These online searches for accommodation via
Airbnb aimed to explore options from a traveler’s point of view.
A part of the research was listing a property on Airbnb’s

website in the second half of 2020, a few months after the P2B
regulation became applicable in all EU member states. The aim was
to explore the process and what influences ranking and to analyze
the conditions and terms of use from an accommodation provider’s
point of view.

Fig.1: Part of Airbnb website
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Source: Author’s screenshot of Airbnb s website




About platforms In travel industry

The growth of a “sharing” business model in travel industry enables small, medium, micro-
businesses and individuals to advertise their spare dwellings on digital platforms such as Airbnb.
In this respect, large digital platforms offer intermediation services that -due to their network
effects - may be essential for the success of the small and medium businesses.

The (ranking) position of an accommodation in search results on Airbnb’s website impacts on
accommodation providers’ revenues. Ranking is important because turnover is directly
influenced by the visibility an accommodation gets online. 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 Commlssmn 2018).

Prices are part of Airbnb’s algorithms that determine ranking (order) of accommodation in
search results on Airbnb’s website.

The research touches upon an issue about whether Airbnb really is a neutral information
service intermediary that does not exercise overly influence on the behaviour of its business
user, accommodation provider (ref. European Court of Justice case Ahtop v. Airbnb Ireland case
C- 390/18) The research relates to the question about how to enhance trust of European
citizens in the digital world that has been increasingly “ruled” by large online platforms.



“Sharing” and where 1s Airbnb in EU law?

The “sharing” story of Airbnb is not about sharing at all, because there is no sharing when “sharing” is
market-mediated and there is a company acting as an intermediary between consumers who don’t know
each other (Eckhard and Barghi, 2015) . It is an economic exchange because consumers (travellers in
this case) are paying to access someone else’s goods and services for a particular period of time.

According to the Judgement of the Court of Justice of the EU in the case C-390/18 Airbnb Ireland of
19 December 2019, Airbnb is a provider of online intermediation services which constitute
information society services within the meaning of the Directive 2000/31/EC* and EU Directive (EU)
2015/1535).**

In other words, 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 provided by 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.

* Directive 2000/31/EC of the European Parliament and of the Council of 8 June 2000 on certain legal aspects of information society

services, in particular electronic commerce, in the internal market (‘the Directive on electronic commerce”) (OJ 2000 L 178, p. 1)

** Directive (EU) 2015/1535 of the European Parliament and of the Council of 9 September 2015 laying down a procedure for the
provision of information in the field of technical regulations and of rules on Information Society services (0OJ 2015 L 241, p. 1).



Ranking in Platform-to-Business (P2B)
Regulation

»  The relationship between a digital platform and its business user (in this case accommodation provider), also called
a platform-to-business (P2B) relationship, can be exploited by the platform, as noted by some EU institutions (EU
Parliament, 2018). Therefore, new rules 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 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.

*  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 need online platforms that have a global outreach.

. In regard to ranking, the P2B Regulation in Article 5(1) states that “Providers of online intermediation services
shall set out in their terms and conditions the main parameters determining ranking and the reasons for the
relative importance of those main parameters as opposed to other parameters.”

»  This research found that Airbnb does state the main parameters determining ranking, but there is no explanation of
the relative importance of those parameters. As a result, accommodation providers don’t know how to improve
their visibility online and to what extent the additional payment to the Airbnb can influence their position In the
ranking of search results.

***Regulation (EU) 2019/1150 of the European Parliament and of the Council of 20 June 2019 on promoting fairness and
transparency for business users of online intermediation services. Official Journal of the European Union L 186/57, 11.7.2019



What determines ranking of search results on
Ai1rbnb’s website?

According to the Airbnb’s Terms of Services on the website, accessed in January 2021, the
following parameters determine the displayed order of search results :

“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.qg.
minimum or maximum nights, booking cut-off tlme) 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 parameters that guests can filter when searching Airbnb’s website for accommodation
according to their preferences such as 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 but are included
in the algorithm that displays the list of accommodation in search results. These other key
parameters are: ease of booking, dynamic pricing called “Smart Pricing”, aggregate guest reviews
and fees paid by an accommodation provider to Airbnb. In addition, there are other factors such
as “host status™, “average guest popularity”, “cancellation history of the host” and the “age of
the listing”.



|t

What does Airbnb suggest and recommend to
new accommodation providers?

The process of listing a hypothetical property on Airbnb’s website Fig.2 : Airbnb’s suggestions from the start
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
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Fig. 3: Airbnb is suggesting Smart Pricing to a new host
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Implications of Airbnb’s suggestions and recommendations

For Airbnb to remain competitive in relation to its Fig.4: Airbnb s suggestions to a new host to allow speedy booking
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Source: Author s screenshot of Airbnb’s website

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 be ranked
lower in search results and you can also lose some host protection and controls, including penalty-free cancellations.
(Fig.4).

The implication of these suggestions and recommendations by Airbnb is, if a host agrees to them, not only that the revenue
from a nightly price will be lower, these suggestions by Airbnb may attract problem-guests that might be involved in illegal
activities or make damage to the property etc. which would be in line with some horror stories in relation to
accommodation booked via Airbnb in recent years.

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).



Prices in Airbnb’s algorithm

Prices of accommodation on Airbnb are lower compared to other accommodation (hotels) and other similar platforms, for example
Booking.com. Airbnb’s model is appealing to hosts because they pay to Airbnb less commission per stay (typically 3%) compared to what
other platforms charge, for example Booking.com that charges 15% per stay.

