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Abstract 

 

This paper provides an overview of the meaning and types of real estate and an introduction to investing in real estate. 

Going into detail about recent statistics of growth in the market, it provides the viewer with past information and 

future predictions. Furthermore, the paper goes into detail about the different ways to invest in real estate with their 

respective pros, cons and reasons, with special emphasis on short-term and long-term rentals. The latter half of the 

paper analyses short-term rentals further to bring to light how Airbnb has taken advantage of the surge in the short-

term rental market to facilitate its success. The paper finishes off by providing a guide that allows an individual to 

start their own Airbnb business. 
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Introduction  

 

Will investing in real estate really lead us straight to the top? 

 

An investment property is essentially a property obtained with the purpose of return by way of rental income or resale. 

The properties could either be owned by individuals or by a corporation. They are not used as primary residences and 

are often termed “second homes”.  As will be later elaborated on in this paper, there are three types of investment 

properties; commercial, residential and/or mixed-use. Whilst there are many factors that make real estate investments 

attractive, one of the primary reasons for investment is the rate of appreciation in the market (Benson, 2022). This 

implies that, even if the rental rate is unable to make profits, the resale of the property is guaranteed to have a 

substantial income margin. For example, according to recent students, the rate of appreciation of real estate in the US 
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is at 6.9% a year (Larson, 2017). Furthermore, since there are a variety of options to invest in, real estate fits into 

almost every investor's profile.  

 

When considering short-term rentals as a real estate investment, Airbnb has become somewhat synonymous with the 

concept. Much of the research suggests that investing in Airbnb’s is a great source of passive income. It differs from 

traditional real estate investment because with Airbnb one can host many guests throughout the year but traditional 

investment properties offer only long-term rentals. One would assume that during covid-19 like all industries, the 

hospitality sector, in particular, the Airbnb industry also faced a major decline in profitability. Although, in reality, 

the economy has seen quite the opposite. Through Airbnb rentals homes like cabins, the industry is surging. This leap 

in demand is owed to travellers who after being cooped up for so long, seek safe secluded travel destinations. Airbnb’s 

revenue in 2021 was a 73% increase whereas the bookings took a leap by 55% from the previous year (Curry, 2020). 

 

However, as with any decision made in the economic market, even the choice of investing in a short-term rental 

presents an opportunity cost. Notably, there is a very common debate regarding the trade-off between short-term and 

long-term rentals. This paper aims to provide a more detailed analysis of real estate investing with a focus on 

uncovering how Airbnb as a company took advantage of the growth of short-term rentals among investors. 

Furthermore, the paper also attempts to provide prospective investors with a guide regarding the process of investing 

in a short-term rental and the advantages-disadvantages linked to it.  

 

Real estate investment - what it is and why it is so popular  

 

Real estate can be defined as a property consisting of land and the building on it. Owning a property gives one right 

over it, including the right to sell, lease or enjoy. Investing in real estate refers to gaining profits through real estate, 

this can be done through various methods (Collins, 2022). For example, it may be done by simply owning the land, 

by way of rental income or by selling the land at a higher price because of appreciation. Often, the concept of real 

estate is confused with real property. Real estate refers to the land, the building on it as well as the resources attached 

to it. Whereas real property exclusively includes physical property. The ownership and the rights of both are different 

therefore it is essential to understand that this paper focuses on real estate. 

  

When one invests in real estate, the first step is to decide how to use the property. There are several options, each 

with its own advantages and disadvantages. 

- Residential real estate investments are those wherein an individual can invest in their own home (gharoffice, 

2019). Apartments, single-family houses, multi-family houses, and condos all come under this category. 

Whilst this category of real estate investment generates a regular flow of income, it will only convert to profits 

at the time of sale (Corporate Finance Institute, 2018). 
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- Commercial real estate investments include shopping centres, restaurants, hospitals and office spaces. These 

are more costly to invest in and have a series of legal as well as educational requirements. However, research 

suggests that such commercial properties have chances of the highest generation (gharoffice, 2019). 

- Industrial real estate investments include buildings and factories that are used for the production and 

manufacturing of goods. These properties require the maximum amount of capital and the laws in regard to 

these properties may be tricky (gharoffice, 2019).  

