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SUMMARY

With historical roots in the once-common practices of lodging and boarding,
short-term rentals (STRs) have become in recent years a prominent feature of
the global travel accommodation space. Worth roughly US$40 billion in 2010,
the global value of the STR market reached US$115 billion in 2019. Despite

a significant hit on business as a result of the COVID-19 pandemic, the STR
market is showing strong signs of rebounding. The increased popularity and
accessibility of the STR market can be largely attributed to the emergence of
digital sharing economy platforms, such as Airbnb and Vrbo, which play the
role of mediator in simplifying interactions and transactions between hosts
and guests from around the world.

As this platform-facilitated STR market has grown, home sharing has garnered
increasing attention. Many have celebrated such innovation in the hospitality
sector for the benefits it has delivered, among them lower prices, increased
consumer choice, local economic development, community revitalisation, and a
reliable income stream for property owners. However, others have been quick
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to decry the practice, accusing STR platforms of engaging in anti-competitive behaviour,
exacerbating issues of over-tourism and a lack of affordable housing, and undermining
the habitability of communities. Of notable concern among many STR skeptics is a
potential shift in practice away from individual hosts renting a primary residence or
space therein, and towards commercialization, whereby corporate entities are buying up
what were once residential properties to list in the more lucrative STR market.

The above picture of costs and benefits points to a market that is rife with tensions.
Naturally, this reality has produced calls for regulation and government involvement,
and in some cases, has even fuelled campaigns for all-out ban of the practice.

As governments have stepped into the regulatory fold, however, they have faced
significant challenges. This is because STR activity, different in composition and
dynamics from that which plays out in traditional markets, pushes conventional policy
boundaries, undermining in some cases the effectiveness of standard legal, regulatory,
planning, and governance processes. Regulatory struggles can be attributed to three
key factors.

First, most conceptions of home sharing employed in the regulatory space treat the
STR market as conventional and thus two-sided; that is, as encompassing interactions
between those supplying the service (hosts) and those accessing it (guests). Such
understandings fail to capture the involvement of additional players—digital STR
platforms, most notably, but more recently professional property managers as well—
not to mention the nature, extent, and implications of their involvement. Importantly,
STR platforms are more than passive facilitators of market activity, and not only
influence the contours and dynamics of the market, but also actively shape the
regulatory space.

Second, attempts to regulate home sharing have been hampered by the widespread
tendency, within both policy and academic circles, to treat the market as a monolith.
Yet, an assessment of drivers of participation and dynamics among guests, hosts,

and platforms makes manifest the complexity of the STR market and the diversity of
activity that plays out within it. Notably, STR hosting spans a spectrum of activity, from
low- or no-fee home sharing in the spirit of collaborative consumption, to renting a
suite in a primary residence, to the commercial multi-hosting referenced above. Drivers
of guest participation in the market are similarly diverse. Far from passive, platform
involvement is shaped by the desire to create and benefit from network effects, and
thus spans partnership development, bridging to distinct but related markets, and
even the pursuit of socially minded or philanthropic endeavours. The above diversity
suggests that one-size-fits-all approaches to management are destined to fail.

Third, governments and policymakers have relied on traditional regulatory concepts
and parlance, such as the notion of regulatory violation, to characterize various forms
of STR market activity. However, in the case of platform-mediated home sharing,

the concept of regulatory fractures—instances in which new modes of activity do

not map well onto existing frameworks, thus disrupting regulatory effectiveness—is
more apt. The conceptual frame of regulatory fractures enables one to uncover the
tensions and complications that are produced when novel activity arises within the
context of longstanding institutions and processes, and underscores the extent to



which reimagined regulatory and policy approaches, tailored to the unique features of
the STR market, are vital. Further, if not addressed, regulatory fractures will not only
undercut the intent and effectiveness of regulation but will also curtail the potential
benefits of home sharing activity.

Going forward, successful management of the STR market will hinge on the ability of
policymakers to confront the factors currently hindering the effectiveness of policy
and regulatory approaches, namely an under-developed understanding of the STR
market and its dynamics, and a continued use of tools ill-suited to novel economic
activity. Fortunately, governments ready to innovate in the regulatory space and
reimagine management strategies will learn that a number of less conventional
approaches show promise.

Among such emerging approaches is co-regulation, a tactic employed with success
throughout the European Union in particular. Given their prominent role in the

market, as well as their desire to influence regulation to maintain network dominance,
platforms could make willing and effective partners in co-regulation, just as some other
industries are entrusted with a degree of self-regulation. Though it would require the
development of a robust framework to ensure effectiveness, co-regulation could help
governments to overcome existing issues, such as those related to compliance and
enforcement, while also enabling access to more comprehensive data, without which
tailored policy and regulatory solutions are significantly hampered.




POLICY RECOMMENDATIONS

As a result of our analysis, we recommend that jurisdictions looking to manage the STR
market consider the following recommendations and insights in establishing regulatory
approaches:

1.

The STR market is diverse. Policymakers must account for the existence of a
spectrum of host types—from unsophisticated home-sharers to professional
STR businesses—and refrain from crafting regulations that conceive of all STR
hosting as professional and profit-motivated business operations.

Relatedly, hosts and guests participate in the STR market for social, practical,
and profit-based reasons, and policymakers must keep these distinct and
overlapping motivations in mind. In particular, regulators may want to ensure
that regulations are designed to limit large-scale commercial operators, without
undermining access to the social and practical benefits of STRs.

The costs and benefits of STRs vary depending on the shape and nature of
the market in a given jurisdiction, as well as the local context. Thus, effective
regulation rests on the ability of policymakers to both understand local market
dynamics and how they intersect with community issues, as well as leverage
such information to craft tailored solutions.

As key market participants, platforms have vested interests, including in
influencing policy and regulations. Regulators must understand the central role
platforms play in shaping the market and regulatory spaces, and account for this
in regulatory frameworks.

The STR market confounds typical two-sided market models, given the active
participation of platforms alongside hosts and guests. Common regulatory
approaches are ill-suited to addressing the dynamics produced by this three-
dimensionality, and thus jurisdictions will need to innovate beyond usual tools to
ensure regulatory effectiveness.

To address issues (e.g., lack of compliance), authorities might consider the
merits of co-regulation, whereby platforms are given responsibility for certain
regulatory functions.




INTRODUCTION

Home sharing is not a new phenomenon. People have always found innovative ways

to swap their homes with others (e.g., through sabbatical and residency exchanges),
rent out unoccupied vacation properties such as cottages and timeshares, and share
open spaces or rooms in their homes with guests for limited stays. However, both home
sharing, as well as the short-term rental (STR) market in which such activity takes place,
have been revolutionized in recent years by sharing economy platforms such as Airbnb,
Homestay, Vacation Rental by Owner (Vrbo), and others. These digital platforms have
transformed existing peer-to-peer accommodation exchanges by making it easier

and less risky for hosts and guests to participate in the STR market. Specifically,
platforms play a facilitative role in matching prospective guests with those offering
accommodation, thereby reducing information, search, and transaction costs (Barron,
Kung, and Proserpio 2018; Quattrone et al. 2016; Einav, Farronato, and Levin 2016), such
that finding an STR is now as simple as booking a hotel, and feels similar, too.

Participating in the STR market is an attractive prospect for both guests and hosts,

as engagement provides a number of key benefits. First, accommodation available in
the STR market is often cheaper than a hotel (Guttentag 2015, 1196). In addition, many
listings offer guests the promise of an authentic travel experience off the beaten path
and the opportunity to live as a local outside of tourist centres (Zenker, Braun, and
Petersen 2017). In the STR market, guests are also able to choose from a wide range of
listings and opt for accommodation better suited to their needs. For example, families,
large groups, and those staying for an extended period of time have the option of
accessing entire homes and the comfort, space, and amenities that come with them
(Guttentag et al. 2018). On the supply side, the rise of the STR market has resulted in
the commodification of one’s personal living space, such that spaces within the home
are not just shelter for the family, but also a revenue generator that can be leveraged
to offset living costs, such as mortgage payments (Sperling 2015; Wilkerson et al.
2016; Jefferson-Jdones 2015; Macleod 2019; Smith 2018; Forgacs and Dolnicar 2017;
A.W. Allen 2019). Further, some landlords have found renting in the STR market to be a
more profitable and flexible venture than operating a long-term rental (LTR) property
(Cocola-Gant and Gago 2019).

However, the growth of the STR market is not without controversy. Much of this
contention results from the fact that increasing STR activity pushes modern policy
boundaries (Dolnicar 2017), challenging notions of and relationships among economy,
community, place, home, housing, governance, and regulation in the process.

