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Zillow Sees Opportunity in
a New Generation of
Homebuyers
Consumers are clamoring for the real estate site's latest offering.

Zillow Group (NASDAQ:Z)(NASDAQ:ZG) was on a rollercoaster ride in 2019 as
investors questioned the scalability of its homebuying and selling initiative,
Zillow Offers. While it's outpacing revenue expectations, its profitability has come
under intense scrutiny; the segment loses $0.25 for every dollar in revenue it
brings in. However, the demand for Zillow Offers cannot be ignored, and the
long case for Zillow is a broader story. As Zillow Offers grows, Zillow will not just
be flipping houses. It stands to become the largest online real estate
marketplace in the U.S. 

ZILLOW'S OFFERS SERVICE STANDS READY TO CAPITALIZE ON A WAVE OF NEW HOMEBUYERS. IMAGE SOURCE: GETTY
IMAGES.
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How Zillow Offers digitizes homebuying
In Zillow Offers, the company goes directly to consumers and makes cash offers
for the sale of their homes. With just a few clicks and a few days' time, sellers can
go from initial request to a sold home. In just over a year, Zillow grew the
division to over a $1 billion annual run rate. While Offers comes with some
challenges -- managing home repairs, sensitivity to interest rates, and turning
over an inventory of homes -- management believes it can reach adjusted
EBITDA margins of 2% to 3% of each home transaction at scale. 

So what's considered scale? About 60,000 transactions a year, equating to about
$20 billion in revenue. This would make up just 1% of the overall market -- a
target Zillow is confident in reaching. Considering that it has a current $1 billion
annual run rate, plans to more than double the number of markets served in
2020, maintains an overwhelming web presence, and enjoys a roughly 35-to-one
ratio of requests for cash offers to homes purchased, it is very likely that Zillow
will hit that $20 billion revenue target in five years.

But with such narrow margins, why get into this business? Zillow is betting on
catching a new wave in changing demographics. Its data suggests the millennial
homebuying boom is about to begin. The number of Americans reaching or
surpassing age 34 (the U.S. median homebuying age) over the next 10 years will
increase by 7.4%, as compared to the last 10 years. In addition, job turnover for
millennials could amplify the trends of real estate transactions for a generation.

The big picture
Investors looking at Zillow Offers in a silo are missing the big picture. For Zillow,
the strategy is to get to mass market first, build brand loyalty, and gain the trust
of consumers when it comes to online real estate. Once consumers trust Zillow
to sell their homes, Zillow gains an opportunity to branch out into all ancillary
real estate services, including title, escrow, and mortgage lending -- a more
comprehensive market opportunity. As its inventory of homes grows, its media
and advertising revenue should accelerate as Zillow stands to become the first
touchpoint for people browsing the web for homes to buy.

By many metrics, there is a strong case to make that Zillow is on track to become
the leading marketplace. Zillow currently dominates web traffic among real
estate sites. As more people buy, sell, and search for homes online, Zillow's
presence is overwhelming. Keep in mind that Zillow owns Trulia, StreetEasy, and
Hotpads, among others. 

Zillow holds the top two real estate websites when ranked by monthly unique
visitors, according to Statista. It also boasts three of the top 10 sites, amounting
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to about 50% of online monthly unique visits by those ranked.

The early data suggests that Zillow Offers can't keep up with the demand for its
services. In the second quarter, Zillow sold 786 homes while purchasing 1,535.
Meanwhile, the number of seller requests coming into Zillow was more than
69,000 in the second quarter. For the third quarter, Offers bought 2,291 homes,
sold 1,211, and garnered more than 80,000 homeowner requests. That high
demand should allow Zillow to be selective in its acquisitions through a period of
rapid growth. Zillow Offers plans to enter 26 markets by mid-2020, and it's
opening up to Los Angeles (the second largest housing market in the U.S.) this
quarter. 

SOURCE: ZILLOW.

