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ABSTRACT

A documented uniformity in the commission rate charged sellers 

of residential real estate has existed for years. There is a generally

accepted belief that a reduction in commission rate is reflected in low-
x

er purchase prices offered by buyers. This suggests that the seller has 

little to gain by selling without the services of a broker or by using 

a broker who charges a reduced commission or fee.

The importance of this issue has intensified with recent in

creases in activity by alternative brokers. These brokers employ a 

variety of approaches to selling homes but they have a common-bond, they 

all charge reduced commissions or fees. Little empirical evidence can 

be found to substantiate the current arid long perceived relationship of 

commission and price. A fuller understanding of this issue is necessary 

for consumers who are preparing to enter the real estate market. The 

purpose of this thesis is to compare sales of alternative and conven

tional brokers to determine the effect utilization of one versus the 

other has upon sale price.

Based upon these comparisons it can be concluded that use of an

alternative broker does not result in a substantially reduced sale

price as generally suggested. A further conclusion is that the selec

tion of a broker should not solely be a function of the commission

charged but should also encompass other considerations.



CHAPTER 1

INTRODUCTION

In soliciting contracts for the listing of real estate for sale, 

it has been common to attempt to dissuade persons from selling their 

own home, without the assistance of a broker. This has been done by 

suggesting the use of an agent would actually result in more money for 

the seller at closing. A major argument is that the prospective pur- 

1 chaser of a house offered for sale by the owner will deduct the real es

tate commission from the price he offers. The acceptance of this view 

by the conventional real estate community is widespread. This conclu

sion is illustrated by a recent study [1] commissioned by the National 

Association of Realtors which categorically accepts this as a factual 

reality of the present real estate market.

Theoretically, even if potential buyers always reduced offers 

to purchase by the full amount of the real estate commission, the seller 

would be no worse off monetarily than if he had employed a broker to 

sell the property. Many real estate agents assert that this is not 

true. One large national chain implies, in an audiovisual presentation 

prepared for perspective sellers, that they can net the seller three to 

nine percent more than if he sells himself. A recent article [2] writ

ten by William North, • chief counsel of National Association of Real

tors, alludes to independent studies which "consistently show" that

1



sellers utilizing brokers realize on an average twelve to fourteen 

percent higher net proceeds than those selling themselves. Further re

view of the cited studies could be beneficial to an understanding of 

the relationship between commission rates and home sale prices. Unfor

tunately, several telephone request of both sources and a written re

quest for information sent to Mr. North have been unanswered.

The question of conventional broker effectiveness is not new, 

but is taking on added dimensions because of new competitive pressures 

from brokers who seek to tap the market of sellers who desire to save 

the real estate commission. These brokers, often referred to as alter

native brokers, represent a new and serious challenge to existing real 

estate marketing methods. Conventional brokers attempting to detract 

from the lure of lower sales commissions often use the same arguments 

used against by-owner sales, namely any savings by the seller will be 

reflected in a lower offer from perspective buyers.

The issue of broker effectiveness is not trivial. Increasing 

turnover in housing ownership, growth in the housing stock and appreci

ation in real estate values from inflation and other pressures have 

created a market for real estate sales services representing an esti

mated 15 billion dollars annually [3,4]. Should by-owner sales or the 

use of alternative brokers become common, significant reductions in the 

level of real estate commissions could be expected. It is likely that 

the conventional real estate marketing industry would contract with the 

change and dislocations associated with a declining industry occur.
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To this point the focus of the arguments for and against 

by-owner and alternative broker sales has been on the sales price. The 

services provided by the real estate sales industry, however, are much 

broader. A successful transaction involves more than procuring a will

ing buyer. Common practice is to offer a complete set of services, 

from listing of the property through closing, for a standard commission 

fee based on the gross sales price. The extent to which a seller wishes 

to utilize all of these services or the quality of these services is 

seldom a major consideration in establishing the commission rate.

Rather than unbundle the package of services and price accordingly, most 

real estate brokers provide whatever services are necessary to complete 

the transaction, but charge the fee for the complete set of services.