This creates tensions, not only for actors in disrupted markets (e.g., hospitality
accommodations, LTRs), but also for the communities in which home sharing takes
place and the governments called upon to intervene. For example, residents in some
cities fear STRs are exacerbating over-tourism and extending the bounds of tourist
activity, ultimately undermining a sense of community (Cocola-Gant and Gago 2019);
others question the extent to which STRs are to blame for gentrification and housing
availability and affordability problems (Smith 2018; Lee 2016; Lima 2019; Wachsmuth
and Weisler 2018). Further, many local authorities have experienced a spike in resident
complaints spanning a range of issues from unwanted noise, parking congestion, and



improper garbage disposal to more serious incidents of criminal behaviour (Bivens
2019a; Gurran and Phibbs 2017; Povich 2019). The traditional hospitality sector has also
raised concerns of unfair competition given weak or non-existent regulatory and tax
requirements for STRs (Benner 2017; Vigliotti 2019).

The above tensions have produced governance questions and policy, planning, legal,
and regulatory issues, most of which policymakers and authorities have struggled

to address. This is unsurprising, given the STR market is often oversimplified in the
literature and public discourse, and such conceptualizations undoubtedly influence
regulatory and policy responses. In fact, the STR market is complex and the activity
that unfolds within it is diverse, and while it does overlap existing markets, it also
meets demand not addressed elsewhere. Drivers of participation for guests, hosts,
and platforms are numerous and overlapping, and these motivations shape the types
of novel activity that play out in the market, as well as their impact. Finally, the STR
market challenges existing urban planning policies, particularly zoning regulations,
that not only seek to separate commercial activities from residential activities but also
restrict most housing to be nothing other than single-family homes. To be effective,
regulations must build on such understandings (Johal and Zon 2015).

Composed of a large number of small-scale independent service providers (i.e., hosts),
consumers (i.e., guests), and arm’s-length digital platforms that mediate connections
and activity, the STR market also reflects economic and social dynamics that have
posed unique challenges for policymakers. Specifically, attempts at regulation have
been hindered by a tendency among scholars and regulators to characterize various
forms of STR market activity as regulatory violations (i.e., illegal activity), when in

fact market dynamics often produce what can be described more accurately as
“regulatory fractures” (Sassen 1994; Zale 2016). Regulatory fractures occur when
existing regulatory frameworks apply to a new mode of activity in an incomplete
fashion. Such cases are problematic not only because they undermine the intent and
effectiveness of the existing regulation, but also because they curtail the potential
benefits of the new mode of activity. In the case of the STR market, the fractures occur
because the regulatory frameworks that are being applied translate poorly, to both the
platform-facilitated peer-to-peer model, as well as the disparate drivers and forms of
participation in the STR market and their resultant impacts (Zale 2016).

In this paper, we draw on a breadth of sharing economy and STR literature to set out a
nuanced picture of market players, their motivations, and the dynamics among them.
We then use the concept of regulatory fractures to illuminate the ways in which the
activity and market dynamics we describe are not simply generative of externalities,
but also constitute and produce spaces that confound dominant regulatory frameworks
and thus complicate efforts to address these externalities. We begin by providing
background on the rise of the platform-mediated STR market, tracing a path from

the founding of Airbnb in San Francisco to the present day. We then build a more
nuanced picture of the market through an assessment of drivers of participation and
dynamics among market actors—that is, hosts, guests, and platforms. We emphasize
both the extent to which digital STR platforms are more than passive facilitators of
market activity, and in fact actively shape the market and the regulatory space, as



well as the complications that arise in the context of a three-sided market that is
growing in scale. Next, we consider the various costs and benefits associated with

the platform-mediated STR market and explore how market externalities relate to
spaces of regulatory fracture. In particular, we illustrate the challenges that arise

when governments frame such externalities using language of regulatory violations
and address market activity using traditional tools. Ultimately, we conclude that the
effective management of the platform-mediated STR market hinges on the ability and
willingness of policymakers to both reconceive of the STR market and the activity that
plays out within it, as well as reimagine or innovate beyond typical and longstanding
regulatory approaches.

THE RISE OF THE PLATFORM-FACILIATED STR MARKET

While home sharing is not a new activity, with the practice of homeowners hosting
lodgers and boarders dating back as far as the 17700s (Modell and Hareven 1973),
what is novel is the digitally mediated expansion of the practice, in form and extent,
such that a distinct STR market has emerged in recent years. It is the result of this
evolution—the existing platform-facilitated STR market—that is the focus of this paper.
To trace the origins of the evolved STR market, many turn to the emergence of peer-
to-peer accommodation giant Airbnb. The Airbnb concept dates back to 2007, when
two roommates decided to rent out space and air mattresses in their San Francisco
apartment upon realizing that hotel rooms were in short supply due to an international
conference being held locally (Aydin 2019; Kayata 2015). Building on this initial idea,
they developed Air Bed & Breakfast, a digital platform, which by 2011—after a process
marked by trial and error, rejections by potential investors, and participation in various
accelerator programs—reached one million nights booked in a single day, now under
the new name, Airbnb (Reuters 2020).

Though Airbnb may be ubiquitous, other STR platforms—among them Expedia,
Booking.com, HomeStay, Onefinestay, and Vrbo—are also key facilitators of home-
sharing activity, matching hosts and guests from all corners of the globe. Many serve
particular market niches: Vrbo, for example, mainly lists vacation properties, while
Onefinestay serves luxury travellers in select cities across North America and Europe
(Glusac 2017). Additional services exist on the margins of the STR market. Examples
include Couchsurfing, a platform predicated on an exchange of free accommodation
(Rodgers 2019); Handiscover, which focuses on people with special needs and people
living with a disability (Handiscover 2020); Springwise, a co-operative platform

that seeks to “work with neighbourhoods to make short-term rentals sustainable”
(Springwise 2020); and PadSplit, a platform that connects people facing housing
insecurity to low-cost options (Shieber 2020).

Over the past decade, these platforms have provided the backbone for a proliferation
in the number and variety of STR accommodation on offer and have supported the
rapid growth of the market’s global consumer value, which is estimated to have
increased from US$40 billion in 2010 to US$115 billion in 2019 (Geerts 2019). When
the COVID-19 pandemic struck, home-sharing activity was severely impacted: Airbnb



bookings alone dropped by 80 per cent in April 2020 and the company’s valuation
sank to $26 billion (Cao 2020). However, current signs suggest that the market is
recovering, even as the pandemic persists. Airbnb has rebounded and continues to
dominate the STR marketplace, boasting upwards of seven million listings in more
than 220 countries and over 100,000 cities (Airbnb 2020b; Glusac 2020). In addition,
Airbnb’s recent IPO corresponded with a first-day valuation of as high as $100 billion
(Carville, Roof, and Tse 2020). Taken together, market growth in recent years and
current signs of recovery indicate widespread and international demand for what the
STR market has to offer. It is unsurprising that such rapid growth over a short period
has not only resulted in regulatory pressures, but also made it difficult for regulators to
keep up with the scale and scope of the market.

Of particular note is the fact that the scale of the platform-facilitated STR market is

on an order of magnitude larger than the market that existed prior to the creation of
digital peer-to-peer accommodation platforms (Key Cafe 2019). What the platforms
have done is made it easier for market participants to find and interact with each other,
as the platforms serve as matchmaker between prospective hosts and guests, and also
reduce information, search, and transaction costs (Barron, Kung, and Proserpio 2018;
Quattrone et al. 2016; Einav, Farronato, and Levin 2016). Further, STR platforms reduce
the risk of engaging in STR activities, as they act as a verification and a validation
mechanism for both parties (Hawlitschek, Teubner, and Weinhardt 2016). Today, it is

as simple—if not simpler—to find an STR as it is to find a hotel anywhere in the world.
However, the entry of peer-to-peer accommodation giants, such as Airbnb, has not
only resulted in the expansion of STR activity across the globe, it has also produced a
new set of tensions in a pre-existing market.

NETWORK PARTICIPANTS: PLATFORMS, HOSTS, AND GUESTS

Integral to developing a sophisticated understanding of the platform-facilitated STR
market in its current form is a consideration of the evolution and growth of the market,
as well as the types of activity this has produced. This process involves analyzing what
motivates platforms, hosts, and guests to participate in the STR market, in order to
gain insight into why the STR market has developed as it has and to add texture to
descriptions and classifications of market activity. Such understandings are also key to
crafting appropriate regulatory responses, as different activities present distinct types
and levels of risk, community impact, and market disruption.

PLATFORM PARTICIPATION

As we describe above, platforms such as Airbnb are key to the functioning of the
platform-facilitated STR market as they enable, verify, and validate transactions
between guests and hosts. However, platforms are not just passive and charitable
market participants. Indeed, a core objective of platforms more generally is to create
network effects (Parker and Van Alstyne 2005), and in the context of the STR market,
platforms actively pursue this goal. Direct network effects occur when the value of the
good or service being provided increases with the number of users. In the case of STR
platforms, network effects are two-sided: value increases as a result of growth in the



number of host and guest users. How do STR platforms create these direct network
effects? STR platforms want to attract guests to both use their website or application
and book accommodation; they achieve this by not only engaging a multitude of hosts,
but also attracting diverse hosts (and thus a vast array of accommodation types). Put
another way, platforms are as focused on increasing the diversity and novelty of STR
accommodation listed on their applications as they are in simply growing their host
networks.! Importantly, STR platforms are motivated to protect their ability to benefit
from network effects, and may do so by reducing incentives for competitors to enter
the market or grow their market share, or by combating any actions that could impede
their ability to sustain and increase network effects in all geographic markets.

