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An Empirical Analysis of Residential Property Flipping

Abstract

Beginning with a time-dependent definition of a keuflip, the analysis examines
flipping activity in Las Vegas from 1994 throughdv2007. We find that flip homes tend to be
older and smaller than non-flip homes. Moreover tlze residential property market in Las
Vegas begins to take off, flip homes become a rsmpeificant percentage of total sales. At the
height of the housing boom in 2004, a typical fifpduces an annual rate of return exceeding
60%. Even after adjusting for opportunity costss ttranslates to economic profits of nearly
20%. However, shortly thereafter, the freneticepat the market begins to subside, and by

2007, economic returns to a flip fall to 0.



An Empirical Analysis of Residential Property Flipping

1. Introduction

A simple definition of flipping is the purchase ah asset with the intent of quickly
reselling the asset at a higher price. In thedesgial real estate market, flipping might entail
purchasing a property at a discount (perhaps dite fmor condition), renovating the house and
then selling it at or near full market value. Thisometimes referred to as a “fix and flip,” and
provides the story line for several reality telemsshows. Alternatively, the property might be
purchased at a discount due to forced circumstasoel as relocation, divorce or pending
foreclosure. Again, the flipper might find thispaofitable opportunity if the property can be
resold at market value in a relatively short tinegigd. Flips may also be profitable on the back
end of the transaction. In a market where inforomaits costly to obtain, flippers might sell their
property above market value to unwary homeowners @dnot fully understand the local real
estate market.

Prices above market value can also occur becaugkegdl activity. Artificially high
prices sometimes occur when, unbeknownst to therbulie appraiser in collusion with the
mortgage originator and the flipper’'s broker resdan inflated appraised value. With the
exception of the buyer, all parties stand to gamarfcially from selling the property at a higher
price. Inflated prices also arise if mortgage cames artificially stimulate demand by
qualifying buyers for homes that are more expensia@ they can afford. In large part to stop
“predatory flipping,” HUD issued a set of guidelgn@ 2004 (and amended in 2006) prohibiting
FHA-insured mortgage financing for any propertyngesold in 90 days or less after acquisition
by the seller. Properties sold between 91 and &§8 dre eligible for an FHA-insured mortgage,

but are subject to additional documentation to supihe value of the property.
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To date, there has been little written about prigpéipping and its effect on house
prices. Cohen (2001) makes the case that any wev#alization plan must address the problem
of flipping. However, he provides no statisticatimates on flipping price effects. Moreover,
his remarks cover only the case of illegal flipswhich investors purchase a property, make
cosmetic improvements and then resell the propattyan inflated price with the help of
fraudulent appraisals.

English (2005) considers homes sold in Collin Cguiiiexas to estimate the long term
price effects of flipping. He looks at all homeddsin Collin County in 2001 and denotes those
homes resold within 2001 as flipped homes. Engl&n finds homes sold in 2005 that were
also sold in 2001. Using a hedonic model, he teststher flips sell at a different price than
comparable non-flip homes in 2005 and finds thatehis no significant difference. English
points out that the results may be specific totitine period and further concludes that his results
cannot necessarily be generalized due to a relatsweall sample (712 properties with 2% flips).

While English looks at the long term effects of peay flipping, the literature is virtually
silent about the front end (purchase) price paidHe flip as well as the back end (sales) price of
the flip. Moreover, there is a paucity of reseaddtumenting the relation between flipping
activity and house price appreciation in a locatkea Rapid home price appreciation may lead
to an increase in flips which in turn leads to eased demand for housing and even higher home
prices. Indeed, it is possible that flipping magy dne reason behind the “bubble” in certain
housing markets argued by Shiller (2006) and ewgdlyi verified by Wheaton and Nechayev

(2007) and Goodman and Thibodeau (2008).

! Brunnermeier and Julliard (2008) largely side-stee use of the word bubble and instead refer toplied
mispricing” in the housing market. They develop @mpirical proxy for the mispricing and show thatist
significantly affected by changes in inflation.
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To address the above issues, the following anabmmspares flipped house prices in a
metropolitan area to contemporaneous prices of kotinat are not part of a flip. We then
measure what, if any, discount there is on thelmse price of a flip, and similarly calculate any
premium on a flip sale. The analysis also investigdlipping volume over time and correlates
this activity with price appreciation in the loaalal estate market. In light of our findings, we
then discuss implications for further analysis dbrant residential markets with significant
flipping activity.