Until alternative broker schemes became more widely available, 

potential sellers had little choice between offering property themselves 

on a by-owner basis or retaining a conventional broker at the standard 

full service commission. By providing only some of the services of a 

conventional broker, but at a lower fee, the alternative broker offers 

sellers a choice. In essence, the conventional service package is un

bundled. To the extent that sellers are willing to substitute their 

own effort for services, such as showing a residence or to forego other 

services, sellers may be able to realize significant savings by not 

having to pay standard commission rates. Should the property sell for 

less than, would have been possible under a conventional brokerage 

scheme, these potential savings may be reduced or even eliminated. Ac

curate assessment of the effect a reduced commission or fee, resulting
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from unbundling of services, has on gross sale price is essential to 

the decision making process of consumers contemplating entry into the 

residential real estate market. To facilitate a better understanding, 

an examination of factors influencing the structure of the real estate 

market and the results of a study comparing sales of flat-fee and con

ventional brokers in Tucson, Arizona are presented.



CHAPTER 2

THE RESIDENTIAL REAL ESTATE MARKET

Existing methods of the conventional real estate marketing 

system are well, established and have remained almost unchanged since 

the present system was begun. Before examining the differences between 

conventional and alternative marketing systems, the development of the 

conventional system should be examined.

History of the Market 

Attempts to create a formalized real estate market parallel 

those to create a market for securities. The earliest attempt in the 

United States dates back to 1794 when the first organization devoted to 

selling real estate was formed.^ It was not until 1847 when the first 

association of real estate firms was formed in New York City. The as

sociation was intended to act as a central exchange for buying and sell

ing real property. While this exchange lasted only one year, it 

undoubtedly was the forerunner of what would later be termed the Mul

tiple Listing Service. A second exchange was not formed until 1884.

1. The historical information presented is from Pearl Janet 
Davis, Real Estate in American History (Washington, D.C.: Public Af
fairs Press, 1958). As reported by Fred E. Case, Real Estate Market Be
havior in Los Angeles-— A Study of Multiple Listing System Data (Los 
Angeles: University of California, Los Angeles, 1963) , pp. 47-49 [5].

5



Prior to the formation of this second exchange, auctions characterized 

by lack of supervision and unethical practices were used to exchange 

real property.

As the population migrated westward, additional exchanges were 

formed in different localities to create markets, set ethical standards, 

and lend stability to the use of and investment in real property. The 

local nature of real estate served to perpetuate the continued forma

tion of local real estate boards. In time these boards tended to band 

together for forming state and national organizations. Such organiza

tions act as lobbying, educational, and public relations arms for the 

real estate industry. Today, a national organization known as the 

National Association of Realtors (NAR) has grown into the nation's larg

est trade group with a membership of approximately 750,000 Realtors.

The impact of this organization on the real estate business has been so 

profound that the term Realtor has become almost universally used to 

describe anyone involved in the business of selling real property. 

Technically, the use of the term applies only to individuals who are 

members of the NAR.

The potential for success of cooperative real estate associ

ations, such as Multiple Listing Service (MLS), was made possible in 

the period from 1910 to 1920 when the exclusive agency listing contract 

became widely accepted. This listing contract, along with the later in

troduced exclusive-right-to-sell listing contract guaranteed that the 

broker securing the listing would receive a commission, even when the 

listed property was sold by another broker, or in the case of the



exclusive-right-to-sell, if anyone including the owner sold the 

property.

MLS1 Role

Through the efforts of the NAR and its locally affiliated 

boards, MLS1s were created to assist local brokers in generating the 

maximum possible number of listings for themselves. The workings of 

MLS are relatively simple. When an owner lists his house for sale, the 

agent who obtains the listing will most likely place the listed house 

in MLS. This advertises the house to other brokers, who, because of 

their membership, are entitled to sell the house under the terms in the 

listing contract submitted to MLS. If another MLS broker sells the 

property, he splits the commission with the listing broker according to 

an agreement which is also generally part of the listing contract. In 

most areas MLS has been so successful that it has become the major 

clearinghouse for the residential real estate market. The importance 

of the MLS concept to the real estate market was captured in a statement 

by David Fox, Director of the California Real Estate Department in which 

he characterized MLS as "the main tool of the real estate trade" [6].

In the beginning, access to MLS and the information it pos

sessed was generally limited to members of local Realtor Boards, who in 

turn were controlled by the rules of the NAR. Government pressure and 

court decisions have resulted in the opening of most MLSS to duly li

censed brokers. The California Supreme Court in Marin County Board or 

Realtors v. Palsson [6,7,8] wrote " . . .  access to multiple listing



service is so essential to non-members if they are to compete 

effectively, that such access must be granted to all licensed salesmen 

and brokers who choose to use the service." The Second District Court 

of Appeals, in a case against the Glendale, California, Board of Real

tors, was of the opinion that the inability of some to use the listing 

services unfairly prohibited those licensed agents from competing with 

others [8]. The importance of these decisions may take on added sig

nificance as efforts by consumers to directly list properties in MLS, 

without the services of a broker, become more prevalent.