Avenues also exist through which platforms can foster indirect network effects,

which are produced when complementary products or services add to the value of a
platform. For example, STR platforms will engage in various partnerships and activities
that may not appear, at first blush, to benefit their business models, but which do
from an indirect network effect perspective, as such partnerships ultimately increase
both the number of hosts and guests, as well as the diversity of products on offer. For
example, in recent years Airbnb has launched two offshoots of its accommodation
service: Experiences, through which guests can access activities such as cooking
classes and animal encounters, guided by local experts (Carey 2018); and Trips, which
reorients the platform as a travel company to help guests book a flight, a place to
stay, dinner reservations, city tours, and specialized guided experiences (Carey 2018;
Arikoglu 2017). Further, in 2018 Airbnb announced the creation of Airbnb Plus, aimed
at travellers who wish to stay in an STR but also desire hotel-quality amenities (Carey
2018). More recently, the platform both hired a former CEO of Virgin America “to
strike more partnerships in the transportation industry” (Griffith 2019), and acquired
the platform HotelTonight to help its guests book rooms in boutique and independent
hotels (Clark 2019).

The above underscores both the extent to which platforms are active participants

in the STR market, as well as the importance of considering platform activity in any
regulatory approach. However, in many STR market conceptualizations, platforms

are sidelined as tangential or passive actors; similarly, their role is often unaccounted
for in regulatory approaches, and traditional regulatory frameworks are ill-suited to
their inclusion. Writing about the sharing economy more broadly, Zale (2016) locates
the source of regulatory fracture in the three-sided nature of markets for STRs and
ride-sharing (in contrast with the traditional two-sided model of industry-consumers
or employer-employees around which most regulation has been developed). Several
unique features of this three-sided model produce areas and activity ripe for regulatory
fracture. First, platforms have interests that can be at odds with those of their existing
hosts. Notably, STR platforms have a direct interest in increasing the number of hosts

There are, however, limits on the diversity and novelty of offerings. All STR platforms have rules against
unauthorized parties and events, the solicitation or participation in prostitution and human trafficking, and
facilitating any and all illegal activities as defined by jurisdiction where the dwelling is located. In addition,
periodic limits on activities have been enforced by various platforms, particularly during the COVID-19
pandemic and the 2021 U.S. presidential inauguration. However, for the most part, platforms tend to rely on
the complaint-based model of enforcing these standards and limitations, rather than policing listings and
guests making bookings.



not only across geographic markets, but also within them, thereby creating competition
among hosts within their own platform. Second, platforms have an interest in marketing
specific locations to guests in an effort to encourage more hosts to enter the market

in the specific location, which results in the attraction of more guests. Third, platforms
have a vested interest in responding to competitive concerns in order to maintain their
network dominance. For example, when Handiscover was launched, Airbnb responded
by both collaborating with U.S.-based advocacy organizations to develop new
accessibility filters for its platform, as well as acquiring Accomable, an accessible travel
start-up that links persons with disabilities to accommodation that meets their needs
(Airbnb 2018). In all cases, this drive to grow the network increases the likelihood and
degree to which any associated negative externalities from this growth will impact the
affected community.

HOST PARTICIPATION

In disentangling the diverse forms and drivers of STR host activity, it is helpful to

first demarcate the two extremities of the supply side of the STR market. On one

end is home sharing in the purest sense, where locals host guests for free, motivated
by the opportunity to participate in the sharing economy ideology of “collaborative
consumption.” On the other end is the complete commercialization? of the practice,

as evidenced by companies operating highly profitable businesses dedicated to
buying multiple properties for the sole purpose of turning them into STRs. What is less
understood and discussed is that, between these two market poles, hosts engage in a
range of practices (renting a room or suite in one’s home to a student studying abroad
or spending one’s holiday in another family’s unoccupied vacation property, as two
examples) and are driven by overlapping social, economic, and practical motivations. It
is also within this intermediary space that the greatest nuance exists. The presence of
not only the two extremes, but also a continuum between these extremes, is another
potential source of regulatory fracture, since those who consider themselves engaged
in collaborative consumption may not consider regulations framed around business and
commercial activity in the STR market as applying to them.

Given estimations that nearly one-third of sharing economy participants are socially
motivated, Bucher, Fieseler, and Lutz (2016, 323) assert that “sociability” is the strongest
factor shaping sharing behaviour. Considering the origin of the practice of lodging

and boarding was to provide the benefits of a surrogate family to young men who had
left their family home, this sociability driver of home sharing has deep social, cultural,
and historical ties (Modell and Hareven 1973). Similar drivers of participation, such as
personal alignment with the sharing economy ethos, can be observed among hosts
operating in the STR market. Such individuals might view listing a room or suite in their
home on an STR platform as a novel way of meeting new people or engaging with
travellers or students of different cultural backgrounds. Others are drawn to the sharing
aspect of the process, whereby they can support more sustainable travel by making use

2
We use the term commercialization to refer to STR activity that is a professional and profit-motivated
business operation.



of unused space in their homes or enhance the tourist experience by acting as personal
guides with local knowledge and connections (Karlsson and Dolnicar 2016, 160).

Those who are drawn to host in the STR market by social and other intrinsic factors
often engage in operations that correspond with the least commercialized market
activity: listings are frequently for a room or space in a primary residence at a low

fee or are otherwise offered at no expense. Couchsurfing is perhaps the first digital
platform to have been built upon this notion of collaborative consumption in the travel
realm; however, the sharing economy ethos is also a driver of supply on platforms such
as Airbnb, where one can find low-fee listings for a spare room.

Furthermore, for many hosts, the social and other intrinsic benefits are a welcome
complement to income generated by an STR listing. In one U.S.-based study of host
motivations, Lampinen and Cheshire (2016, 1675) found that, while the opportunity

to earn money was a theme across responses, it was rarely the sole reason for
participation: many hosts also cited intrinsic benefits, such as interaction with guests
and the gratification associated with being a good host. In examining the existing
evidence, Crommelin et al. (2018, 38) reached similar conclusions, stating that for
most hosts, participating in the STR market “is a way to earn additional income, whilst
supporting a business model that is seen to offer social or cultural benefits as well.”

Importantly, the majority of these socially driven operations—in which the host is
present and engaged or motivated by the prospect of sharing resources—do not

pose competitive challenges to other accommodation markets, such as hotels

(though in some cases, they may compete with bed and breakfasts or hostels), nor

do they threaten to worsen issues of affordability and undersupply in LTR markets.
Furthermore, they are least likely to be implicated in discussions regarding over-tourism
and negative community impacts.

While social motivation is present in the STR market, it would be naive to suggest

all activities in the STR market are not chiefly profit-driven. In fact, the majority of
hosts are profit-motivated to some extent, and some run highly commercialized STR
operations. Indeed, those who list entire properties and/or approach STR hosting as

a business—that is, those seemingly drawn more to the economic advantages of the
practice, rather than its social elements—have come to dominate the STR hosting
space. In Canada, for example, entire homes and apartments (rather than rooms, suites,
and other shared spaces) represented 63.7 per cent of total listings and generated
86.3 per cent of total STR market revenue in 2017 (Ayotte, Barclay, and Sinclair 2019).
Yet, even in a space increasingly dominated by commercialized activity, there remains
considerable complexity. In reality, there is much variance among hosts driven to
participate for economic reasons, and a consideration of these differences and the
types of operations associated with them paints a picture of a heterogenous market,
with varying degrees of impact. In this category, economic reasons for participation
are generally divided into those seeking to supplement their primary income and those
looking to build an STR business.

Many hosts find that participation in the STR market is an effective way of
supplementing their primary income, and that renting out vacant space—a spare



bedroom, a guest suite, a vacation property, or a second residence—for a fee is a way
of monetizing and gaining more value from assets that are sitting idle (Smith 2018).
Even within this group, hosts make such decisions for various reasons. For example,
STR hosting has been presented as a strategy to keep up with mortgage payments

or weather the effects of a financial shock (Jefferson-Jones 2015; Macleod 2019;
DeMola 2020; A.W. Allen 2019). As Forgacs and Dolnicar (2017, 166) note, the option
to earn income as an STR host can become a lifeline in the face of structural economic
changes, a decline in middle-class jobs, the rise of the gig economy, and an increase in
part-time or fissured work. In such instances, individuals are likely renting out rooms or
suites in their primary residences, or only listing their primary residence when out of
town. Hosts have also noted that listing their home while on vacation helps to pay for a
portion of travel costs (Bivens 2019b). Others have spare space and are capitalizing on
the option to list it on an STR platform: for example, some have noted they have a suite
that is often used to host visiting family members and friends, which they list on an STR
platform when it is not being used for such purposes (Moffat 2019).