Own the leader in web-based real estate
Even rivals who entered this particular race before Zillow find themselves falling
behind. Zillow's primary competitor, Redfin (NASDAQ:RDFN), launched its
homebuying and selling product Redfin Now in 2017 -- a whole year before
Zillow Offers. But in Q3, Redfin Now booked segment revenue of $80 million,
compared to $385 million for Zillow Offers over the same period. 

That's the power of Zillow's web presence, which should allow the company to
grow market share exponentially. While Zillow Offers came a year later, it has
quickly expanded to 21 markets, while Redfin Now was active in only 10 markets
by Q3. 

On the web, Zillow saw 2.1 billion visits for the quarter across platforms, a 14%
year-over-year increase. When considering its average of 196 million monthly

https://www.fool.com/quote/nasdaq/redfin-corporation/rdfn/
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unique users compared to Redfin's total monthly average visitors of 37 million,
Zillow is a relative giant. Redfin does not have the recognition to keep pace.

Zillow Offers is not just some garage-based fintech start-up. This market is about
to see a generational change, and Zillow could likely lead that market as people
move to transacting homeownership online.

Where to invest $1,000 right now
When investing geniuses David and Tom Gardner have a stock tip, it can pay to
listen. After all, the newsletter they have run for over a decade, Motley Fool Stock
Advisor, has quadrupled the market.*

David and Tom just revealed what they believe are the ten best stocks for
investors to buy right now… and Zillow Group, Inc. wasn't one of them! That's
right -- they think these 10 stocks are even better buys.

See the 10 stocks

*Stock Advisor returns as of October 20, 2020

Andrew Almeida has no position in any of the stocks mentioned. The Motley Fool owns shares of
and recommends Zillow Group (A shares) and Zillow Group (C shares). The Motley Fool
recommends Redfin. The Motley Fool has a disclosure policy.

5 Stocks Under $49

We hear it over and over from investors, “I wish I had bought Amazon or
Netflix when they were first recommended by the Motley Fool. I’d be
sitting on a gold mine!” And it’s true.

And while Amazon and Netflix have had a good run, we think these 5
other stocks are screaming buys. And you can buy them now for less than
$49 a share!

You can grab a copy of “5 Growth Stocks Under $49” for FREE for a
limited time only.

Click here to learn more.
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3 Stocks That Have
Doubled and Still Have
Room to Grow
You haven't missed these three stocks yet.

Over the last three months, shares of Zillow Group (NASDAQ:Z)
(NASDAQ:ZG), Carvana (NYSE:CVNA), and Spotify (NYSE:SPOT) have more than
doubled. Here's why -- and why there's much more room for these stocks to run
over time.

The dominant residential real estate platform
Shares of Zillow Group tanked during the early COVID-19 panic. The market
feared the real estate industry would grind to a halt due to social distancing and
the possibility of tighter lending standards. The stock fell from a pre-pandemic
price of about $66 per share on Feb. 21 all the way to below $24 per share on
March 18 -- an incredible 64% drop in only about one month.

Investors were fearful that revenue in the company's core Premier Agent
business could plummet if agents stopped paying for the company's homebuyer
leads. Further, Zillow might have been stuck with the 2,707 homes worth $837
million that it owned at year-end as part of its Zillow Offers iBuying business.
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Fear began to give way to hope after the company's management team
reassured investors during a March 23 conference call that the company had
more than enough liquidity to handle even an incredibly stressed downside
scenario. The company's better-than-expected first-quarter earnings report on
May 7 further relieved the market, causing the stock price to grind higher. The
stock now trades near $57 per share, well over double its March low price.

But there's substantial further upside over the long term if Zillow's management
team can execute its vision for what it calls "real estate 2.0." This includes
providing liquidity to homeowners who feel stuck by offering to buy their homes
through Zillow Offers. The program entails selling homes by running virtual tours
and seamlessly providing mortgages, title insurance, moving, renovation, and
other services to buyers as part of the transaction. 

Zillow is addressing an absolutely massive market. Last year, the U.S. residential
real estate market was worth $1.9 trillion of transaction value. If Zillow can even
remotely deliver on its long-term vision, the shares should fare extremely well
over time.