Conventional real estate brokers are quick to point out the pos

itive influences of MLS, while detractors suggest it is the main tool 

for a covert conspiracy to fix commissions and limit competition (NARrs 

policy of having written fixed commissions was eliminated in 1950 after 

the United States Supreme Court declared such schedules illegal [9]). 

Such a view is consistent with the Federal Trade Commission's findings 

that 96 percent or more of homes sold through California MLS systems in

volved a commission rate of six percent [3]. William M. Shenkel [3], 

a University of Georgia Professor, believes the MLS system is the mech

anism which transmits an implied understanding. The implication is "if 

you join MLS there is a kind of fixed commission usually 'six percent but 

now seven percent in some areas. Of course it's never in writing. It's 

just understood."

Big Business: A New Competitive Force

It is unclear what impact the recent entry of big business will 

have upon the industry. Non-traditional entities like Sears and



Merrill-Lynch have entered the market in varying degrees. Also large 

existing corporate real estate concerns, such as Berg Enterprises and 

Coldwell Banker have begun major expansions. Added to this is the suc

cess of franchising firms (C-21, Red Carpet et al.). A trend to more 

concentration is perceivable. The possible effects of this growing 

major corporate interest upon the market are subject to speculation. 

Kenneth Berg [3], a former head of the New Jersey Real Estate Commis

sion and chief executive of Berg Enterprises, envisions the next ten 

years as a time when eight to ten competitors will emerge to capture a 

substantial share of the national market. Both Coldwell Banker and 

Merrill-Lynch have an expressed desire to be among the elite who enjoy 

a large share. It is interesting to note that both have espoused mar

keting plans which are reported to emphasize a wider range of services, 

rather than a reduction of fees.

Charles Burch [10], author of an article on big business' inter

est in the real estate market, theorizes competition among a few large 

national firms will force price competition. It is illuminating to ob

serve Burch, Barry, and others, for diverse reasons, view fewer compet

itors as a key element to reduction in commission rates. If true, it 

would either be a reversal of classic economics which is rooted in the 

belief that the greater the incidence of competitors, the more likely 

price competition will occur. Or it could be indicative of an artifi

cial, market apparatus creating rigidity in rates. Another plausible 

possibility is that fewer competitiors and lower commission rates can 

both co-exist if competition forces smaller, less efficient participants
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to either leave the market or be absorbed into larger, lower cost 

firms. Questions like this and the actions of big business, alternative 

brokers, government and consumer advocates portend an era of change for 

the real estate business' during the 1980's.

Government1s Role

Direct government intervention, such as the action to eliminate 

fixed commission rates on the major securities exchanges, does not ap

pear to be imminent because similar conditions necessitating the action 

are not present in the real estate market. Unlike the securities indus

try, no federal law is in place to artificially establish commission 

rates. In reality, enactment of The Securities Acts Amendments of 1975, 

eliminating fixed rates was a reversal of 1930's law creating fixed, 

rates., A growing concentration of securities investors being repre

sented by large institutional investors initiated the need for rever

sal.

Real estate markets have not experienced, nor are they likely 

to experience, this same client concentration because of the local 

nature of the market and the uniqueness of the commodity. The high de

gree of concentration within the securities industry reduced the impor

tance of the intermediary function, while continued real estate market 

fragmentation reinforces the importance of some type of intermediary 

function for consumers. The concentration of business into relatively 

few investors has also afforded the securities industry the opportunity 

to experience some economies of scale which the government believed
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should be passed through to the consumer in the form of lower 

commissions.

Government action to lower real estate commission could trigger 

a reduction in the number of firms offering intermediary services. A 

reaction, David Barry, a consumer advocate, envisions if alternative 

brokers can establish themselves as a viable market force. He believes 

success of alternative brokers will reduce the number of competitors 

and force consolidation of the industry into larger, more efficient, 

real estate brokerage firms. Government action for securities was 

further prompted by additional conditions not present in real estate 

markets, the time-honored perception of the securities industry as cen

tral to the health of the world financial system and exchange rules 

limiting- competition by setting maximum numbers of member brokers. The 

absence of these conditions and the differences discussed make direct 

government action improbable at present. Natural competition between 

alternative and conventional brokers appears to be one of the more like

ly catalyst for changes in real estate commission structures. '

Aside from efforts by the Federal Trade Commission, to be dis

cussed later, there is evidence the government favors a watchdog policy 

to insure fair competition for all market participants. During the past 

decade, the U.S. Department of Justice [4,9,11,12] has been successful 

in a number of civil and criminal anti-trust actions. In a landmark 

decision, six Maryland brokers were found guilty of price fixing, a 

felony under the Sherman Act. This conviction is reported to be



responsible for "tremendous increases" in state and local enforcement 

of anti-competition laws.