Those with second properties, such as vacation cottages and timeshares, may also
decide to host in the STR market when their assets are sitting unused—in some cases,
to recoup operating costs, in others to earn a small profit. Further, property owners
who have been forced to temporarily relocate, but who still own property in their
former city, in some cases prefer to keep their home instead of incurring the high
transaction costs of selling it. In other cases, homeowners prefer to have their home
occupied in the short term while they attempt to sell. Instances of the latter have
become widespread enough that some realtors now offer STR listing and property
management services as part of a sale-listing agreement. In such situations, the option
of listing in the STR market may also be preferable to renting to long-term tenants,
given the rules, responsibilities, and relative inflexibility of becoming a landlord versus
an STR host.

The second category of hosts are those who own at least one unoccupied property
for the sole purpose of renting it for profit; such hosts can be said to be engaging in
pure business activity. In some cases, these hosts see profit-making opportunities in
the STR market and end up expanding their ownership across several STR-focused
properties. In recent years, the prospect of building an STR business in this way has
grown in attractiveness, such that two-thirds of hosts operating in the U.S.-based STR
market now either manage or have ownership of multiple listed properties; such hosts
have also been responsible for much of the growth in market supply in recent years
(Shadel 2020). Thus, it appears as though a minority of the activity taking place in the
STR market reflects activity that either aligns primarily with the original home-sharing
ethos of collaborative consumption or constitutes hosts renting out spare space in their
primary residence to earn supplemental income.

Given this trend, some have argued that Airbnb and other platforms are evolving into
glorified travel-booking sites, citing in particular a rise in the number of professional
hosts operating several listings. Indeed, those engaging in the STR market in a
business-like manner can be considered direct competitors of hostels, bed and
breakfasts, and hotels, depending on the nature and price point of their listings. In



addition, many such hosts could list properties in the LTR market instead but choose to
operate in the more lucrative STR market for profit reasons, a decision that implicates
STR hosts in conversations about a decline in the affordability and availability of
housing. The trend towards STR commercialization raises additional questions for the
neighbourhoods in which market activity unfolds, both in terms of over-tourism and
community preservation, as well as impacts on municipal public finance, safety, zoning,
and shared public services.

However, considering host activity and motivations from this angle raises two key
points. First, it is important to remember that the asset being rented in the STR
market is owned by an individual host and not the platform itself: while the platform is
interested in fostering and accessing benefits associated with network effects, it is the
hosts who are choosing to make their asset(s) available in the market. This complex
relationship regarding asset ownership is another feature that distinguishes the STR
market from traditional two-sided markets (Zale 2016). Second, as the STR market

has grown, property management companies have emerged to facilitate, for a fee, all
aspects of the STR hosting process. Though such companies do not own the properties
they manage, they are oftentimes responsible for overseeing listings and a host’s online
presence. Put differently, property managers simplify the participation of property
owners in the STR market by reducing transaction costs. When several hosts hire the
same property manager, it can appear as though that property manager is in fact

the host—and more importantly, the owner—of multiple units. As a result, there is the
potential for conflation of the emergence of property management in the STR space
with the rise of mega-hosts and highly commercialized STR activity—that is, those who
have turned STR ownership into a business, listing many properties at a given time.
The are differences between these two activities, both in terms of their nature and
their impact. This complexity also creates regulatory challenges, as in some senses

it represents the existence of not a three-sided market, as noted by Zale (2016), but
potentially a four-sided market, in which property managers constitute an additional
(and growing) actor that must be considered in regulatory frameworks.

GUEST PARTICIPATION

Clearly, hosts compose only one side of the STR market—after all, supply does not exist
without demand. Guests, who account for the demand side of the market, opt for STRs
as their accommodation of choice in a number of scenarios, spanning leisure, business,
and personal/situational travel. Who are the guests who use STRs? Research indicates
that travel purpose is a reliable determinant of STR use—and similarly, that some forms
of travel remain associated with traditional hospitality markets. For example, in a survey
of nearly 1,000 Canadian and American Airbnb users, 80.3 per cent of respondents
noted that they were travelling for leisure, while 8.7 per cent were visiting friends or
family, 7.5 per cent were attending a convention, conference, or major event, and 3.5
per cent were travelling on business (Guttentag 2016, 93). These results are supported
by additional research that finds that STR guests (compared with hotel guests) were
more likely to be on holiday (Volgger et al. 2018, 314) and that STRs pose less of a
threat to hotels when it comes to capturing the short-stay business travel market
(Zervas, Proserpio, and Byers 2017; Nowak et al. 2015). While this demonstrates that



STRs are a popular choice for tourists, demand for STRs is also driven by individuals
travelling for work reasons (e.g., academics on longer research stays) and people
whose personal situations require they relocate temporarily (e.g., those requiring
accommodation during out-of-town medical stays or families forced out of homes due
to personal emergencies). Naturally, this demand shapes STR supply.

Characteristics of prospective guests also influence STR use and preferences. Airbnb
(2016) has noted that roughly 60 per cent of all bookings through the platform

are by millennials (generally defined as those born between 1981 and 1996), citing
popularity among this group as a driver of recent growth. Further, Tussyadiah (2015)
found the consumer side of the STR market to be characterized by those who are
highly educated, have higher incomes, travel often, and are open to alternative
accommodation and innovation in the travel space. Lutz and Newlands (2018)
uncovered substantial differences between American consumer markets for shared-
room and entire-home listings, with guests who are younger, single, lower-income, and
open to social interaction more likely to seek out shared rooms, and older adults and
families with higher incomes more inclined to opt for entire homes.

Research indicates that those who choose to participate in the STR market as guests

do so for various reasons (see Tussyadiah 2015; Bocker and Meelen 2017; So, Oh, and

Min 2018), and these motivations can be understood as falling more specifically into

the categories of price, location, access to household amenities, and desire to have an
“authentic experience” (Nowak et al. 2015; Jang et al. 2019; Guttentag 2015). Hardy and
Dolnicar (2017, 175-177) offer a typology of guests, which spans cost-savers, socializers,
localizers, and utilitarians,® while Guttentag et al. (2018) place STR users in five
motivation-based cluster profiles: money-savers, home-seekers, collaborative consumers,
pragmatic novelty-seekers, and interactive novelty-seekers.* Building on this research,
we consider three general drivers of STR use: economic, practical, and social.

A common narrative surrounding the growth of the STR market is grounded in the
affordability of accommodation relative to other options, such as bed and breakfasts
and hotels. Indeed, Zervas, Proserpio, and Byers (2017) note instances of hotels in
communities with large Airbnb presence lowering their prices in order to compete
with STR listings. In addition, several studies (Bdcker and Meelen 2017; So, Oh, and
Min 2018; Tussyadiah 2015; Nowak et al. 2015; Guttentag et al. 2018) find that price is
the primary driver of STR use. Guttentag et al. (2018) conclude that, despite claims
that ethical considerations and the sharing economy ethos are key drivers of STR use,
the basic desire to spend less money is the central motivator for people to pursue the

Cost-savers seek low-cost accommodation and have little interest in other aspects of STRs. Socializers use
STR platforms to connect with people, before and during travel. Localizers want authentic experience and
immersion in local culture. Utilitarians are focused on specific needs (e.g., large, private property, amenities,
pet-friendly listing).

Money-savers are motivated by the relatively low cost of STRs. Home-seekers are attracted to the amenities
and atmosphere of a home and often rent entire dwellings. Collaborative consumers are drawn to the sharing
economy ethos of sustainability, authentic experience, and support for local residents. Pragmatic novelty-
seekers are drawn to both the novelty of the STR experience and the opportunity to access household
amenities. By contrast, interactive novelty-seekers are attracted by both novelty and the prospect of
interacting with their host and local residents.



comparatively low-cost option of an STR. Further, the importance of low cost does not
only emerge when examining STR use within the context of the accommodation sector:
when compared to other sharing-economy subsectors—car sharing, tool sharing, ride
sharing, and meal sharing—the salience of economic considerations was highest in

the accommodation subsector (Bdcker and Meelen 2017). However, when examining
motivations among subsections of the population, the picture is more nuanced. For
millennials in China and Germany, for example, economic benefits have the smallest
effect, compared with normative and values-based factors (Amaro, Andreu, and Huang
2019). Therefore, important cultural factors are also at play.

Though price is a central factor in STR use, many travellers also turn to the market

for practical reasons. For example, access to household amenities, such as a washing
machine, and a number of other home benefits, such as privacy, separate bedrooms,
and the ability to cook, have been found in the literature to be key drivers of STR

use (So, Oh, and Min 2018; Guttentag et al. 2018). Further, studies indicate that STRs
could serve a market niche in the area of family (and multi-family) travel, given the
characteristics, preferences, and needs of families—particularly those with young
children—as well as the fact that some STRs have been developed specifically for such
demographic groups (Lin 2020; Hardy and Dolnicar 2017; Hajibaba and Dolnicar 2017).

In addition, in one survey of Airbnb use trends, Nowak et al. (2015, 16-17) found that
roughly one-third of respondents picked location as one of the most important factors
leading them to use the platform. This aligns with the assertion that travellers choose
STRs—rather than hotels or other forms of accommodation—for their proximity to
amenities, services, and neighbourhoods (Guttentag et al. 2018, 354). As Grisdale
(2019, 14) illustrates, in Toronto, significant STR activity occurs in areas that are
primarily residential and that have few hotel options.