Price of an accommodation is an important factor for travellers as price is a “core competitive advantage of the sharing economy”
(Gibbs et al, 2017, p.6).

In relation to the case 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 accommodation, 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
accomn;odation services as in the context of on-demand urban transport services” (Opinion of the Advocate General, Case C-390/18, p 17,
para 71).

Szpunar 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.” (The Maastricht Journal, 2020, p.405).

This research finds that Airbnb tries to influence the nightly price of an accommodation in many ways (Fig.5 and Fig.6)
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Smart Pricing

A nightly price to stay at an accommodation is very important to Airbnb as it repeatedly recommends to a new host to set
low price by suggesting to “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”.

Figure 7: What goes into algorithm for Smart Pricing
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accommaodation provider. — Bach

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”.

Some authors (Bundeskartellamnt-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 as well.



Customer’s point of view: cheaper prices...

Fig.8: Search results on Airbnb’s website
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Prices of accommodation on Airbnb are lower
compared to other accommodation (hotels) and
other similar platforms, for example Booking.com.
Airbnb’s model is obviously not only appealing to
hosts because they pay to Airbnb less commission
per stay (typically 3%) compared to what other
platforms charge (e.g. Booking.com charges
accommodation providers 15% per stay), Airbnb is
also appealing to travellers (Fig.8 and Fig.9).

Fig.9: Distribution of available accommodation and
prices on Airbnb’s website
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. but concerns about many superhosts and high average
guest review rate - can they be trusted?

A search for accommodation in December 2020
displayed 300+ possibilities, out of which the
average guest review rate of the first 20 displayed
was 488 and 85% of hosts were
“superhosts”(Table 1). Search results were neither
ranked by price nor by the guest review rate and
nor by the number or reviews. The ranking order
of search results 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 parameter is not
explained anywhere on Airbnb’s website.

There are legitimate questions about possible
review biases and trust concerns (e.g.
accommodation under 7*). In addition, a
traveller searching for accommodation might not
be offered the best choice at the top of search
results. The best choice might be further down at
the end of 300+ properties displayed on Airbnb’s
website. Those listed at the top of search results
may be those that are willing to pay more (in
fees) to Airbnb so that Airbnb then includes them
in an algorithm so that the algorithm yields search
results that place these properties higher in search
results, making them more visible to travellers.

Table 1: Search results on Airbnb's website on December 6, 2020 for
accommodation to stay in March 2021 in Thessaloniki

(ranking order) price rate reviews Statts
(Euro)

37 4.92 156 Superhost
23 4.96 112 Superhost
52 New listing
42 4.89 36 Superhost
B - 4.85 347 Superhost
32 Superhost
B s 4.82 22 Superhost
“ 44 4.91 80 Superhost
82 4.92 118 Superhost
41 4.85 26 Superhost
36 5.0 4 Superhost
72 4.97 63 Superhost
43 4.89 333 Superhost
41 4.87 247 Superhost
93 5.0 68 Superhost
44 4.71 80

65 5.0 193 Superhost
35 4.77 79 Superhost
36 4.72 36 Superhost



Research findings

This research found that a low nightly price to stay at an accommodation is very
important to Airbnb. The process of listing a property on Airbnb’s website revealed
that when a new accommodation provider lists a property, the first suggestions by
Airbnb to a new host is to “lower your nightly price”, “require less notice” and
“let new guests book instantly”. Airbnb does not only suggest to a new host to
choose speedy and instant booking (implying no verification of guests) but also
recommends lower nightly price per stay considerably below the minimum set
by the accommaodation provider.

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 the demand in the neighbourhood, the Airbnb puts into Smart
Pricing algorithm other parameters as well (whose impact on ranking in the
algorithm is not clearly explained), such as the overall guest review rate. This
adds to the controversy, considering that Airbnb itself claims that it does not
guarantee that reviews are unbiased and true, while average guest review is above
4.5 out of 5 possible stars.



Weaknesses of the P2B Regulation

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 such as Airbnb. On its website
Airbnb states all possible parameters that influence the ranking (displayed order) of
accommodations. 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
the visibility of their accommodation on online platforms. Visibility in rankings of
accommodation can be, in addition to typical parameters, 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 consumers searches for
accommodation.

Data generated by this research show that Airbnb, although stating relevant parameters
influencing ranking on its website, has not made its ranking methodology clear. That is
especially important in relation to prices and a large amount of Airbnb’s persuasion and
suggestion to an accommodation provider to lower nightly price and to accept “Smart
pricing”, the impact of which is not explained to accommodation providers.

The P2B regulation is not about fairness but about transparency only. The Regulation in
most of its provisions only requires transparency. Unfortunately, transparency obligations do
not restrict the scope of action and so transparency alone cannot be a sufficient or appropriate
regulatory instrument.



Conclusion

Online platforms such as Airbnb dominate large travel markets through the powers produced by
algorithmic decisions, generated by a large amount of data.

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 suggestions (to an accommodation
provider), including to lower nightly price and to accept “Smart pricing”, the impact of which is not made
clear to accommodation providers.

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 on their website 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.

Although the P2B Regulation is a step in the right direction, 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. The Regulation envisages the possibility of internal complaints
and mediation, but there are no proper ex-ante enforcement mechanisms.

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 and to what extent the
parameters that are out of his/her reach and influence, impact on the position of his/her accommodation in
search results. Airbnb does not explain that.

This research topic is at the intersection between competition policy and consumer policy. From a
consumer’s choice perspective, a traveller searching for accommodation on Airbnb website might not be
offered the best choice at the top of search results for accommodation. The best choice might be further
down the page or at the end of all properties displayed on Airbnb’s website.