The reality of government's role in the real estate market may 

be epitomized best by a Forbes Magazine article [3]. It states, "Price- 

fixing may be provable where there are a dozen or so competitors, but 

what about when there are tens of thousands?" It further observes, "if 

ever a business was government proof, the residential realty business



CHAPTER 3

LEGAL ISSUES AFFECTING THE REAL ESTATE INDUSTRY

Some within the industry see the question of commission as a 

local issue of little significance. The simple observation that 15 bil

lion dollars in annual commissions are generated by the industry, a 

figure five times the volume of commissions generated by securities 

brokerage, and a January 8, 1980 U.S. Supreme Court decision do not sup

port this position. The recent Supreme Court decision in McClain v.

Real Estate Board of New Orleans [4,9,11,13] ruled real estate firms 

and associations may be charged with violating the Sherman Antitrust Act 

for entering into agreements "in restraint of trade or commerce among 

the several states." The court concluded, real estate brokerage ser

vices are a necessary part of a transaction having a number of effects 

on interstate commerce. The decision rejected the claim of the indus

try that the work of brokers in the sale of houses was local in nature 

and not subject to federal antitrust laws.

The high court decision is just one aspect of continued pres

sure being exerted to bring about change in the real estate marketing 

system. Some suggest that the decision eases the way for the Federal 

Trade Commission (FTC) to sue brokers based upon information from inves

tigations begun in 1978. A representative of the FTC stated [4] there 

was no direct connection between the Supreme Court ruling and the FTC

13
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investigation, but did point out the similarity of the Sherman Act and 

the FTC Act. Further findings of the FTC investigation are due to be 

released.

Price Fixing

Continued government interest in the conduct of the real es

tate business and litigations on behalf of consumers and alternative 

brokers may serve to implement significant changes in conventional 

methods of sale. Much of the current judicial activity is attributable 

to David Barry, a San Francisco attorney, who openly admits he has dedi

cated five years of his life to effecting, what he sees as, needed 

changes in the real estate industry. Barry's efforts are a result of 

his agreement with the industry that MLS i s .the most efficient way to 

market residential real estate. The problem arises with his perception 

of MLS and local Realtor boards, which often control its operations, as 

key elements in conspiracies to fix commissions, monopolize markets, 

create secret price lists, and perpetuate violations of fiduciary rela

tionships .

The premise that price fixing exists rests upon Barry's survey 

[6,14,15] of the San Fernando Valley and San Mateo, California, area.

In one edition of the San Fernando MLS listing book containing thousands 

of individual properties, 96 percent were listed with a commission of 

six percent or more. A similar review of the San Mateo listing book 

disclosed 99 percent of the listed properties were at or above six per

cent. An independent study [4] of commission rates in California by
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Stanford University researchers and the FTC findings cited earlier 

appear to support Barry's findings.

Barry believes this uniformity of rates is consistent with his 

presumption that a price fixing conspiracy does exist. He sees the es

sential tool, for implementation of fixed commissions, as being the MLS 

listing book which contains information on listed properties, including 

the commission to be paid and the cooperative split between brokers.

It is argued that this commission information on the listing constitutes 

a secret price list because access is limited only to members of MLS.

The purpose of this list is to pressure lower priced competitors into 

raising their commission rates to the level of its higher priced mem

bers.

Barry is not alone in his belief. Robert Fellmeth, Deputy Dis

trict Attorney for San Diego, in a suit filed on behalf of a San Diego 

discount Realtor singled out MLS as being central to the issue of price 

fixing [6]. He also described it as "an excellent detection device for 

Realtors as a group, which enables them to immediately detect any under

cutting of price."

Fundamental to the secrecy of the information in MLS is the con

fidentiality or non-access rules imposed on members. These rules make 

it a violation of the MLS membership agreement to provide entities other 

than members, access to its information. This is seen as creating a 

"private club" which enables the perpetuation of illegal practices.

One of the most common of these practices is steering. Steering 

is the deliberate showing of homes which do not meet the buyers'



16

expressed or implied requirements, but will earn the agent a higher 

commission. It can also take the form of showing buyers only homes 

listed by the agent or his firm in an effort to collect the double com

mission inherent in selling an "in-house11 listing. Steering can also 

be the agents deliberate effort to not show homes having low commis

sions.