The characteristics and flexibility described above also make STRs more appealing—
and perhaps better options—for longer-term visitors, such as academics on research
stays or families who require accommodation during an out-of-town medical
procedure. Some suggest that STRs may also be better suited than traditional forms
of accommodation to meeting the accessibility needs of persons living with a disability
(Boxall, Nyanjom, and Slaven 2018). Finally, others have argued that STRs could form
part of a solution to addressing problems of ongoing undersupply of shelter space and
safe housing for survivors of domestic violence (Crisan 2020).

Several studies indicate that novelty, access to local experience and expertise, and
alignment with the sharing economy ethos are also factors driving STR use among
travellers (Tussyadiah 2015; Hardy and Dolnicar 2017; Guttentag 2015; Guttentag et

al. 2018). STRs can be distinguished from other types of accommodation based on
their social elements: not only does booking through Airbbnb or Vrbo provide guests a
“home away from home”—potentially at a lower cost—it often promises access to local
expertise and connection, both through engagement with hosts and immersion in local
communities. Further, individuals are drawn to the novel aspects of many STR listings:
the opportunity to sleep “loch-side” on a Scottish croft, in a windmill in Amsterdam, or
in a luxury treehouse in the American South. Others still like the idea of participating
in more “ethical” or sustainable travel, whether through a reduced carbon footprint



(compared with hotel energy and utilities use) or by putting money back into the
pockets of locals (Tussyadiah 2015).

However, So, Oh, and Min (2018) found factors of authenticity and social interactions—
including the desire to engage with local communities—to be inconsequential when
considered alongside other motivations. This aligns with the findings outlined above
regarding cost, location, and access to household amenities, and particularly those

in Guttentag et al. (2018), which suggest that practical benefits of STRs outweigh
their experiential appeal. In other words, people seek out other aspects offered by
STRs, such as authenticity or novelty, conditional on their practical needs or desires
being satisfied. What is perhaps most salient in observing both the growth of the

STR market, as well as consumer demand for STR accommodation, is that traditional
accommodation markets are not meeting consumer preferences.

SUMMARY

What the above analysis reveals is that platforms are incentivized to grow their
network of hosts and guests to obtain and maintain what has been termed “first-
scaler advantage” (Hoffman 2015). However, when considering the participation and
motivations of hosts and guests, the existing literature that treats the STR market as
a monolith—intractably indivisible and uniform in nature—is not appropriate. As we
illustrate, considerable heterogeneity and nuance exists in the platform-facilitated
STR accommodation space, and STR activity unfolds in myriad ways, for a number
of reasons, and among diverse actors with varying motivations and heterogenous
preferences. As a result, any regulation that treats all hosts, guests, or activities

as uniform or homogenous will fail. It is also the case that the STR market fills an
important gap in the accommodation market, opening travel opportunities and
experiences that would otherwise not exist.

COSTS AND BENEFITS OF THE STR MARKET

The dynamics that play out within the platform-facilitated STR market, including
through the interaction of large networks of hosts and guests, produce a series of
costs and benefits not only for market actors, but also for communities, other sectors
(e.g., hotels), and regulators. It is important to understand these externalities, as the
purpose of regulation is, in part, to address costs while maintaining benefits. Keeping
in mind the heterogeneity of STR market activity, we discuss the costs and benefits of
platform-facilitated STR market growth below.

COSTS

As illustrated above and elucidated in particular through our discussion of drivers

of host and guest participation, the home sharing that takes place in the platform-
facilitated STR market can be considered unique activity, but also overlaps existing
LTR and hospitality accommodation markets. This causes significant tensions and

has produced calls for stronger regulations and the introduction of tax measures.
Furthermore, STR activity produces negative externalities in the communities in which



it takes place, spurring advocacy for stricter rules to protect neighbourhood safety,
integrity, and order. We provide the evidence for each of these costs below.

a. Disruption in Existing Markets

The STR market has had the biggest impact on the LTR market and the traditional
accommodation sector, given it is these markets that the STR market overlaps. In
terms of the LTR market, the rise of STRs has resulted in the disruption of local housing
markets in communities around the world—or, at the very least, provoked charges

of such impacts. Although an increase in the number of STR listings in a given area
does not reduce the overall accommodation stock, it does produce both a distributive
impact (i.e., by changing how the stock is allocated across different housing markets)
and a redistributive impact (i.e., by shifting economic benefits away from local renters
and hotel operators, towards travellers and property owners) (Woolley 2016). In many
jurisdictions, the impacts of these shifts have provoked criticism of STR platforms

in particular, which have been accused of exacerbating housing affordability and
availability issues by both making it easier to engage in STR activities and encouraging
the growth of hosts and guests (Cocola-Gant and Gago 2019; Lima 2019; Lee 2016).

Some suggest that the balance of local accommodation stock is shifting away from LTR
units, given the financial incentive that exists for property owners to operate in the STR
market. Guttentag (2016) and Guttentag and Smith (2017) found evidence of landlords
having evicted long-term tenants after deciding to list a unit in the STR market, and
Barron, Kung, and Proserpio (2018, 6) suggest that some non-owner occupants of
LTRs may also be listing their units on Airbnb. Cardoso and Lundy (2019) estimated
that more than 31,000 homes across Canada in 2018 were rented in the STR market
with such regularity that they were likely removed from the LTR stock, and at least 40
per cent of those homes were located in Montreal, Toronto, and Vancouver, which are
cities with low LTR vacancy rates that predate the STR boom. Such jurisdictions are
characterized by a notable confluence of tight rental markets and concentrated STR
activity (largely due to their size and reputations as tourist destinations). As a result,
they—and similar jurisdictions worldwide—may also be more reactionary in the face of
an expanding STR market, even though STRs were not the original cause of the dearth
of LTR options.

Further, many have connected the growth of the STR market with an increase in rents
in LTR markets worldwide, especially in big cities and popular tourist destinations
(Barron, Kung, and Proserpio 2018; Lima 2019; Ayouba et al. 2020; Garcia Lopez et al.
2019; Gandhi et al. 2019; Horn 2017; Horn and Merante 2017; Lee 2016). Underscoring
this point, Chen, Wei, and Xie (2018) found that rents have declined in jurisdictions that
have placed a cap on the number of STR properties a single host can manage.

Many studies (Smith 2018; Lee 2016; Lima 2019; Wachsmuth and Weisler 2018) suggest
the growth of the STR market in various localities has in fact exacerbated issues of
housing supply and affordability, in some cases removing LTR units from the housing
stock. However, there is growing evidence to suggest that the actual narrative is much
more complicated and the presence of STR platforms is but one factor in a housing
crisis. First, some of the STR listings are actually tenants, not owners, of LTR units. In



some cases, the listing is temporary, available only while the tenant is travelling, for
example, or on a short-term basis to bridge an inflexible fixed-term lease agreement to
the end of the tenancy. In other cases, individuals are renting multiple properties solely
for the purpose of re-renting these spaces as STRs, usually without disclosing their
intentions to the landlord (Prowse Chowne LLP Team 2018; Fishman n.d.; GuestReady
2019; Knight 2018; learnbnb n.d.; Airbnb n.d. ). The former set of activities gives tenants
more flexibility regarding the use of their living space, and likely supports affordability
and accessibility to LTR spaces, while the latter is more concerning in terms of
removing needed LTR stock. Regulations that confound these two different types of
activity can, inadvertently, remove flexibility in rental arrangements that support long-
term tenants and the maintenance of LTR stock.

Second, housing affordability problems predate Airbnb and the rise of the STR market
more broadly—especially for low-wage workers and those employed precariously
(Woolley 2016). Other more prominent contributors to housing supply and affordability
constraints are single-use and single-family home zoning regulations (Glaeser and
Gyourko 2002) and the policy tilt in favour of homeownership (The Canadian Real
Estate Association 2021). In addition, these two aspects—zoning regulations and

views of home ownership—are also factors that drive opposition to STRs in residential
communities. Thus, policymakers must take care in evaluating the perceived impacts of
home-sharing activity on local housing markets: while it is likely that the growth of the
STR market is exacerbating access to affordable housing in some jurisdictions, it should
be considered neither the sole culprit nor the driving force.

In addition, absent from discussions in much of the literature is a consideration of

the complexity and nuance in host type that we illustrated in the previous section.
For example, researchers conclude that multi-hosting implies profit-oriented activity
(Adamiak 2019, 6), but fail to distinguish among multiple residence owners, timeshare
owners, those who have hired a professional STR management or concierge company
to oversee their property listing, and corporate multi-hosts, instead grouping such
hosts together despite their differences in nature and impact. As a result, though the
existence of multi-unit hosts may indeed point toward an increased commercialization
of this sector, the existence of property managers overseeing units for individual
owners—an entirely different phenomenon from corporate multi-hosting—may

be a significant factor driving market growth. This again raises the importance of
distinguishing between entities that exist to take on host responsibilities on behalf of
a property owner (i.e., property managers), and hosts who own, manage, and have
full control over the use of multiple properties (i.e., corporate multi-hosts). When this
distinction is not highlighted, policymaking suffers.