 

It has been established that investment in real estate provides the ideal opportunity for investors, there are various 

factors involved in its popularity. As mentioned in the introduction above, appreciation of the property is a key factor 

that influences investors towards real estate. Since real estate tends to appreciate in value over time, with a good 

investment, the purchase can turn into profits at the time of sale. Real estate is one of the few tangible assets that will 

always have a value attached to it. It is a given that the longer one holds on to a property the risk of loss is minimised, 

if an individual holds on to the property during uncertain times, the increase in value of the land is almost guaranteed 

(Palmer, 2022). It gives the owner the flexibility to sell the estate when the market prices are favourable to generate 

profits.  

 

The different ways to invest in real estate 

 

To start investing in real estate, one must first evaluate their available resources. Fortunately, there are many different 

ways in which individuals can invest in real estate and these will be covered below.  

 

If an individual has enough money to invest in a real estate property then they can take advantage of the rather 

innovative technique of house flipping. This method focuses on the rapid resale of a property, usually within six 

months of purchase. It is based on the assumption that the prices of real estate in the market appreciate at a high rate 

especially if capital has been invested to make substantial renovations (McWhinney, 2021). In adopting this approach, 

an investor must know when to try and sell off the property in as little time as possible to minimise the holding costs. 

Therefore, a person must have extensive experience and knowledge of the market and real estate valuation to be 

successful with house flipping.  

 

If one does not have enough to acquire the land as a whole, the alternative option is to put money in a real estate 

investment trust (REITs). This is one of the numerous options for investing. These are public companies that own real 

estate and one can buy and sell shares in the company. It would be easier for beginners to invest in stock with a 

smaller amount rather than the entire property through REITs. They are similar to dividend-paying stocks and are 

suitable for investors who desire a regular income. Another advantage of REITs is that it does not require a real estate 

agent to cash out investments and they are highly liquid (SEC, n.d.).  
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Another alternative for investors who are looking to invest in rental properties but not take on a very hands-on 

approach is Real Estate Investment Groups (REIGs). REIGS allow an individual to own a rental real estate without 

the hassle of managing tenants, maintenance and vacancies. In the typical sense, REIGs buy real estate in the form of 

apartments or condos, an individual can then invest money in these groups and obtain ownership of one or more units 

(Beattie, 2022). This allows the person to collect rent from the tenants and the management tasks are carried out by 

REIGs. In exchange for the services provided by these real estate investment groups, they take a percentage of the 

rental value as a commission. To cover the costs of vacancies, all units pool a portion of the rent for this purpose. 

This ensures a minimum income even during occupational vacancies.  

 

Finally, one of the increasingly popular forms of real estate investment and the focus of this research paper is rentals 

- including both long-term and short-term. Long-term rentals tend to require minimal maintenance whilst providing 

a steady income in exchange for minimal risk. On the other hand, short-term rentals require more involvement and 

are high maintenance. They may also be seasonal and have a higher risk of vacancy. However, short-term rentals do 

have a higher rate of return. Regardless of the term of the rental, owning a rental property may be tedious in terms of 

managing the tenants. To assess whether the property is a good investment, it has been advised that one can implement 

the 1% rule. As per this rule, the monthly income received from the rental property should be 1% of its cost price as 

this would cover the potential expenses and generate a suitable income (Taneeb, 2016).  

 

Of all the ways to invest in real estate, rentals, particularly, have seen a great surge post the Covid-19 outbreak, as a 

preferred alternative to owning a home. Thousands of people facing uncertainty and instability in a job are unable to 

commit to buying a house or may not have adequate capital to do so. They look for convenience and affordability in 

ideal locations (Taneeb, 2016). Rental properties have a wide variety of choices of homes in different locations and 

of different sizes that fulfil all requirements. For this reason, there is always a substantial demand for rental properties 

in the market and an ideal investment because the demand needs to be met by supply. In light of the aforementioned, 

those who invest in properties and then convert them into long-term rentals can benefit greatly from the steady income 

that is generated through the way of rent. It is the most practical form of passive income that requires minimal 

involvement.  

