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Aiming high

At just 19 years old, Ritesh Agarwal had an 
amazing insight. None of the world’s major 
hotel chains run properties with less than 100 

rooms, but more than 90% of the world’s hotels fall 
into that category. So in 2013 he formed OYO Rooms 
to seize this market gap.

Starting up in India, he invited independent 
hotels to join OYO in the same way that a small 
grocer might join the Spar franchise network. When 
signing up with OYO, a hotel promises to meet certain 
standards of comfort and hygiene, and in return gets 
nationwide marketing support, a recognised brand 
name and regular business at a room price of £25 to 
£40 per night. That may sound low, but not long ago 
backpackers in India expected to pay no more than 
£1 a night for accommodation. Agarwal suggests that 
hotel occupancy rates typically rise from 25% to 65% 
within a month of joining the OYO network.

Rapid growth
In September 2018 OYO Hotels secured $1 billion in 
venture capital funding, valuing the business at $5 

OYO Rooms

billion. Agarwal, now 24 and still owner of 10% of the 
company’s shares, became a multi-millionaire. OYO 
was attractive to investors because of its extraordinary 
growth. In 2013 and 2014 Agarwal spent a lot of time 
in California’s Silicon Valley, learning from experts 
such as PayPal co-founder and Facebook investor Peter 
Thiel. Agarwal says he learned two main things: ‘One is 
that being innovative is okay and the second is to think 
big…I realised it is okay to try original models.’

After this, growth became dramatic, with Indian 
hotel rooms under management leaping from 1,000 
to 100,000 in the 2 years to June 2018. In the year 
to September 2018 OYO went from zero to 129,000 
rooms in China. This scale of growth is unprecedented.
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Practice exam questions 
40 marks, 45 minutes

1 Explain the term ‘venture capital funding’  
in the context of OYO. (4 marks)

2 Assess two ways in which OYO has made  
the hotel business more dynamic. (8 marks)

3 One venture capital investor believes that shares 
in OYO Hotels will rise in value by 200% over the 
next 2 years. Calculate what Agarwal’s shares 
would then be worth. (4 marks)

4 Assess whether OYO is simply a franchise 
business. (12 marks)

5 Assess whether Agarwal deserves a recent  
award as ‘India’s Greatest Young  
Entrepreneur’. (12 marks)

Sleep easy
The business model is a dream. OYO owns and 
manages no hotels at all. It simply takes a royalty 
percentage from the hotel’s revenue in exchange for 
top-grade booking software, a great website and hotel 
room badging (quilt covers and pillow cases with the 
OYO logo, for example). The costs are largely fixed, so 
any extra business translates into sharp rises in profit 
margins. If next year twice as many hotels sign on, 
OYO’s costs would rise by a relatively small amount.

Even while the business is growing rapidly, 
OYO is launching a new, upmarket niche brand: 
OYO Townhouse. This will be more expensive for 
customers, but potentially offer them a good deal in 
super-expensive areas such as London or Hong Kong. 
Agarwal has said that he hopes to sign up 300 hotels in 
the UK by the end of 2019. Japan is also a major target, 
partly because big hotel chains have failed to make 
serious inroads into the world’s third-largest economy 
— Agarwal senses further opportunities.

Airbnb is the most famous ‘disruptor’ of the global 
hotel industry — but OYO may prove to be the most 
dynamic.
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Answers
1 Venture capital is risk capital — usually seeking out 

investments that have scope to be massive successes 
(investing $1 million, perhaps, and later getting 
$100 million as a payback). Venture capital is one of 
the things Silicon Valley is famous for, especially its 
investments in digital technology projects such as 
OYO.
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2 The first element of dynamism came from the 
insight that no-one was effectively branding small 
independent hotels. Actually turning the idea into 
reality meant a sudden, significant new competitor 
taking on established hotel chains such as Accor 
and Premier Inn. This might force them to rethink 
aspects of their marketing, such as pricing. However, 
OYO has only really got started in India and China. 
Its dynamic impact has not yet ‘disrupted’ Europe or 
America.

 The second element of dynamism comes from the 
digital innovations. OYO is doing to the hotel business 
what Uber did for taxis and Just Eat did for UK 
takeaway restaurants. It can help bring a small hotel 
in Coventry into the twenty-first century — helping it 
compete with mid-range hotels such as Premier Inn 
and Travelodge (easy booking and payment through 
a slick website). However, just as Just Eat is accused 
of creaming most of the profits from the takeaway 
trade, it may be that OYO’s charges come to seem like 
a tax on those once-independent hotels. 

3 The value of Agarwal’s 2018 shareholding is 10% of 
$5 billion, i.e. $500 million. If it rises in value by 200%, 
Agarwal’s shares will be worth $500m + 200% of 
$500m = $1.5 billion.

4 A franchisor usually has an established, successful 
business model that is then (in effect) rented out to 
new entrepreneurs. OYO is different because it was 
based on an idea rather than a working model. So 
early adoption was largely an act of faith rather than a 
calculable decision. From this point of view OYO was 
not ‘simply’ a franchise business.

 Yet there are many similarities. Franchisors charge a 
fee in the form of a percentage from ‘the top line’ 
(revenue), plus further fees to cover the costs of 
marketing and advertising. OYO seems to do the same. 
And the franchisors’ apparent gift in establishing 
a consistent brand image by similar equipment and 
decoration is also a way to make more profit. OYO-
logoed quilt covers and pillow cases will cost hoteliers 
rather more than unbranded ones, because OYO is 
taking its franchisor cut. 

 Despite the similarities with franchising, OYO’s model 
is much like Just Eat and Uber — yet no-one refers 
to those businesses as franchises. For some reason 
they are seen as digital disruptors rather than digital 
franchisors. So it cannot be said that OYO is ‘simply’ a 
franchise business.

5 To be worth half a billion dollars at 24 is something 
that not even top sports stars can achieve. So it’s 
very special. It gives strong support to the idea that 
Agarwal is a great young entrepreneur. Nevertheless, 
in a country of 1.3 billion people, the word ‘greatest’ 
is a bit much. There may be hundreds of more 
important entrepreneurial tales — this only has 
prominence because a PR (public relations) person 
pushed the story towards the media.

 But greatest or not, Agarwal has had some fine 
moments. Going to Silicon Valley to consult with 
industry greats shows a degree of humility that can 
be lacking among super-confident entrepreneurs. 
Finding a helpful mentor can be invaluable, but what 
marked Agarwal out was his ability to use what he’d 
learnt and turn it into a dynamic growth path from 
2016 onwards.

 Another entrepreneurial classic is the restless move 
to start a new brand (OYO Townhouse) at the same 
time as dramatic growth is occurring in China and 
India. This shows a combination of confidence and 
far-sightedness that bodes well for future success.

 Overall we can state with certainty that Agarwal has 
shown himself to be a remarkable entrepreneur (of 
any age). As for ‘greatest’? It’s a bit like the annual 
award for the ‘world’s best teacher’ — embarrassing, 
really.

Taken from ‘Topical Cases’ at www.a-zbusinesstraining.

com, Ian Marcousé’s site for CPD, topical cases and business 
worksheets.
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