When considering the impacts of STR market growth, it is vital to note that many
people consider Airbnb to be a substitute for traditional accommodation options
(Guttentag 2017), especially the more affordable segments of the hotel market
(Frenken and Schor 2017, 6). It is for this reason that a growing STR market might
have an adverse impact on hotel occupancy rates, average daily rates, and revenue
per room (Dogru, Mody, and Suess 2019). For example, one study spanning the top
10 American cities found that a 2.05 per cent increase in the average Airbnb supply



corresponded with a 3.7 per cent drop in hotel profits (Farronato and Fradkin 2018).
Perhaps unsurprisingly, those in the hotel industry have responded with claims of unfair
competition, citing an absence of regulatory and tax requirements for STR operators
(Benner 2017; Vigliotti 2019). Others have raised concerns regarding guest security,
health, and fire safety (Guttentag 2017). To the extent that STRs are either competing
with or filling a void in the accommodation market but are not subject to the same
regulatory requirements as the existing sector, there is certainly cause for concern in
terms of competitive fairness. However, as detailed above, guests are turning to the
STR market because existing accommodation markets are not satisfying consumer
preferences. From this perspective, STRs are filling a void in the market and the
disruption to the accommodation sector is the result of failure of traditional providers
to both understand and accommodate shifting consumer preferences. Accordingly,
regulation must strike a balance between protecting an uncompetitive industry and
ensuring an even playing field. These tensions point to a context that is fertile ground
for regulatory fractures.

b. Community Impacts

Critics assert that the persistent growth of the STR industry is changing the nature of
communities, particularly those that are susceptible to over-tourism and gentrification.
For example, locals in Lisbon, Portugal lament the loss of a sense of community due
to over-tourism and an extension of the geographical bounds of tourist activity into
residential neighbourhoods (Cocola-Gant and Gago 2019). Residents of American
mountain towns also report a declining sense of community due to a substantial rise
in the number of STRs and a revolving door of vacation travellers; in some cases,

this trend has also produced a shift in community composition marked by an exodus
of families and declining school enrolments (DeMola 2020; Macleod 2019; A.W.

Allen 2019). Similar issues have been documented in Chicago’s Black and Hispanic
neighbourhoods, which are losing residents due to the conversion of LTR units to
STRs (Smith 2018, 581), and in Edinburgh, Scotland, where communities are facing
bank, library, and post office closures as a result of families leaving neighbourhoods
overtaken by STRs (Evans et al. 2019, 51). Other cities report a link between the
increase in STR listings and a decline in housing affordability, which has resulted in
many families deciding to relocate, as well as in a reduction in local amenities (Clancy
2020; Lee 2016; Zou 2019).

An increase in the number of STR listings in a given area does not add amenities in
neighbourhoods, as increased services are generally linked instead to new builds,
increased property tax revenues, and community amenities agreements with
developers. Rather, STRs intensify the use of existing facilities and services (Oskam and
Boswijk 2016; Evans et al. 2019), often in areas that are primarily zoned for residential
use. Further, many residents in STR-heavy neighbourhoods complain of unwanted
noise, garbage disposal, and criminal behaviour as a result of STRs (Bivens 2019a;
Gurran and Phibbs 2017; Povich 2019; Frenken et al. 2020; Frenken and Schor 2017).

In Canada, the growth of the STR market has produced particular issues linked to

drug use (Seth 2017), human trafficking (Mclntosh 2018; Peng 2018), and violent crime



(Nicholson and Ho 2019; News 2019; Amin 2019; Crawford 2019; Willing 2019; Bingley
2019; Ireton 2020; Britneff and Connolly 2020; Ignatenko 2020).

As a result, people are sensitive to the prospect of STR growth in their neighbourhoods:
a 2018 survey found that 62 per cent of Canadians would be concerned if a
neighbouring home was rented out regularly through Airbnb or another STR platform,
while half of survey respondents said that the presence of STRs in their neighbourhood
would make them feel less safe (Nanos 2018, 2). According to the same survey,
Canadians are most concerned about not knowing who or what kind of people will be
renting an STR (50 per cent); other issue areas were noise and disturbance, security,
crime, and safety, and potential negative impacts on neighbourhood stability and

sense of community (Nanos 2018, 10). These concerns resemble those that led to

the dismantling of the historical practice of lodging and boarding, a practice that

was named “the lodger evil” by the end of the 19th century and eventually became
associated with a lower-class practice (Modell and Hareven 1973). However, when
considering the diversity of STR hosts and guests, it is important to note that the
validity of these concerns are not generalizable to STRs writ large, and instead reflect
issues associated with a particular type of guest and host, as well as neighbour,
neighbourhood, and community preferences that are themselves tied to regulations and
are another source of regulatory fractures.

These negative neighbourhood externalities can be managed with proper attention to
policy, regulation, and partnerships. For example, Tourism Nova Scotia partnered with
hosts and STR platforms to offer guests the opportunity to stay in unique heritage
Nova Scotian homes as a reason to come to Nova Scotia (Helder 2019). Glasgow,
Scotland formed a strategic partnership with STR platforms to help regenerate part of
the city’s West End, which brought more visitors and tourists into the city as a result
(Evans et al. 2019). Lisbon created special incentives to let investors buy abandoned
and declining properties for the purposes of creating STRs; the subsequent physical
upgrades helped increase home prices in the neighbourhood and increased tourism
due to the increased availability of good places for tourists to stay (Cocola-Gant and
Gago 2019). Therefore, there are opportunities for strategic partnerships between cities
and STR platforms to build communities.

c. Discrimination

While the platforms operating in the STR market provide the digital infrastructure that
connects guests and hosts, hosts have full control over whether to accept or decline
bookings requested by guests. Further, hosts are able to access the profiles—which
often include photos and other identity-based information—of prospective guests
when bookings are requested; similarly, guests looking at listings are able to view host
profiles before choosing to book. While they are an important part of the risk-reduction
element of STR platforms, these features enable discrimination on the basis of certain
aspects of identity, and thus create barriers to access for diverse groups (Schoenbaum
2016). These discriminatory views are often based on the same community values

that create and reinforce neighbour and neighbourhood homogeneity, which are
strengthened by regulations themselves, including single-use residential zoning (Gold



2020). While anti-discrimination laws in many jurisdictions prohibit hotel operators
from discriminating on the basis of race, colour, religion, sexual orientation, disability,
etc., such that guest identity has little place in hotel transactions, the functioning of the
STR market remains predicated on the characteristics of not only hosts and guests, but
also the community.

Evidence suggests that race shapes both access and profitability for guests and hosts
in American Airbnb markets. For example, Edelman, Luca, and Svirsky (2017, 2) found
that guests with distinctly African American names were less likely to receive positive
responses to booking requests, while Edelman and Luca (2014, 9) found that non-Black
hosts were able to charge 12 per cent more than Black hosts for similar listings—and,

in some cases, rejected prospective Black guests, even if it meant lost revenue. Others
note that American Airbnb hosts are less likely to approve requests from travellers with
disabilities (Ameri et al. 2020). Further, in the midst of the COVID-19 pandemic, Airbnb
hosts in New Zealand cancelled reservations from Chinese guests given perceived risk
of contracting the virus (NZ Herald 2020).

Legal frameworks remain outdated in the face of the above challenges, a reality that
reveals another instance of regulatory fracture. Given the prevalence of discriminatory
practices described above, it is possible that some guests and hosts purposefully

shifted to accessing and/or operating on STR platforms because the STR space is
neither governed nor regulated to the same extent as the traditional accommodation
market—perhaps as a result of limitations of traditional legal approaches—which means
discriminatory practices have a better chance of going unnoticed or unpunished. Riles
(2014) calls such behaviour “regulatory arbitrage,” which is a practice driven by the belief
that either laws and regulation are not applicable or that enforcement is highly unlikely.

BENEFITS

The platform-facilitated STR market is also associated with several benefits. That the
STR market has grown to the extent it has means complementary activities that support
the market have also erupted, and the benefits of such activities have largely been felt
within local communities, including through increased economic activity. STRs have also
filled important gaps in the accommodation market and have provided a flexible housing
supply in cases of one-time events. Finally, the STR market has fostered competition-
driven innovation within the traditional accommodation space. These benefits must be
considered alongside costs in developing comprehensive understandings of the STR
market. We provide the evidence for each of these benefits below.

a. Economic Benefits

The growth of STR activity in a given jurisdiction can have knock-on effects, which
produce broader economic benefits, particularly in the local economy. One way this
happens is in providing new opportunities for local businesses and their employees.
For example, rental units must be cleaned and maintained, as well as checked for
compliance with safety standards, and such tasks are often contracted out to a local
business, rather than completed by the host (Sigala and Dolnicar 2017). The expansion
of the STR market has also sparked the creation of a handful of additional service-



based companies, such that an entire supply chain now supports STR activity (Evans

et al. 2019, 38). This includes companies such as GuestPrep, a cleaning and laundry
service for Airbnb hosts; Keycafe, which facilitates guest entry and access to keys
without the host having to be present; and Airbnb management services, which
provide hosts pricing and listing advice, as well as services, such as listing management
and digital guest welcome books (Sigala and Dolnicar 2017, 81-82). This is on top of the
various entities that exist to help study the sector, including AirDNA, which provides
STR data and analytic services to help optimize listings (AirDNA 2021).

b. Filling Gaps Left by Existing Markets

The growth of the STR market has expanded the number and type of accommodation
on offer, thereby satisfying unmet demand. For example, many STR listings offer
guests the promise of an authentic travel experience off the beaten path (Zenker,
Braun, and Petersen 2017), which is a service that is not well supplied by other markets.
Further, STR listings have emerged to fill an accommodation gap for people who
require lodging sufficient to meet their needs over the course of medical treatment, a
research stay, or a family vacation. In such cases, the opportunity to stay in an STR with
a full kitchen, separate bedrooms, laundry facilities, and other household amenities,
represents a service that hotels and bed and breakfasts struggle to offer.