 

A deeper look into rentals through Airbnb  

 

We have already established that the two ways to rent out a property are through either long-term or short-term 

rentals. Let us now dive deeper into the distinction between the two. Starting off with the definition, long-term rentals 

are typically those that are occupied for more than 12 months whereas short-term rentals can be defined as those 

occupied on a daily, weekly or monthly basis. Since short-term rental tenants vary, rates can fluctuate during high-

demand periods, occasions etc. On the other hand, because long-term rentals have a 12-month or longer lease, it does 

not provide the flexibility to increase rates - proving to be one of the major drawbacks of a long-term rental (Rohde, 
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2022). However, regardless of the inflexibility of the change of rates, this also has multiple advantages. Firstly, it 

provides a more steady income and a guaranteed cash flow i.e. there is no fear of vacancies because the lease is paid 

for upfront (Sweyer, 2021). This also enables a more accurate and easy calculation of the return on investment and 

helps to budget expenses. Furthermore, the longer the lease, the lower the chances of the property remaining 

unoccupied reducing any opportunity cost that may occur.  

 

Tenants in a long-term rental usually take care of their basic needs. This includes cleaning the home, utilities, yard 

work etc. (Rohde, 2022). For example, long-term rentals have fewer repair expenses as the tenants treat it more as a 

home than a rental. In short-term rentals, the owners/managers have to pay for cleaning expenses after each stay, the 

utilities, and occasionally an upgrade to the property. Short-term homes also need to be stocked with personal items 

like towels, bedsheets, soaps and others for customer satisfaction whereas, in long-term rentals, people tend to get 

their own supplies. However, that being said, it has been reported that depending on the market conditions, a short-

term rental property can generate almost 2-3 times the amount of income as compared to a long term (Rohde, 2022). 

This goes to show that both long-term and short-term rentals have their advantages and disadvantages, but the growing 

demand for short-term rentals is unparalleled.  

 

Whilst the world was jolted by the COVID-19 pandemic, many may have expected that people would become 

increasingly cautious of stepping out of their homes, making active efforts to avoid indulging in getaways like was 

done previously. On the contrary, as soon as restrictions were lifted, travellers were eager to explore, seeking safe, 

affordable and secluded places to stay. Short-term rentals, in particular those offered via Airbnb, were the perfect 

solution for them. It avoided close contact with others and was much safer in comparison to hotels. Moreover, families 

that were not fortunate to be together during the pandemic were looking for larger vacation accommodations, thus, 

turning to short-term rentals as they provided the ideal solution.  

 

Short-term rentals are a significant part of the sharing economy. A sharing economy is a socio-economic model of 

buying and selling that differs from the traditional meaning of trade. It is from peer-to-peer (P2P) and is facilitated 

by the idea of a sharing community (Investopedia, 2022). Airbnb is a classic example of one such business model. A 

sharing economy creates a larger variety of supply for consumers and helps expand the market to meet the needs of 

travellers. Since there is a diverse range of options available to the traveller the demand starts to rise. 

 

The concept of short-term rentals has been around for a long time but it was the rise of Airbnb that gave it a leg up 

into today's market. Airbnb, initially Air Bed & Breakfast, started off as a way for two housemates, who were short 

on money to pay rent. They put down some air mattresses in their home and instead of putting out an ad on craigslist, 

they created their own website to add a personal touch to the offer, hence the name Airbnb. After hosting guests for 

$80 dollars a night they recognized a million-dollar idea and pursued it further (Keycafe, 2019). This idea not only 

made them millions but provided the world with a flexible and trustable platform. Furthermore, as time has gone by, 
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it has become evident that Airbnb takes significant measures not only for the satisfaction of customers but also 

homeowners. For instance, there had been a case where the tenants had trashed the home they had rented out. Airbnb 

took quick responsibility and initiated the “host guarantee”. Initially, it included 500,000 dollars worth of damage 

and theft but in 2012 it doubled (Keycafe, 2019). This ensures the smooth functioning of the business model from 

the demand side as well as the supply side.  

 

 

 

There are numerous reasons for the recent growth of Airbnb, the main reason being that people are able to rent out 

houses for cheaper prices than a hotel. Another reason is that investors have flexibility, and profits are generated from 

various types of properties. Airbnb users are people that look for touristy destinations all around the world and Airbnb 

provides optimal locations even in remote corners of the world. The revenue in almost a decade from 2011-2018 had 

increased from 52 million to 3.6 billion by more than 70 times. Post-2018 it has continued to generate higher revenue, 

considering the downfall due to the pandemic. Airbnb has not only become the go-to website for travel purposes but 

is the ideal website to advertise your rental properties.  
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Guide to starting an Airbnb  

 

The initial phase of starting an Airbnb requires creativity, and imagination, it needs to be a cut above the rest. Every 

property has its unique factors to give it an exclusive element. It is the investor's job to find what makes their 

investment different from the others, and highlight its features to the customers. Airbnb allows individuals to put up 

their own advertisement for the rental home which gives marketing flexibility. What matters most is how appealing 

and inviting the home looks to a third party.     