2. Data

We examine home flipping activity in the Las Vegastropolitan area and define a flip
as simply a pair of transactions involving the saraperty that occur less than two years apatrt.
We use two years as the relevant time frame baseébeofederal income tax code that excludes
capital gains from taxable income if the seller issd the home as his/her primary residence for
two of the last five years. This definition doest differentiate between types of flipping or the
motivation of buyers and sellers, rather it onlyirtes a short term investment horizon and the
rapid resale of a property in light of tax consatems.

We consider home sales in the Las Vegas metropoéitaa because it is a dynamic
market that has undergone tremendous growth aneriexged both a boom and bust over the
last decade. To give the flavor of Las Vegas hqusees for the period of analysis, 1994-
200792, Figure 1 depicts the sample’s median hpuse over time. In the early years, house
prices increased at an annual rate of between T qnmiicent before the market began to heat up
starting in 2002. In 2003, houses appreciatedy@afo, gained a whopping 43% in 2004 and a
still healthy 8% in 2005. The median house prieaked at $307,846 in 2006g1 and then began

to fall at the end of the sample period. Largdig tesult of being a growing and vigorous
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market, Case-Shiller calculate a repeat sales ifmtekas Vegas that forms the basis for one of
ten city futures contract on the Chicago Mercarikehange (CMEJ.

Flips represent a significant portion of all tractsan during our period of analysis. The
sample is similar to the data in Bertus, et al @0&nd includes home sales in Clark County,
Nevada encompassing seven tax districts: Las Vé&ss (district 200), North Las Vegas
(districts 250 and 254), Sunrise Manor (districOB4Spring Valley (district 417), Paradise
(district 470) and Henderson (district 565)The data comes from the Clark County tax records
and includes up to the three most recent salesdéoh property. Our sample of 328,843
transactions contains 122,473 properties that@alg once during the period of analysis, 64,179
properties that sold twice and 26,004 properties$ sold three times. The latter two categories
lead to 116,18pairs of transactions and form the universe of potefiifad.

Table 1 lists the number of months between adjaitansactions and then tabulates the
number of pairs within each category. Using thgear rule, flips comprise nearly 32% of all
transaction pairs in the sample. If we were to slserter time horizons to define a flip, there
would still be 14.93% of transaction pairs thatdd2 months or less between adjacent sales and
7.98% of the sample that have 6 months or lessdetwales.

Figures 2a and 2b illustrate the number of flipg @ercentage of all transactions in each

quarter. Since a flip is defined as a property thes been bought and sold within a two year

2 An explanation of the repeat sales methodologyeappin a Standard and Poor’s (2007) publicationilew
Labuszewski (2006) explains the CME'’s real estaterés contract.

According to Case-Shiller, housing prices contindedfall in a dramatic fashion beyond the sampleigoe
Between March 2007 and March 2008, Las Vegas hprtises fell nearly 26%, the steepest decline ofradjor
metropolitan areas in the U.S.

% English (2005) points out that it is importantuse tax record information as a significant numifeftips are not
registered on the Multiple Listing Service (MLS).



window, we need to differentiate between the bule sif the flip transaction (hereafter referred
to as “buy flip”) and the sell side (referred to“asll flip”). Thus, each bar shows the percentage
of all quarterly sales that asell flips, i.e., transactions where the flipper idiaglthe property.
The figures further delineate between short-ternediom-term and long-term flips by
segmenting each bar into three sections.

While the collection of house price data begind 994, we can only observe long-term
flips (12-24 months between transactions) afterfitts¢ two years of our sample. Thus, Figure
2a and several subsequent graphs begin in 19968¢he first half of our sample, flips represent
a modest proportion of all transactions. Quartébyshares range between 3.4% and 8.3%.

After 2001, the growth rate in house prices begnsscalate, and flips constitute a larger
segment of total sales. Flips are more than 10%ldfousing sales in 2002 and reach 13% by
the end of 2003. Flips as a proportion of salasticae to climb and reach a peak of 22% in
200493. As prices begin to moderate in 2005, fighisto just under 19% by the end of the year.
In 2006494, flips constitute 15.6% of all housingrsactions.