STRs have also been presented as a solution for meeting event-specific infrastructure
needs, particularly during large-scale sporting events, such as the Olympic Games,
which bring in a sudden and temporary influx of tourists. While such surges in demand
have typically been managed through the use of university dorms and cruise ships
(Fairley and Dolnicar 2017), or through long-standing partnerships among hotels,
municipalities, convention centres and other businesses (Miller 2016), STRs offer

a solution that is preferable to building permanent accommodation—particularly

in smaller areas, such as mountain towns. For example, STRs accounted for the
equivalent of 257 hotels during the 2016 Rio Olympics and 46 hotels during the 2018
PyeongChang Winter Games (I0C 2019). STRs can also help drive tourism in smaller
and rural locations worldwide that do not have large accommodation sectors, such
as Slovenia (Forgacs and Dolnicar 2017, 165), which can in turn support economic
revitalization and diversification.

More novel are the growing partnerships STR platforms are forging with governments—
and even non-government organizations—in an effort to provide solutions to social
issues. For example, in Canada and around the world, the COVID-19 pandemic has
resulted in a significant increase in instances of domestic violence (Owen 2020;
Casert and Charlton 2020). As a result, emergency shelters, many of which were at
capacity prior to the public health crisis, do not have enough space to house those
in need. Crisan (2020) suggests that STRs could be leveraged to address these
shelter shortages—and indeed, Airbnb has recently partnered with governments and
social service organizations to offer no-cost temporary accommodation for people
fleeing domestic violence (Airbnb 2020a, 2020c¢). This model could be expanded to
temporarily house youth aging out of foster care, as well as persons experiencing
homelessness, as recommended by Green, Kesselman, and Tedds (2021).



c. Growing Competition

The growing popularity of STRs has pressured businesses operating within the
traditional accommodation sector to innovate in order to remain competitive. Within
this context, hotels appear to be borrowing practices from successful STR platforms
and are developing new products to capture some of the STR market (Fox 2017). For
example, Accor Hotels has launched a new brand called JO&JOE, which links those
seeking accommodation with small, affordable spaces that also allow them to meet
with locals and make connections (P. Allen 2019). After a successful 2017-18 pilot
project, Marriott launched its Homes & Villas program as a complement to existing
offerings (Spinks 2019). In other cases, hotels have opted to use STR platforms, such
as Airbnb, to expand their market reach. Further, traditional accommodation giants
have become major STR investors: Accor Hotels recently purchased the luxury vacation
rental platform Onefinestay, as well as Squarebreak, which offers home rentals across
a wider price spectrum, and Travelkeys, a beach condominium management service
(Weed 2018). This suggests that actors in the traditional accommodation market

are adjusting to the expansion of the STR market in ways that appear to benefit the
consumer—if not all players involved.

DISCUSSION

In the past several years, governments and regulatory bodies have become increasingly
involved in the policy and legal discussions surrounding the STR market, largely
because of pressure to address real or perceived costs and negative externalities
associated with the expansion and commercialization of home sharing activity.
However, governments have been plagued by challenges as they attempt to apply
existing regulatory frameworks and policy tools to a novel market, the dynamics

and operation of which are inherently different from traditional models (P. Allen
2019). Given the complexity of the market and differences in how various forms of
market activity contribute to costs, it is evident that not all STR activity merits the
same regulatory treatment. Accordingly, governments must be cautious in adopting
one-size-fits-all regulatory frameworks. Yet, many authorities have introduced
regulatory measures that either treat the STR market as a uniform monolith, or mimic
approaches taken elsewhere without considering the differential nature of the market
in their jurisdiction. To develop and implement effective regulations, jurisdictions will
need to dedicate time and resources to gaining more nuanced and sophisticated
understandings of their local STR markets, and to defining clear policy and regulatory
objectives regarding platform-mediated home sharing in their communities.

We have outlined here the importance of conceiving of platforms as active participants
in the STR market. Given the central role of platforms in spurring the rise of the STR
market and shaping market dynamics, regulatory approaches that set platforms to the
side or ignore them outright are doomed to fail. We have demonstrated the extent to
which the growth of the STR network is both driven by and provides direct benefit to
the platform, and have further illustrated how it is this growth that has produced many
of the negative externalities that have fostered in communities the desire to impose
regulations on market actors. In considering how authorities might respond to such



externalities, we emphasize that traditional approaches are unlikely to be successful.
One reason for this is because such tools and frameworks were adopted in the context
of two-sided markets, and thus are not suited to the dynamics that characterize the
three- (or four-) sided STR market. Indeed, existing frameworks often ignore the role

of the platforms outright. Further, authorities must also understand that regulation can
itself threaten network effects and undermine the value of platforms as a result. It is for
this reason that dynamics between platforms and regulators were highly contentious
during the early years of STR market growth (Guttentag 2017).

To maintain their network dominance and to avoid formal regulation, STR platforms—
especially Airbnb—have increasingly engaged in various activities linked to obtaining
the social licence to operate (Baumber, Scerri, and Schweinsberg 2019).5> The concept
of social licence invokes the language and spirit of regulatory licensing—that is, formal
approval granted by an authoritative body, such as a government agency—to highlight
the ways in which entities, such as corporations, pursue within communities widespread
social acceptance or sanction of their activities. In some cases, the existence of social
licence is leveraged by entities to argue for regulatory approval of their activities;

in others, companies point to social licence to invalidate the need to impose formal
regulation or argue that existing regulation is superfluous. In the STR context, examples
include Airbnb’s introduction of a suite of programs through which hosts can offer free
stays to those requiring emergency housing, as well as the refusal of STR platforms to
lodge travellers to Washington, D.C. for the 2021 presidential inauguration, given the
attack on the U.S. Capitol only weeks before.

As regulatory pressures have grown, STR platforms have become less adversarial

and more amenable to working with governments. This is rooted, at least in part, in

a desire to shape and influence regulation, and to ultimately ensure new rules do not
undermine a platform’s ability to maintain network dominance. While the motivation
may be questionable, it does create a context in which to consider co-regulation (Zale
2016), a model through which some regulatory responsibilities could be delegated to
the platform itself. In a model of co-regulation, platform responsibilities could include
collecting and remitting fees and taxes (Anderson 2016, 19), requiring a host to have

a business licence before a listing is posted, ensuring that an STR is in an area that is
zoned accordingly, limiting highly commercialized hosts, making sure that both guests
and hosts follow established norms, sharing data and information with governments to
help inform regulations, and so on (Arlidge 2020). Indeed, elements of such a model
are observable in several jurisdictions already. As detailed by Doelker (2010), co-
regulation is not a new concept and is often found in industries and sectors that are
connected to governments, including telecommunications, environmental protections,
media and broadcasting, and the internet, and the European Union has gone as far as
to set out a framework for considering and pursuing co-regulation (Hans-Brewdow-
Institut 2006).

5
Interestingly, the origins of many of these socially focused ventures can be traced to the goodwill of hosts,
not the platform.



What is clear from the use of co-regulation in other sectors is that, for a co-regulation
model to work, governments must be able to trust that regulations will be consistently
applied and enforced by those to whom the regulations apply. There must also be
evidence that shared objectives exist between platforms and authorities, as well as a
commitment to cost-benefit sharing from both parties. Co-regulation often fails when
the costs imposed on the regulated entity are neither well understood nor offset by
benefits of the approach. Such issues could be addressed through the establishment
of agreements related to regulatory certainty, which would enable STR platforms to
maintain innovative practices. Consistent with other research (Cosh and Hughes 2003;
Morgan, Henrion, and Small 1992; Liu 2010; Hans-Brewdow-Institut 2006; Modell and
Hareven 1973), Uzunca and Borlenghi (2019, 937) suggest that the certainty offered
through rules and an effective legal framework fosters increased supply and a thriving
STR market in a way that benefits the platform.