Closely associated with steering is the process of "stabiliza

tion" or acting in an organized fashion to control commission rates.

As Fellmeth and Barry suggested, the open display of commission rates 

in the MLS listing book is an excellent method of detecting who has 

lowered commission rates. It serves to notify other members when overt 

and covert pressures should be applied to bring wayward brokers back 

into conformity. Among these pressures is the threat of, or actual boy

cott of, the offending broker's listings. A boycott has potentially 

significant economic implications which can force adherence to customary 

rates.

The importance of cooperation by fellow brokers is documented 

in a study [5] of California MLS's conducted by Fred E. Case, a UCLA 

professor, which found sixty-six percent of the sales in six California 

MLS systems were cooperative sales. In an informal preliminary study of 

the Tucson MLS conducted during two weeks in 1975, the author found more 

than seventy percent of the sales reported involved transactions where 

a broker other than the listing broker had sold the property. These 

statistics undoubtedly vary depending upon the type of market condi

tions being experienced at the time of the study but they do serve to



show the potentially damaging effect a boycott could have. Small 

brokers are especially susceptible to a boycott.

Another factor Barry sees as important to the stabilization 

process in California is the standard independent contractor's agree

ment alleged to be used by 90 percent of the state's Realtors. The im

portant element is the clause within the agreement calling for the 

broker to have absolute control over the commission to be charged by 

his sales agents. This is seen as a controlling device to eliminate 

competition among the agents and a clear violation of the definition 

for the term independent contractor. In most other intermediary ser

vice industries a court ruling would be sufficient to eliminate the for

mal application of the practice. Compliance within the real estate 

industry, however, would require restructuring of existing state laws 

which place sole responsibility for establishment of commission rates 

on the broker.

Breach of the Fiduciary Relationship

As potentially important as the commission issue, is the Law of 

Agency which may be more damaging to consumer interests. Historically
fthe Law of Agency has dictated the relationship between the real estate 

broker and the participants to the transaction. Both the agent assist

ing the seller and the agent assisting the buyer owe their complete 

allegiance to the seller. The problem in this situation is the prob

able implication to perspective buyers that the agent assisting them is 

acting in a fiduciary capacity. Stated simply, buyers may believe that 

the agent is acting on their behalf.
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Theoretically, an agent assisting a possible buyer should 

inform him or her of the agent's relationship to the seller. In the 

author's personal experience it seems that this rarely occurs. It is 

not difficult to understand why. Such declarations would hardly tend 

to encourage trust and rapport between the agent and the potential buy

er. As consumer law continues to evolve, it is likely that a change 

will occur in the agency relationship. A probable change, one which 

has already caught the attention of the FTC and other government agen

cies, is simply requiring a buyer/broker relationship where the selling 

broker owes complete allegiance to the buyers. While the solution it

self is simple, the impact upon the current marketing system would re

sult in dramatic changes in the way business is conducted.

Consumers Seek Direct Access to MLS .

Although some of these reforms may not be realized, some 

changes are occurring. In a motion aimed at the confidentiality rule 

on MLS, the courts ruled, pending its review of the question, members 

of the San Fernando Valley MLS could temporarily sell copies of the 

listing book directly to the public [16,17]. This action appeared to 

support the contention that the inability of the homeowner to have di

rect access to the listing book and the commission information it con

tains made it difficult for them to locate low commission brokers. It 

was argued that access would make comparison easier and increase the 

probability more sellers would list with flat-fee and discount brokers. 

Barry sees the ultimate effect of this as being the overall reduction 

of brokers in an effort to remain competitive.
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The immediate effect of the decision may be minimalz and for 

the moment confined to one locality, but the longer term implications 

could result in dramatic changes. The speed and degree of impact upon 

the market depends in part upon the application of the decision to pend

ing law suits. A possible consequence may be the desire of Realtors to 

remove commission information from the MLS listing book. The author 

sees this action as increasing the likelihood brokers would be less 

hesitant to accept a low commission because of fear of boycott. Of 

course, this does not eliminate the potential for boycott of listings 

submitted by brokers who have a history of accepting low commissions.

The mechanics of deposit and receipt agreements in many states 

facilitate the resolution of the commission prior to the presentation 

of the offer to the sellers. This is true because many states' laws 

require the notification of the listing broker prior to presentation of 

an impending offer. It does not seem unreasonable to believe that com

mission questions should be resolved at this time, since the question 

of commission generally is only relevant to the seller and of little, - 

if any, concern to the buyer. Failure to delete commission information 

from MLS listing books in the face of charges it constitutes a secret 

price list and is part of a conspiracy to fix prices may be the most 

persuasive evidence of the validity of the charges.