The results in Figures 2a and 2b provide strongcdatal evidence that flipping activity
is associated with price run-ups in a housing ntankben housing prices appreciate at faster
rates, flipping activity increases. Moreover, i@asLVegas, as prices escalated in 2004, short-term
flips represented a larger portion of all flips.uring this period, many flippers bought houses
and then were able to resell them in less thamar@h period.

The characteristics of flip houses compared to ésuet part of a flip (non-flips) appear
in the next two graphs. In Figure 3a, the medignHouse is older than the median non-flip
house in every quarter. In the first few years, tiedian non-flip house is sold in the same year

that it is built. Thus, in the early years, thpital non-flip house is a new home. In contrdss, t
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representative flip house is approximately 2-3 yedd when it is sold. For example in 199894,
the median non-flip house was built in 1998, wherié& median flip was built in 1996. As late
as 200094, the median non-flip sale was a new hehile the typical flip was built in 1995. By
200493, when flipping activity was at its peak, tepresentative non-flip house was built in
1998 in contrast to the median flip home built BOTZ. Consequently, at the height of flipping
activity, flippers began to dig deeper into theséirg housing stock and purchase older homes
for resale.

In the subsequent analysis, the age of the houseimportant issue in calculating profits
to the flip. Specifically, estimating flip profis the sell flip price minus the buy flip priceedo
not take into account any repairs and improvemémasflipper might make on the property.
However, Figure 3a shows that in our sample, wiiijehomes tend to be older than non-flips,
the representative flip house is still relativeBwn Thus, it appears that based on age, many Las
Vegas flips needed little more than cosmetic warkfreshen the appeal of the house, and
calculating profits as the difference between buog sell prices may yield a reasonable estimate.
Nevertheless, the additional cost of any repaingrovement necessarily means that our profit
estimates are an upper bound for the actual praffitise flipper.

Comparing the size of homes reveals that flips tende smaller than non-flip houses.
Figure 3b illustrates the differences in squarddge from 1996 — 2007. Through 200493, the
median flip house is smaller than the typical nlgmily an average of 51 square feet. However,
as flipping activity begins to reach its apex ameht decline (2004q4-200693), flip homes are, on
average, 138 square feet smaller than their npreiunterparts. In part, this is consistent with

the real estate maxim that from an investment gtaindl it is often best to be the smallest home



in the neighborhood. Additionally, this resultlegts the fact that flip homes are older than non-
flips, and over time, houses have grown in size.

In the next section, we consider the returns fmsfln the Las Vegas market. Given that
flip homes appear to differ in size and age, anahtguestion that arises is whether flip homes
differ in value from otherwise similar non-flip hees. To investigate the next set of questions,
we estimate quarterly hedonic models for houseeprignd examine whether flip homes are
bought at a discount or sold at a premium to their-flip counterparts. Any additional return on
a flip home above the opportunity cost of holdingimilar property yields a measure of the
economic profits of flipping.

3. Hedonic Modeling and the Effect of Flipping on Price

To estimate the returns to flipping, we employ & afehedonic price equations that
follow the seminal work of Rosen (1974) and Goodn(a®78). The general hedonic model
specification takes the form:

Pig= g+ fXiq + JFBiqt &FSqt &4 (1)
where,P, 4 is the nominal selling price of propeityn quarterg, X represents a vector of house
I's structural and neighborhood characteristi3;,q is a dummy variable that equals 1 if iffe
property is a buy side flip in quartgrO otherwise, an&S 4 is a dummy variable that equals 1 if

thei™ property is a sell side flip in quartgr O otherwise. We assume the error teginfollows

a normal distribution with mean 0 and variaaoge

The specification focuses on observed nominal praethis preserves a straightforward
interpretation of parameter estimates. The vectof coefficients produces a set of “shadow

prices” reflecting the nominal impact of the sturel and neighborhood characteristics on house
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price. As the primary focus of this study is omppling, the estimated coefficients 6B andFS
are of particular interest. The coefficigntepresents the separate effect on house pri¢eif t

transaction is a buy side flip addlenotes any price differential due to a flip sale.

We estimate a price equation for each quarter theperiod 19961 through 200742.
The hedonic model contains a set of traditionalcstiral variables that include size, design, age,
and property level amenities. Also introduced isaalditional set of variables to control for

neighborhood quality differences.

