
Zillow Group (ZG): Recommendation: BUY     
 

 

Thesis: Zillow exhibits four common characteristics of a powerful growth stock: (1) 
The ability to disrupt an enormous total addressable market (TAM), (2) 
misunderstanding and fear by short-sighted Wall Street analysts, (3) a competitive 
advantage, and (4) credible inside owners with the aptitude to succeed. 
 

Overview: Zillow Group, Inc. engages in the provision of real estate and home-
related information marketplaces on mobile and the web. Its brand portfolio is 
comprised of Zillow, Trulia, StreetEasy, HotPads, Naked Apartments, RealEstate.com, 
and OutEast.com. It also houses the business brands Mortech, dotloop, Bridge 
Interactive and New Home Feed. 
 

Zillow’s business was doing just fine, by simply addressing the large ($87 billion, and 
growing) real estate agent commission market (and advertising) in the US, especially 
considering Zillow is just a small percent of that market (less than 8%) and 
considering Zillow has been growing faster than the market. However, Zillow has 
dramatically expanded its long-term TAM by creating its new Homes segment 
(“Zillow Offers”), an initiative to buy and sell homes on the open market. 
 

The Opportunity: “Zillow Offers” has been launched, whereby the company has 
started buying houses directly from homeowners (Zillow has thus far purchased 19 
homes through Zillow Offers). And when Zillow Offers launches in Denver in the fall 
of 2018, it will become the fourth market where Zillow will directly buy homes, 
prepare them for sale, and list them for sale in its expanded test of Zillow Offers 
(Denver, Phoenix, Las Vegas, and plans to expand to Atlanta). 
 

1. Large TAM: The most amazing thing about Zillow Offers is its ability to disrupt a 
truly enormous TAM. For perspective, here is a look at the TAM of Zillow’s existing 
business ($17B) and the TAM of its new Homes segment ($1.8 Trillion). 

 

2. Misunderstanding and Fear (Short-Sighted Wall Street Analysts): Zillow’s share 
price (and valuation metrics) have recently dropped significantly (as shown in the 
following graphic) because Wall Street analysts are too short-sighted, as usual.  

 
For example, Zillow recently announced the acquisition of Acquired Mortgage 
Lenders of America (which will allow Zillow to streamline and shorten the home-
buying process for consumers who purchase homes through Zillow Offers), and the 
market freaked! Specifically, the shares sold-off because the company’s decision to 
spend on growth caused it to miss short-term Wall Street expectations. Here is a look 
at the recent share price action and Wall Street analysts earnings revisions (they 
lowered their notoriously short-term price targets). 

 
 

3. Competitive Advantage: Zillow’s competitive advantage is they are already the 
leader in the relevant real estate market information space (they have a lot of data, 
and a lot of valuable “eyeballs” on their websites). Additionally, many people believe 
real estate agents are dramatically over paid for what they do. 
 

4. Attractive Inside Ownership: There is a high level of inside ownership (currently 
13%, of this $9.3 billion market cap company). Specifically, the company was 
founded by Richard N. Barton and Lloyd D. Frink (former Microsoft executives, and 
founders of Microsoft spin-off Expedia), and they still own 5.78% and 3.84% of the 
shares, respectively. CEO, Spencer Rascoff, co-founded Hotwire (acquired by 
Expedia’s parent). 
 

Risks: The big risk is if “Zillow Offers” does not achieve significant growth to offset 
the costs. If unsuccessful, Zillow will have destroyed value for shareholders. 


