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Motivation

The chicken and egg problem in new 
marketplaces.

Across-side network effects.
 

- More sellers increase utility for buyers.

Within-side network effects.

- Competition for transactions.

Aggregate network effects. 

- Reviews,  Technology, Policy, ..



‣Descriptive evidence suggests large improvements in 
consumer surplus over time.

‣ Demand Estimates Show:

- Overall decrease in average per transaction 
utility.

- Decrease is mostly due to secular increase in 
transaction prices.

- Utility gain from reputation over time occurs  
quickly and on the order of $30 per night.

Preview of the Results







Why Airbnb?
Transactions Properties



Network Effects

Positive Effects

-  More and better reviews
-  Better quality
-  More variety
-  Increased competition amongst sellers

Negative Effects

-  Worse quality
-  Less competition amongst sellers

Other: 
-  Seller and Buyer Learning
-  Platform Policy
-  Platform Reputation
-  Different Customers



Outline

‣ Descriptive Evidence

‣ Demand Model

‣ Consumer Surplus Calculation

‣ Decomposition



Share of Trip Attempts That Transact
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Transaction Costs
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Characteristics: 
- Neighborhood

- Room Type 

- Price

- Number of Reviews

- Avg. Review Score

Demand



• Price: Instrument with suggested price

• Reviews: Control for bookings that have 
not actually stayed at the place yet.

Endogeneity



• Three Markets

• Searches in April 2013

• Choice Set:  All properties seen in search 
on day of contact.

• Choices: Properties Contacted

Data



Table 1: Demand Estimates

Chicago Austin Seattle

Rating < 4 �79.385⇤⇤⇤ �65.994⇤⇤⇤ �38.459⇤⇤⇤

(2.723) (3.955) (4.076)

Rating 4 - 4.5 38.878⇤⇤⇤ 116.714⇤⇤⇤ �36.435⇤⇤⇤

(1.235) (3.031) (3.218)

Rating > 4.5 41.396⇤⇤⇤ 127.729⇤⇤⇤ 54.393⇤⇤⇤

(1.072) (2.893) (2.855)

Private Room �119.390⇤⇤⇤ �102.901⇤⇤⇤ �82.119⇤⇤⇤

(0.507) (0.845) (0.837)

Shared �231.164⇤⇤⇤ �196.739⇤⇤⇤ �99.171⇤⇤⇤

(1.192) (2.910) (2.186)

1 - 4 Rev �4.151⇤⇤⇤ �56.552⇤⇤⇤ 22.215⇤⇤⇤

(1.069) (2.927) (2.867)

5 - 19 Rev �29.809⇤⇤⇤ 61.254⇤⇤⇤ 24.458⇤⇤⇤

(1.157) (3.029) (2.997)

> 20 Rev �5.870⇤⇤⇤ 103.579⇤⇤⇤ 21.927⇤⇤⇤

(1.192) (3.095) (3.006)

SD of Error 134.303 184.436 128.714

1

Demand



Utility Over Time
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Characteristics Over Time
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Decomposition of Utility Change:
Austin

Average Utility Compared to 2009Average Utility Compared to 2009Average Utility Compared to 2009

Total

Prop. 
Characteristics

Reputation

Price

Price Trend

2010 2011 2012

-$18 -$58 -$79

-$37 -$36 -$30

$21 $15 $29

-$2 -$38 -$78

$2 -$16 -$41



Gains from reputation over time depend on what 
matters more: 

- Number of Reviews

- Review Score 

Does secular increase in price suggest that sellers 
receive returns to scale in this market? 

- Better properties may enter over time.

Gains from variety / better matching. 

- Large N + large logit error suggests huge gains.

Thoughts



Future Work

Property Fixed Effects

More Markets

Outside Option

Host Utility 

Guest Characteristics 


