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ANATOMY OF A FAILED TRANSFORMATION:
ZILLOW IBUYING ALGORITHM: WHEN THE
IMIODEL BECOMES THE STRATEGY

The Collapse

Zillow was the most visited real estate platform in the United States. In 2018 it launched Zillow Offers, an
iBuying program that used its proprietary pricing algorithm, the Zestimate, to make instant cash offers on
homes, renovate them and resell them at a profit.

The strategic logic was compelling. Zillow had more real estate data than almost any organisation on the
planet. If any company could use an algorithm to price homes accurately at scale, it was Zillow.

By late 2021 the program had collapsed. Zillow announced it was winding down Zillow Offers, taking a
write-down of over $540 million and cutting approximately 25 percent of its workforce. At the point of
closure the company held around 18,000 homes it needed to sell, most of them purchased at prices
above what the market would now support.

The algorithm had been systematically overpaying for homes. Not occasionally. Not in isolated markets.
Consistently, and at scale, across the country.

Zillow did not fail because algorithmic pricing is impossible. It failed because it confused a data
advantage with a risk management capability and built an operational program at a speed and scale
the organisation was never structured to absorb.

The Fatal Flaw

The Zestimate was built to estimate value for consumers browsing listings. It was not built to price assets
that Zillow would own, renovate and carry on its balance sheet in a volatile market.

The distinction matters enormously. A consumer-facing estimate that is wrong by five percent is a minor
inconvenience. A purchasing algorithm that is wrong by five percent across thousands of transactions is a
balance sheet catastrophe.

Zillow scaled Zillow Offers aggressively, purchasing homes faster than its operational infrastructure could
support. Renovation capacity was constrained. Holding costs accumulated. When the algorithm
continued buying at volume in markets that were beginning to soften, Zillow found itself holding an
expanding inventory of assets priced above market value with no operational capacity to move them
quickly.

The model was making the decisions. The humans who should have been stress-testing those decisions
against real-world conditions were not intervening at the rate or depth the risk required.
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Structural and Cultural Breakdowns

Governance

There was no governance mechanism that effectively connected the algorithm's purchasing behaviour to
Zillow's operational capacity to manage what it was buying. The decision to scale volume was driven by
competitive pressure from other iBuyers rather than by a disciplined assessment of whether the

operational model could support it. When the signs of overexposure emerged, the escalation and

response were not fast enough to prevent a material loss position from becoming a catastrophic one.

Process

The Zestimate had known limitations in thin markets, in homes with unusual features and in rapidly
moving conditions. Those limitations were not adequately reflected in the purchasing guardrails applied
to the algorithm. The renovation and resale pipeline was not built to handle the volume Zillow was
committing to. The process environment assumed the model would perform consistently across
conditions it had never been stress-tested against at scale.

People and Culture

Zillow's identity was built on data confidence. That confidence, which was an enormous asset in its core
platform business, became a liability when it shaped the culture's willingness to question the algorithm's
outputs. Raising concerns about the model's accuracy or the pace of scaling required swimming against a
strong organisational current. By the time the losses were visible, the scale of the position made an
orderly exit impossible.

The Leader's Mandate

An algorithm is a tool. It is not a strategy, and it is not a substitute for human judgment about risk.
Leaders who deploy algorithmic decision-making at scale carry accountability for the conditions under
which the model operates, the guardrails that constrain it and the human oversight that monitors it in
real time. Confidence in the model is not a governance framework. The question is not whether the
algorithm is sophisticated. It is whether the organisation has built the capability to know when the
algorithm is wrong before the losses confirm it.

Strategic Conclusion

Zillow had data, technology, brand and capital. What it did not have was a risk management framework
that matched the scale and speed of what the algorithm was committing the business to.
The Zestimate was a consumer product. Zillow Offers was a balance sheet risk. Treating one as sufficient
evidence for the other cost the company over $540 million and a quarter of its workforce.

If you are leading a transformation that depends on algorithmic or data-driven decision-making at scale
and beginning to see warning signs around model assumptions, operational capacity or the absence of
human override mechanisms, let's talk.
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