Another way to encourage effective co-regulation would be for jurisdictions to share
with platforms revenue raised through the imposition of tourism levies. A tourism levy

is effectively a toll on tourists. Such levies are applied to the rental cost of temporary
accommodation and the revenues generated are typically given to a tourism association
or government agency to support initiatives related to local tourism. If governments
were to extend such a levy to STR use, an agreement could be reached such that the
revenues generated from STRs would be allocated to the various platforms for the same
reasons—as the platforms are actively engaged in supporting local tourism as a way

to grow their networks. Since STR market participants, activities, and dynamics differ
considerably from those present in the traditional tourism accommodation market,

such a partnership could lead to a growth in benefits to the local community, while also
lessening burdens associated with co-regulation for platforms.

We have also detailed how host participation in the STR market spans pure home
sharing at no cost, on one extreme, to fully commercial multi-unit hosting on the

other, and a range of activities in between. Many hosts, therefore, are unsophisticated
players who do not conceive of their participation as business activity, while others
view STR operation as a full-time business venture. This considerable variability also
means that the impacts and consequences of home sharing activities are diverse. Thus,
it is vital that regulators understand the heterogeneity that exists, both in terms of

STR hosts as well as their motivations for engaging in the market, prior to designing
and implementing regulations—particularly those directed specifically at hosts.
Licensing is one area in which failure to grasp this nuance could undermine regulatory
effectiveness. Many hosts are driven by social motivations—the desire to meet travellers
from around the world or support sustainable tourism, as examples—and are unlikely to
consider their STR operation as formal business activity. In such cases, the imposition
of regulations that require a host to obtain a business licence (rather than regulations
that use the language of “operating permit,” for example) may serve as an unintended
barrier to registration and compliance among certain hosts who do not think rules
apply to their market activity.

Within this landscape, we noted that hosting—that is, the involvement in STR rental
activity—has historical roots. As detailed by Modell and Hareven (1973), the practice



of opening up one’s home to extended family members and non-kin (e.g., boarders,
lodgers, apprentices, strangers, immigrants) alike, was originally a normal activity
among the majority of households. It was not until the early 1900s that the practice
began to fall into disrepute, driven by changing morals and notions of the family,
growing socio-economic class divisions, and the emergence of single-use and single-
family home zoning regulations (Whitnall 1931; Modell and Hareven 1973). From this
perspective, the regulatory fractures that we outlined here are the result of a zoning
paradigm that created the STR divisions, based in part on moral concerns, that
persist today. And this origin should be considered by policymakers in reacting to the
regulatory fractures.

Finally, regulators will need to carefully consider competitive concerns from existing
players as a reason for, and purpose behind, regulations. It is apparent that the

STR market fills key gaps in the accommodation market and also provides flexible
accommodation infrastructure for event-specific needs. Where it has competed with
the traditional accommodation market directly, it has forced the market to innovate,
resulting in further gaps being bridged. However, points of regulatory weakness remain
in terms of how existing regulations regarding health, safety, and tax compliance
apply to the activities in the STR market, and such regulatory gaps may drive unfair
competition. Such gaps reflect the presence of regulatory fractures—spaces in which
traditional regulatory tools are ill-suited to handling novel or emerging activity—and it
is through this lens, and with an understanding of the uniqueness of the STR market,
that new regulatory approaches must be developed.

CONCLUSION

Although home sharing is not a new phenomenon, the rapid growth of STR platforms
in recent years has revolutionized the STR market, expanding it in scale and scope. STR
demand is growing, not only because accommodation in the market is often cheaper
than a hotel, but also because it promises additional benefits, such as the space,
comfort, and amenities of a private home, the ability to access local communities and
lifestyle, and opportunity to meet new people. Supply of STRs is also expanding, both
because people enjoy sharing unused space with tourists from around the world, and
because operating an STR is a promising opportunity to generate income. The STR
platforms that facilitate this interaction between demand (guests) and supply (hosts)
have greatly reduced the transaction costs associated with home sharing. They do this
by providing insurance against risks (Airbnb’s Host Guarantee program is one example),
reducing the information and search costs (by providing an easy-to-navigate digital
platform), and acting as an intermediary between and guarantor of sorts for the two
interacting sides.

In this paper, we draw on a breadth of literature to present a nuanced picture of
STR market players, their heterogeneity and motivations, and the dynamics among
them, placing particular emphasis on the extent to which digital STR platforms are
active participants that shape both the market and the regulatory space. Analyzing
the STR market through the lens of regulatory fractures, we both demonstrate the



complications that arise in the context of a three-sided market that is growing in
scale, as well as consider the ways in which such a market does not simply generate
externalities, but also confounds dominant regulatory frameworks, complicating
efforts to address its costs. Going forward, effective management of the STR market
in any jurisdiction will hinge on two factors: first, the ability of policymakers to not
only reconceive of the STR market and the activity that plays out within it as three-
dimensional and heterogenous, but also use such conceptions to better understand
local markets; and second, the willingness of authorities to innovate beyond
longstanding regulatory approaches to adopt policy and regulatory tools that address
spaces of regulatory fracture.
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SOCIAL POLICY TRENDS: PROSPER AND LIVE LONG

https://www.policyschool.ca/wp-content/uploads/2021/10/HSP84-SPT-Oct-Prosper-and-Live-Long-Kneebone.pdf
Ron Kneebone | October 2021

A NEW APPROACH TO IMPROVING SMALL-BUSINESS TAX COMPETITIVENESS

https://www.policyschool.ca/wp-content/uploads/2021/10/FMK1_Small-Business-Tax_Mintz-et-al.pdf
Jack Mintz, Patrick Smith and V. Balaji Venkatachalam | October 2021

INTERPROVINCIAL TRADE BARRIERS IN CANADA: OPTIONS FOR MOVING FORWARD

https://www.policyschool.ca/wp-content/uploads/2021/10/JSC7_Trade-Barriers_Carlberg.pdf
Jared Carlberg | October 2021

STRENGTHENING CANADA'S FOOD SYSTEM BY REDUCING FOOD WASTE

https://www.policyschool.ca/wp-content/uploads/2021/09/JSC8_Canadas-Food-System_Holland.pdf
Kerri L. Holland | September 2021

SOCIAL POLICY TRENDS: IMMIGRANT INCOMES AND CREDIT

https://www.policyschool.ca/wp-content/uploads/2021/09/Social-Trends-Immigrant-Microloans-FINAL.pdf
Robert Falconer | September 2021

2020 TAX COMPETITIVENESS REPORT. CANADA'S INVESTMENT CHALLENGE

https://www.policyschool.ca/wp-content/uploads/2021/09/FMK2_2020-Tax-Competitiveness_Bazel_Mintz.pdf
Philip Bazel and Jack Mintz | September 2021

GENDER DISPARITIES IN THE LABOUR MARKET? EXAMINING THE COVID-19 PANDEMIC IN ALBERTA

https://www.policyschool.ca/wp-content/uploads/2021/09/AF4_Gender-Disparities_Baker-et-al.pdf
John Baker, Kourtney Koebel and Lindsay Tedds | September 2021

TAX POLICY TRENDS: AN EXAMINATION OF THE CONSERVATIVE PARTY OF CANADA'S PROPOSED CHILDCARE REFUNDABLE TAX CREDIT

https://www.policyschool.ca/wp-content/uploads/2021/09/TEG66_Childcare_Tax_Credit.pdf
Gillian Petit, Lindsay Tedds and Tammy Schirle | September 2021

NORTHERN AND ARCTIC SECURITY AND SOVEREIGNTY: CHALLENGES AND OPPORTUNITIES FOR A NORTHERN CORRIDOR

https://www.policyschool.ca/wp-content/uploads/2021/08/EN_FR_NC25_Arctic-Security_Lackenbauer-Koch.pdf
P. Whitney Lackenbauer and Katharina Koch | August 2021

SOCIAL POLICY TRENDS: OVERCROWDING AS A RESPONSE TO HIGH RENT

https://www.policyschool.ca/wp-content/uploads/2021/08/SPT-Aug.pdf
Ron Kneebone | August 2021

ENERGY AND ENVIRONMENTAL POLICY TRENDS: CANADA'S GHG EMISSIONS FROM TRANSPORTATION AND ELECTRICITY SECTORS

https://www.policyschool.ca/wp-content/uploads/2021/08/EEPT-August-2021-FINAL.pdf
Alaz Munzur | August 2021

VALUE-BASED MENTAL HEALTH SERVICES FOR YOUTH AND FAMILIES: THE ROLE OF PATIENT-REPORTED OUTCOME MEASURES IN YOUTH
MENTAL HEALTH SERVICES

https://www.policyschool.ca/wp-content/uploads/2021/07/HSP-87_Value-Based-Mental-Health.pdf
Megan Mungunzul Amarbayan, Travis Carpenter, Michéle L. Hébert, Maria Santana and Jennifer D. Zwicker | July 2021

SOCIAL POLICY TRENDS: THE GAP IN PURCHASING POWER BETWEEN HIGH-AND LOW-INCOME HOUSEHOLDS IN CANADA

https://www.policyschool.ca/wp-content/uploads/2021/07/Social-Policy-Trends-Inequalty.pdf
Ron Kneebone and Margarita Wilkins | July 2021