The general fit of the model show$ Ralues ranging from a low of 56% to a high of
80%> The size variable represents the total squarediebving area for each dwelling and
provides a significant level of explanatory poweerach regression. Of the estimated parameters
for dwelling size, the values range from a low @00 per square foot in the early quarters of
analysis to a high of $137.47 per square foot i862@. Further, all 46 quarterly regressions

show significance in the square foot parametemedés at the 95% confidence level.

Primary design variables include measures fortth@ number of bedrooms and full
bathrooms. In the case of bedrooms, the estimaesineters are negative and significant in all
years, indicating that smaller rooms are less \\éuthan larger rooms, holding square footage

constant. In Las Vegas, the ratio of building széot area reveals a high density development

* It is sometimes observed that the housing masks¢asonal in nature and presents the possilhitityflippers may
want to buy during quiet periods (e.g., winter) aetl during dynamic periods (spring and summ@y. estimating
hedonic models on a quarter by quarter basis, dest@p this issue by estimating price differengitsin a season.
As a further note, however, we find that during pariod of analysis, there is no significant difiece in monthly
sales volume. This may be, in part, a result ef@kplosive growth enjoyed by Las Vegas for mucbwfperiod of
analysis.

> Due to the significant number of parameter estiméoe all the quarterly regressions, an exhaustateis not
provided in the paper. However, these estimatsaailable from the authors upon request.
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wherein an additional bedroom (holding size cor$teeduces the value of the property. The
hedonic regression coefficients for bathrooms amegnlly statistically insignificant in the early

years of the sample period, but from 2003 on, teruk positive and significant.

To partially control for house quality, age ance-aguared variables enter the hedonic
model, following the methodology of Goodman and bbgieau (1995) and Goodman and
Thibodeau (1997). The linear measure of age inelca negative and significant relationship
throughout all quarters of analysis. As additionelv housing relative to the stock of existing
homes falls over the sample period, the model dedua non-linear age measure to capture any
vintage effect on price. The estimated paramditmrshe squared age variable do not show
statistical significance until the third quarterXd99, at which point the parameter estimates are
mostly positive and significant. Together the #inand non-linear effects imply that the typical

Las Vegas house depreciates in value with age.

To measure construction quality, the regressiatudes a variable that indicates the
presence of a built-in fireplace. Traditionallysths a proxy for construction quality as lower
valued homes typically do not include a firepladéth the exception of only one quarter, the

fireplace coefficient is positive and statisticadignificant as expected.

Construction quality may also vary by neighborhoadd the hedonic model provides
dummy variables for six tax districts as a way t@mteol for intra-urban variation in housing
guality. Straszheim (1974) and Goodman and Thibowd&898) present analysis illustrating the
importance of submarket identification in hedoniodels. The coefficients are consistently

negative for districts 250/254 (North Las Vegasil &40 (Sunrise Manor). These areas have
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below average median household income accordinthgoU.S. Census, and in general, the

coefficients reflect a-priori expectations of ndaghhood quality.

The principal purpose of the paper is to analyeeettonomic returns to flipping, and we
have specified dummy variables that represent tesemce of a buy-side or sell-side flip.
Figure 4 illustrates the buy and sell flip dummyffwients estimated each quarter for the period
1996-200792. The buy flip dummy measures the geed#ference in price a flipper pays from
the market value of; the house’s observed vector of explanatory vaembi time period t. In
other words, the buy flip dummy reflects the difflece in purchase price of a flip house
compared to an otherwise identical property. AguFé 4 reveals, this difference is always
negative, and it is statistically significant in 38 46 quarters (83%). Given the negative
coefficient, we refer to the amount as a buy flipcdunt. Moreover, during the run-up in prices
from 2004-2006, the discount becomes larger ankspata-$31,411 in 200694.

The larger dollar discounts, in part, may simplyabinction of higher house prices over
time. However, at least two other (complementargl@&nations are possible. First, in a booming
market, some flippers may have been good at idemgifindividuals willing to sell their property
at a discount, albeit still earning a healthy grdfie to the marked rise in home prices. Second,
during the market frenzy, some flippers may havelpased homes in poor condition, believing
that virtually any home can be resold in a spectdagnvironment. An important implication is
that because the costs of home improvement caneoblserved, any estimated returns
necessarily state the maximum profit of a flip.