Efforts to open MLS to the public are not limited to direct ac

cess to the listing book. One of Barry's goals is to allow sellers the 

option of listing property directly with MLS. Direct listing would 

avoid the necessity of employing a broker and payment of the associated
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commission. The basis for these efforts are the Palsson and Glendale 

Board court cases [6,7,8] which established the importance of access to 

MLS as being critical to competitiveness in the real estate market.

The contention is that the legal principles established in these cases 

should apply equally to homeowners who decide to sell without the ser

vices of a broker, because no reasonable alternative exists to obtain

ing the market exposure provided by MLS.

Barry argues the only alternative is classified newspaper ad- x 

vertising which he claims is an extremely expensive alternative. To 

substantiate this position he cites a comparison that it would cost 

$12,000 to advertise a home in a San Francisco newspaper to acquire the 

same exposure received from listing with MLS for a period of sixty days, 

the time it typically takes to sell a house. Additional credence to 

the position that newspaper advertising is a poor substitute for MLS 

exposure is offered by the 1976 edition of Tucson Trends [18] published 

jointly by the Valley National Bank and the local newspaper. It dis

closes only ten percent of the homeowners interviewed had found their 

present home through the newspaper.

Seen by Barry as unfair in this situation, is the fact it cost 

the broker only $20 to place the listing with MLS, and it takes the 

Realtor only 30 minutes to write-up the listing. The implication is 

that the commission represents an exorbitant return to the agent for a 

minimal expenditure of time and money. The credibility of this line 

of thought has yet to be tested in the courts. One of the problems of 

this approach is that it disregards certain economic realities of normal
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business practice. It fails to give reasonable consideration to the 

overhead costs associated with conducting business, additional efforts 

on the part of the agent and the potential expenditure of funds to pro

mote sales while having no absolute guarantee of reimbursement.

The process of listing a house can be compared to an attorney 

who accepts a case on a contingency basis where the attorney will only 

be compensated if he successfully litigates the case. Since both the 

real estate agent and attorney earn a predetermined percentage, it would 

be easy to surmise from this argument that the court should be thrown 

open to the public. Indeed, Barry's argument could be construed to be 

evidence of the worth of a broker's service and the value of MLS.

The real estate industry views efforts to allow direct listing 

as an attempt to place MLS in the realm of a public utility. A spokes

person for the National Association of Realtors considers MLS as, "a 

way to exchange information about properties, not a way of selling 

them." The point being MLS is only a tool requiring the expertise of 

an individual to complete the job. In keeping with this thought a com

parison was drawn with a leaky faucet, "when you go to a plumber, you 

don't say, 'I don't want to use you, but I want to use your tools'" [12].

Barry rejects the suggestion MLS is a tool belonging only to 

brokers. He could agree with this view if MLS were a private company, 

but he believes things change when a system is created to be used 

jointly by competitors. In his mind, MLS is a tool used to fix prices 

and create a monopoly.
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In response to the charge of monopoly, an industry reply is to 

observe that rival MLS1s could be established by those not wishing to 

use the services of a broker. In actuality, this is what many flat-fee 

brokers have done. The success of an alternative system might be judged 

by comparing an existing MLS system controlled by conventional brokers 

and a similar system created for sellers desiring to save on commis

sions.

MLS, A Natural Monopoly Theory 

Much of the material presented here has reviewed arguments sug

gesting that the dominance of MLS organizations in local markets may be 

the result of.'conspiracy or other monopolistic practices to control 

price and restrict competition. Another possibility is that the ser

vices provided by MLS constitute a natural monpoly due to the positive 

externalities of income sharing. The information gained by changes in 

fixed commission rates on the New York Stock Exchange may provide in

sight into the issue. In his study of the effects of removing fixed 

commission rates on the New York Stock Exchange, Stoll [19] expresses 

the belief the securities market represents a "natural monopoly because 

the likelihood of a fair and speedy transaction increases with the num

ber of transactions carried out in the market." He further states, "in 

the absence of a communication mechanism which permits orders at dif

ferent physical locations to be exposed to each other there is a natural 

tendency for orders to go to that physical,location to which most in

vestors send their orders." The functions of communicating and
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executing orders for buyers and sellers are the same regardless of

whether it is the securities or real estate market. The same type of

natural monopoly has been observed in the telecommunications industry. 