 

There are various aspects to starting an Airbnb business. Although this allows an owner to use innovation, there are 

a few steps that need to be taken. 

 

The first is, estimating a budget. It is essential to decide how much one is willing to spend on acquiring the property 

and furnishing it and one also needs to keep in mind the additional expenses discussed above. After estimating the 

amount you can invest in buying the property, you move on to the next step. 

 

The next step is to search for a property with great potential in the right market. The right market depends on the 

demand in the economy. When searching for a property to invest in, we look at 3 aspects (Vasylieva, 2021):  

● The location: the home must be accessible to make transportation easy. If the locality has any attractions 

nearby, or entertainment like dining, shops, malls etc, the demand for the location increases and has a positive 

impact on the cash flow.  

● The size: the size of the property depends on the decided budget, and although a bigger property will generate 

more income, we cannot cross the estimated amount. 

● The type of tenants: if one invests in a larger property, it would attract larger families and groups, but a 1 

bedroom or studio apartment will attract younger people with jobs or couples without children etc.  

 

The next step is one that cannot be disregarded. It is essential to find out what regulations are set in regard to Airbnb 

in the locality and obtain the required permits (Goldschein and Orem, 2022). It is advised to consult a business 

attorney that can guide the investor in setting up the rental space in compliance with the rules. One must be certified 

to run an Airbnb.  

 

The fourth step is to make internal decisions, like the rent rate. This may be done by consulting the 1% rule discussed 

above. However, the rate will ultimately depend on the demand and supply in the market. The investor can survey 

the other properties in the same locality and their rates, this will help make a suitable comparison depending on the 

type of property. Other decisions that are to be made are cancellation policies, the age of tenants allowed, the 

maximum and minimum stay, increase in rates during holidays, hourly rate paid to cleaner between tenants, whether 
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or not a manager is required for daily management etc. these rules must be clarified beforehand and also must be 

made clear to the customer as to avoid any confusion.  

 

The finishing touches include preparing the home for a check-in. This includes basic utilities like clean sheets, toilet 

paper etc. and extras in case of emergency, such as a stocked kitchen with instructions. The owner has to go above 

and beyond the basics to score higher ratings.  

 

The last thing left to do is list the space on Airbnb, and get a professional to make an appealing advertisement to 

attract tenants that highlight its special features.  This may include pictures, a quote that represents the property and 

anything to give it a more personal touch.  

 

Conclusion  

The real estate market is fast growing, and investing in it is gaining popularity. We aimed to discover the different 

ways that an individual can invest depending on their limitations and requirements, with special emphasis on short-

term rentals. The increasing popularity of short-term rentals has been a significant influence on the growth of Airbnb. 

This has been a major turning point in travelling culture. This paper provided a detailed analysis of investing in real 

estate and how Airbnb’s business plan took advantage of the growing market.  

As has been thoroughly discussed in the paper, prior to investing in real estate, its meaning and the different ways to 

do so should be researched by prospective investors. Some of the more common real estate investment methods 

include flipping, REITs, REIG and rentals. Since there are many different ways to invest, it is easy for investors to 

pick what works best for them to enter this booming market. There are various reasons for the increasing popularity 

of real estate, however, a major part of it is based on value appreciation and the steady passive income in the case of 

rentals. 

Airbnb, particularly as a form of residential real estate is a great source of passive income. It differs from traditional 

real estate investment because with Airbnb one can host many guests throughout the year. In the hospitality sector, 

in particular, short-term rentals saw a major boost during the pandemic. Airbnb’s revenue in 2021 was a 73% increase 

whereas the bookings took a leap by 55% from the previous year. This proves that instead of the industry depressing 

during Covid-19, it became more successful because most consumers took to Airbnb for more privacy in comparison 

to hotels. Furthermore, Airbnb can be expected to continue to succeed in the future. Therefore, to answer the question 

at hand, short-term rentals affect and continue to affect the growth of Airbnb.  
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