The sell flip dummy represents the average diffeeeim price a flipper receives when
selling a house compared to an otherwise identicaile. With the exception of the last quarter,

the flip dummy is positive, and we therefore rdtethis sale price difference as a premium. The
12



sell flip dummy is positive and statistically si§joant in 39 of 46 quarters (85%)However, in
200792, the sell flip coefficient is -$5,761 indiog that flip houses sold in that quarter below
the price of similar non-flip homes. This diffecenmay be due to the market conditions in Las
Vegas where home prices were falling and could heddlippers to accept a discount in order
to exit the market so as to mitigate any logses.

Before turning to the next section, we briefly exaenwhether the discounts and
premiums differ between short-term flippers (hotdiperiod 1 year or less) and long-term
flippers (between 1 and 2 year holding period).oking across all quarters between 1996 and
200792 reveals that the median difference betwhert-term and long-term flippers is -$1524
on the purchase price and $1314 on the sale enowevkr, the differences are statistically
significant in only 6 of 46 (13%) quarters on theylside and 8 of 46 (17%) quarters on the sell
side. Thus, the evidence only mildly suggests tteteris paribus, short-term flippers buy homes
at a slightly larger discount and sell homes ataagmally higher premium compared to long-

term flippers.

® The negative sign for the buy flip coefficientpiersistent throughout the time period of analyS#milarly, with
the exception of 200792, the sell flip coefficieate always positive. Moreover, during the runpegpiod of 2003-
2006, both sets of coefficients are statisticaliygicant for every quarter.

" In a related matter, we investigate whether tlierfal tax code influences the returns to flippirygexamining
sales that occurred 25-27 months after their pwehaBecause primary residences are exempt froitatggins
taxes (up to a $500,000 profit for a married coupléved in for at least two of the last five ysathere exists the
possibility that some owners delay their sale vt after the two year holding period. Theseldged flips”
might be priced similar to sale flip prices if hoomeners are trying to take advantage of a “hot ntarked holding
out for a buyer willing to pay a higher price. @ersely, sellers of delayed flips might share thesirbreak with the
new owner resulting in a transaction below thesséip price.

On a quarterly basis, we find that generally therao statistical difference between the sell digmmy variable
and a dummy variable for delayed flips. Howeveg,dw find that delayed flips of 25-27 months ageentage of
all sales in the quarter increases from less tlaririthe 1990s to 4.1% in 2006g3. This suggesitdh the Las
Vegas market experienced a large run-up in pregspwing number of homeowners were willing to {hair home
on the market to capture the significant appremmatif its value.
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4. Returnsto Flipping

The estimation results from the previous sectiawvigle insight into the price dynamics
of the Las Vegas housing market from 1996 throlghsecond quarter of 2007. Specifically, the
buy side discount is relatively stable until ea2ly04 after which the dollar discount paid by
house flippers increases dramatically. On the eiadkof the flip, the premium is relatively small
initially, but jumps in early 2004. The premiumctiees throughout the last half of 2004 and
early 2005 but then increases again in early 20€6rb falling considerably. Together, the

discounted price paid and premium sale price lategived determine the profits of the flip.

Figure 5 suggests thrminal profits of the flip. We define nominal profit asnply the
difference between the flip’'s purchase price asdséle price. Figure 5 first graphs the median
sale price of a flip for each quarter. After matcha flip sale with its earlier buy price, Figuse
then charts the median of the corresponding bunsaetions. The difference between these two
curves gives an approximation of nominal profitgisual inspection of Figure 5 reveals that
nominal profits peak in the first half of 2004 befadropping precipitously at the end of the

sample period.

The nominal profit is an upper-bound measure offlipés return as it does not take into
consideration three elements: i) the transactiat cba house flip, i.e., realtor fees; ii) anytsos
incurred in improving the property; and iii) thepaptunity cost of the particular house flipper.

Even so, the nominal profit provides a noisy sigimabther actual and potential house flippers
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that “profits” are available in the market.While the first two elements cannot be directly

calculated from the data, it is possible to impagportunity costs from the hedonic regressions.

Putting aside realtor’s fees and costs of improving property, economic profit equals
the nominal profit less opportunity costs of invegtin an asset of similar risk. In the case of
house flipping, opportunity cost can be measurededlymating the change in value of an
otherwise identical non-flip home. Suppose, forregke, a house at 123 Happy Lane sells for a
nominal profit of $50,000 after being held for oyear. At the same time, the change in the
value of a similar house at 125 Happy Lane is $8%,0In that case, the opportunity cost of

investing in the flip is $35,000 and implies anmamic profit equal to $15,000.