It is not inconceivable that the natural monopoly theory has equal ap

plication to the real estate housing market.



CHAPTER 4

REAL ESTATE INDUSTRY PERSONNEL PRACTICES AND THEIR 

INFLUENCE ON COST AND QUALITY OF SERVICE

The role of MLSS is important in any attempt to understand the 

structure of the real estate market. Of equal importance is an under

standing of its employment practices. These practices are critical to 

the quality of service offered and the compensation sought by both 

conventional and alternative brokers.

Many brokers adamantly defend existing commission rates, saying 

they need the current or even higher rates to survive. Alternative 

brokers concede this is probably true, but only because of their oppo

sites exorbitant overheads and the under employment of resources by 

less efficient members of the industry. A concern of many of the fac

tions debating the issue of the existing commission structure is, as 

one discount broker characterized it, the policy of many brokers to 

"just sign up bodies" [13]. Some industry and licensing officials also 

see this practice as being at the core of the poor public image of 

realtors. This lack of esteem is best exemplified by the results 0of 

two surveys of consumer attitudes toward realtors.

A poll [20] conducted for the California Real Estate Commission 

disclosed only one-fourth of the home buyers and one-third of the sellers 

described their agents as honest. In an independent survey [20] by a
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California conventional real estate firm, agents, ethics received a 

rating of eight on a scale of nine, with nine being the worst.

The human wave seeking to enter real estate, however, is not 

totally the result of brokers' hiring practices. Lax state licensing 

laws, the MLS concept, and publicity about the enormous incomes of suc

cessful agents have been cited as reasons for increasing numbers of 

persons interested in entering the business. Symptomatic of this influx 

is the waning productivity of agents. For this purpose., productivity 

being the average number of transactions being handled by each licensee. 

The Little study suggests this lower productivity is a national trend. 

Validity of this observation is further reinforced by a UCLA study [21] 

which shows transactions per licensee in Southern Caifornia dropped 

from 4.55 in 1971 to 3.55 in 1978. Perhaps a more revealing statistic 

is the study's disclosure that licenses for sales persons and brokers 

increased 135% and 33% respectively. Also valuable to understanding the 

type of personnel who compromise the real estate sales work force are 

national census figures on employment which suggest many licensees work 

part-time or irregularly.

At the heart of the license explosion are the state licensing 

laws. Real estate is a business where high technology has yet to real

ize widespread adoption and entry remains relatively easy. Demands for 

evidence of formal real estate education vary among the states. In many 

states, acquiring a license can be accomplished without demonstrating 

any proficiency in real estate principles or practices. This laxity in 

training has led some experts to conclude only ten to twenty percent of
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those currently holding valid licenses are competent in the essential 

areas of real estate transactions. On the basis of the skills required, 

it hardly seems reasonable that in Arizona a hairdresser needs 1800 

hours of. training to be licensed, but a person needs only 45 hours to 

acquire a real estate sales license.

Leading industry professionals and regulators have expressed 

their concern about the large numbers of licensees. Robert Peterson 

[21], legal counsel for the Nebraska Real Estate Commission, sees very 

few instances of criminal intent to violate laws and regulations, but 

"people who are not acquainted with license laws and get in trouble be

cause of their lack of knowledge.” C. Dan Blackshear [22], a member 

of the Georgia Real Estate Commission,, "found so many people getting 

licenses & . . who really don't know what they are getting into." He

goes on to say, "These people, are dazzled by the publicity - . . . Get

in The Business and Make Millions." He agrees with Peterson, most of 

the problems he sees occur because of lack of education resulting from 

minimum license requirements.1 He views it not only as a problem with 

new licensees, but also believes greater attention should be given to 

education of existing license holders.

As a Realtor and member of the Maryland Commission, Charles R. 

Wolfe sees part of the problem as the mis conception that real estate 

offers, "that pot of gold at the end of the rainbow." The result being, 

"a huge herd of licensees that probably won't renew their licenses at 

the next renewal period, because they don't make any money." The
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magnitude of this exodus has been estimated to be 50% of new licensees 

will leave the field within two years .[23] .