The used car upstart
Carvana's shares peaked at $110 per share on Feb. 21 and tanked a breathtaking
73% to just $29 per share on March 20.

But the stock has now come roaring back to $120 per share as of this writing.
The rally is due to the company's issuance of $600 million of new equity,
including $25 million each to both the founder/CEO and the largest shareholder.
It's also due to the quick turnaround in the company's retail car sales, which fell
about 30% year over year at their worst point in early April but later rebounded
to 20% to 30% year-over-year growth rates. Carvana appears to be gaining
market share as a result of its entirely online car shopping experience and
contactless delivery.

Despite the stock's massive rebound -- appreciating over fourfold in just over
two months -- it still appears to have plenty of room to run over the long term.
The company's unique online selling model and nationwide delivery capabilities
provide customers with an experience, convenience, and price that traditional

https://www.fool.com/investing/2020/06/08/why-zillow-group-soared-33-in-may.aspx
https://www.fool.com/investing/2020/06/08/why-carvana-surged-16-in-may.aspx
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used car dealers can't match. The convenience of delivering the car straight to
customers' doors without ever having to physically interact with anyone, while
also seeing far greater selection and lower prices, is hard to beat.

Carvana has grown rapidly since it launched in 2013 and is now the country's
third-largest seller of used cars. Given the superior business model at scale, the
company should become the used car leader in due course. If so, the stock has
plenty of additional upside in the years ahead. 

The audio streaming king
In early March, shares of Spotify traded as high as $148 per share before tanking
21% in 11 days to bottom at $118 per share. There were concerns that largely
housebound users would cause declining engagement and therefore headwinds
on Premium subscriber growth.

But these fears proved short-lived when Spotify reported its first-quarter results
on April 29. The company reported 31% growth in both monthly active users
(MAUs) and Premium subscribers, which was actually a slight acceleration from
recent growth rates. Premium subscriber churn, or cancellations, saw essentially
no impact from COVID-19, ticking up slightly from the fourth quarter but
improving by a meaningful 0.7% year over year. An incredible 70% of those who
do churn are back with Spotify within 45 days. These results sent the shares up to
$156 per share.

Since then, Spotify has announced a string of original podcasting deals. On May
19, Spotify announced it had signed Joe Rogan's Joe Rogan Experience podcast
to a multiyear exclusive deal reported to be worth more than $100 million. On
June 17 and 18, news broke that the company had signed Kim Kardashian and
the AT&T-owned DC Comics universe, respectively, to exclusive podcast deals.
The market's realization of what these sorts of deals could mean for the
ecosystem and future profits have pushed the stock to $265 per share as of this
writing. That's well over a double in just over three months.

There should be plenty of further share price appreciation in the years ahead as
the company continues to grow its user and subscriber bases. The scale and
market power that should come with hundreds of millions, if not one billion or
more, future users should make the company far more profitable than it is today.

These three stocks are just getting started and investors should take note.

Where to invest $1,000 right now
When investing geniuses David and Tom Gardner have a stock tip, it can pay to
listen. After all, the newsletter they have run for over a decade, Motley Fool Stock
Advisor, has quadrupled the market.*
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David and Tom just revealed what they believe are the ten best stocks for
investors to buy right now… and Zillow Group, Inc. wasn't one of them! That's
right -- they think these 10 stocks are even better buys.

See the 10 stocks

*Stock Advisor returns as of October 20, 2020

Andrew Tseng owns shares of Carvana Co., Spotify Technology, and Zillow Group (A shares).
The Motley Fool owns shares of and recommends Spotify Technology, Zillow Group (A shares),
and Zillow Group (C shares). The Motley Fool has a disclosure policy.

5 Stocks Under $49

We hear it over and over from investors, “I wish I had bought Amazon or
Netflix when they were first recommended by the Motley Fool. I’d be
sitting on a gold mine!” And it’s true.

And while Amazon and Netflix have had a good run, we think these 5
other stocks are screaming buys. And you can buy them now for less than
$49 a share!

You can grab a copy of “5 Growth Stocks Under $49” for FREE for a
limited time only.

Click here to learn more.
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