The hedonic results from the previous section @anded to estimate economic profit on
a property-by-property basis. Adjusting the retdon opportunity costs implies that two
components comprise the economic profit of a flighe discount a flipper pays from the value
of a comparable house and ii) the premium the déipeceives for the property relative to the
worth of a similar non-flip home. These two elensec&n be obtained from the hedonic model

estimated in the previous section.

To see this, consider a flip house with structarad neighborhood characteristies, If
the flipper pay$’ in quarterg, then subtracting the value of a comparable nipnhbme (F3,Xi)

yields the buy flip discoung+s54. Similarly, if the flip is sold in quarteg+k, the premium

8 In essence, the nominal profits are what mosviddals observe and make flips look so invitingaasnvestment
opportunity. Nominal profits are also at the cemtethe popular television shows that suggest hegigrns to the
flipper. While television programs about flippingay subtract the costs of material and some lahey, typically
do not adjust “profits” for the flipper’s time ooif any transaction costs (realtor fees).
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equals &+ &q+- Thus, the flip’s economic profit over time petié equals( Ayt & q+k)-

(J6+ &.0)-

As can be seen in Figure 6, house flippers avesiemend $5,000 in economic profit until
late 2003. After that, economic profits increasanthtically until the third quarter of 2004, at
which point the estimated median economic profihadise flips is approximately $26,000. After
its peak in 200493, economic profits fall approxiena54% by the second quarter of 2005. The
median economic profit rebounds to roughly $19,69®006q4, but falls dramatically over the
last two quarters of the sample. Neverthelessptbdian estimated economic profit never falls

below zero during our period of analysis.

The profits in Figure 6 do not account for thegignof time between the buy-side and
the sell-side of a house flip. One way to normalthe estimated profits across various
transactions of different durations is to calcutieannualizedreturns of each flig. Annualized

returns may be calculated from both nominal as akconomic profits.

Figure 7 depicts the time-series of the two setsaohualized returns. Initially,
annualized returns based on nominal and economidgare fairly similar. However, starting
in 1999, the two return series begin to divergehwhe difference becoming more pronounced in
the first part of this decade. In 2004, annualimgdrns (both nominal and economic) reach their
peak, a result driven by the fact that the medianatibn between the buy and sell-side
transactions of a flip dropped dramatically, asvain@ Figure 8. Towards the end of the sample

period, even as nominal returns are falling, ecdnogturns do not fall as quickly. However, by

° Annualized returnrequals (1 +J¥_ 1, where ris the flip return over time period t.
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200792, nominal annualized returns and economiauaired returns from house flipping

approach zero.

As noted above, the median duration between the angdy sell-side of a house flip
changes dramatically during the most active peabtouse flipping during the sample period.
Early in the sample period, the typical durationaohouse flip is approximately 1.2 years.
However, in late 2003, turnover of a house flipdmes more rapid and and the flip holding
period falls to a minimum of 0.75 in the fourth quea of 2004. In other words, for flips sold in
200494, the median duration of a house flip is dhlynonths. As flipping activity begins to
subside, the median duration of a house flip retdonapproximately 1.2 years, the same as in

the beginning of the sample period.

Coming full circle, the analysis reveals that as groperty market heats up, flipping
activity increases and turnaround time of a flimohishes. At some point, the market begins to
cool and flip duration begins to lengthen. FigBndustrates the dynamics of flipping and shows
that short-term flips as a percentage of totalsspkmks in 200493, the period of greatest house
price appreciation. Then as price appreciation eratds, medium-term flips reach their zenith
in 200591, and finally in 2005q3, the ratio of letegm flips to total sales attains its maximum
value. Taken as a whole, the evidence suggedtdlifh@ing activity, the duration of a flip and
the price appreciation of all residential propeatg inextricably linked together.

Finally, to get some idea of the relationship bemvéhe degree of flipping, house price
movements and turnover in the market, we conskelds tof Granger Causality. Variable X is
said to “Granger Cause” Y if the past values of ¢ able to improve the prediction of the

current value of Y over using only past values diGfanger, 1969). Rather than being a true test

17



for causal relationships, the Granger Causality tedicates whether a variable Y can be
considered “endogenous” to the extent that theeglof another variable helps predict the
current value of Y.

We analyze Granger Causality using a four quaier dtructure for each pair-wise
combination of three variables: total flip salesaderly percentage change in median sale price
and total house sales. Pair-wise tests suggesedcat variable Granger causes the other with p-
values equal to or less than .016. (Full resules arailable from the authors upon request.)
Consequently, the results are consistent with thiteom that house price appreciation leads to
increased flipping due to increased profit expémtat and this, in turn, leads to greater turnover
and possibly contributes to increased house pppeegiation itself.

5. Concluding Thoughts

At one level, the empirical analysis presents tet@my of a flip. Starting with a simple
definition of a flip transaction, we chart the fliipg activity in Las Vegas, a residential property
market that experienced tremendous building anessgdowth over the last two decades. The
results show that flip homes tend to be older amaller than non-flip homes. Moreover,
flippers appear to purchase the flip home at aodist and the sell flip home at a premium to
otherwise similar properties. At the height of tieising boom, flippers earned annualized rates
of return exceeding 60%. Even after adjusting dpportunity costs, economic returns to
flipping were nearly 20% and provided a seemingflsaative investment opportunity. However,
not long after reaching these heights, the mariegizly began to die down and economic profits

eventually declined to 0.
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Our definition of a house flip is simply a time @eglent characterization and does not
differentiate between types of flipping or the mration of buyers and sellers. Recent news
stories, however, suggest that fraud played afsgnt role in the amount of flipping activity in
Las Vegas. Thus, one avenue of future researchtrbig to examine the nature of flipping,
isolate the amount of fraudulent activity that tqu&ce and estimate the damages caused by this
illegal activity. To the extent that some flippings, in fact, fraudulent, we might expect to find
some properties purchased at an inflated price therosimilar houses, or perhaps, some

properties that sold in an extremely short timenkea

Finally we note, the discussion about economicifmofnd by extension the annualized
returns on house flipping, has been mainly desegpn nature. To our knowledge, this is the
first attempt to estimate the dynamic evolutionegbnomic profits from house flipping in a
given market, and in this way provides a contribmutio the literature. However, between 2000
and 2006 there was a confluence of increasing mesiie prices, an increase in house flipping
activity, increases in the nominal and economidifrérom house flipping, and increases in the
annualized returns (both nominal and economic) frmuse flipping. Thus, for future research,
there remains the examination of economic andssitzl relationships between these variables.
As a prelude to this work, we have shown pair-viisanger Causality between flips, sales and
changes in median home prices. However, future waidht appeal to time series techniques
such as vector autoregression analysis (VAR) toieate short-run and long-run impacts of
transitory and permanent shocks to price and voluanbles, and ultimately determine the role

of flipping in the frenetic Las Vegas real estatarket.
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Table 1

Months Between Adjacent Transactions

Months

o ~NOoOOOoLh~wWwNEFEO

24+

Sales

52

965
1,591
1,833
1,798
1,593
1,439
1,313
1,286
1,301
1,341
1,289
1,546
1,592
1,664
1,590
1,629
1,728
1,612
1,572
1,600
1,592
1,564
1,533
1,915
79,251

% of All Sales

22

0.04
0.83
1.37
1.58
1.55
1.37
1.24
1.13
1.11
1.12
1.15
111
1.33
1.37
1.43
1.37
1.40
1.49
1.39
1.35
1.38
1.37
1.35
1.32
1.65

68.21

Cumulative Sales
0.04
0.88
2.24
3.82
5.37
6.74
7.98
9.11

10.22
11.34
12.49
13.6
14.93
16.3
17.73
19.1
20.5
21.99
23.38
24.73
26.11
27.48
28.82
30.14
31.79
100
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Figure 2a

Flips as a Percentage of Total Houses Sold
1996-2001
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Figure 2b

Flips as a Percentage of Total Houses Sold
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Figure 3a

Quarterly Median Construction Year of Flips and Non-Flips
1996-2007
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Figure 4

Quarterly Premiums and Discounts of Housing Flips
1996-2007
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Figure 5

Quarterly Median Nominal Profits of House Flips
1996-2007

199603

1999g1

200193 2004q1

Median Sale Price of Flips Sold
Median Buy Price of Flips Sald

27

200693



Current Dollars

10000

15000 20000 25000

5000

a

Figure 6

Quarterly Median Economic Profit of House Flips Sold
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Figure 7

Estimated Annualized Returns of House Flips
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Quarterly Mecdlian Duration of House Flips
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Figure 9
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