Disagreement with the idea that stricter license laws will 

reduce the number of persons seeking to enter the real estate business, 

thereby, lessening what some see as the cause of ruinous competition 

is expressed by Michael Pertschuk [24,25],- chairman of the Federal 

Trade Commission. He subscribes to the belief licensing requirements 

actually reduce competition. Pertschuk states, "Study after study has 

shown that licensing results in higher direct cost to consumers." He 

views licensing boards as instruments to adjust standards for entrants 

to protect incomes of established licensees. This creates a situation 

where higher costs do not insure higher quality. Pertschuk would prefer 

to see the elimination of licensing requirements and the substitution 

of a uniform certification program among all the states. This universal 

education and testing process is seen as a viable method of assuring 

quality without the potential for use as a manipulative force to limit 

entry of competition.

The point of concentrating on the personnel involved in the 

real estate business is to highlight the importance of measuring the 

value of the brokers service, not only in monetary terms, but also in 

quality of the service. An automatic assumption that a licensee is 

qualified to assist, whether they be a conventional or alternative 

broker, is not appropriate.

A case for rejection of the suggestion the real estate business, 

has too many participants could be built from analysis of market shares
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enjoyed by some of its competitors. Kenneth Berg [3] states, "Almost 

every study that has ever been done shows that in any significant 

market 70 to 80% or more of the business goes to maybe 15% of the 

brokers." A large San Antonio broker substantiates these findings with 

his observation of the 700 agents comprising his sales force. He 

states, " . . .  about 75% of the business is done by 20 to 25% of my 

agents."

These statistics do not support the supposition that too many 

competitors are the cause of a rigid commission structure. It would 

be more reasonable to presume the rigidity is a result of the market 

concentration observed or the apparent inefficiency of a system where 

75% or less of the market participants generate 25 percent of the 

revenues. It is uncertain what effect a reduction in the sales force 

would have upon commission. Would any savings from more efficient 

operations accrue to the consumer, or would the added industry concen

tration benefit the survivors by making additional profits available?

The MLS system is seen as partially responsible for some of the 

inefficiency in the real estate marketing system and the concommitant 

license explosion. MLS is viewed as benefiting smaller less efficient 

brokers who do not generate enough listings of their own and who sell so 

few houses they need high commissions on those sales they make to sur

vive. Forbes Magazine [3] found many large brokers would like to do 

away with MLS because they feel they subsidize small brokerage opera

tions by sharing their listings. These brokers believe the larger and
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better known a broker becomes, the less the public believes he needs 

MLS to sell a house.

The Little study perceives the MLS concept as a ?fsocially 

valuable approach to marketing real property." At the same time it 

concedes that MLS has encouraged entry of firms and individuals at a 

rate exceeding the growth in the numbers of transactions consumated.

This ease of entry permits inefficient participants to enter the mar

ket. For them to survive, a high commission rate must be maintained 

somehow. One conclusion is that this easy entry into the real estate 

industry is responsible for much of the pressure for stabilized rates 

and for higher rates.

A dominant theme of the Little study is the importance of pro

viding high quality service which justifies the fees charges. Greater 

expertise and professionalism is seen as the primary defense against 

customer dissatisfaction, government displeasure and necessary to the 

survival of the system as it exists today. It also notes the purpose 

of most regulatory change has been oriented to the issues of quality 

and efficiency in the services offered. Compatible with this are the 

economic and competitive forces at work in intermediary industries 

exerting pressure for more professionalism as consumer sophistication 

increases. Of course, an alternate approach would be to lower fees and 

give the seller a greater choice about the services and quality of these 

services he or she wished to secure.



.CHAPTER 5

ALTERNATIVE BROKERS

Ironically, it has been inflation of property values and the 

resulting prosperity of the real estate industry, commissions have 

increased over 250 percent in the past ten years, that has caused 

greater public consciousness o f ,commission rates. This awareness has 

encouraged the first serious challenge to the conventional real estate 

marketing system.

A new breed of real estate brokers is appearing to meet the 

needs of sellers desirous of saving money on the sale of their home. 

"Flat-fee" and "discount" brokers, referred to as "alternative brokers," 

are appearing with increasing regularity in communities around the 

country.

Flat-fee brokers differ from conventional brokers to the extent 

they generally charge a one-time fee payable in advance. For this flat- 

fee the broker agrees to provide pricing advice, advertising, paperwork, 

and exposure or help finding a prospective buyer. Normally, the seller 

must assume the responsibility of showing the property to interested 

prospects.

The theory behind this approach is, a house generally sells 

itself and the value added by the presence of a real estate agent at 

the showing is minimal. Many flat-fee brokers suggest conventional 

agents are no more than highly compensated chauffeurs. Discount brokers
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generally offer sellers and buyers the same services available through 

conventional brokers. A primary difference is their willingness to 

accept a reduced commission. Typical commissions range from one per

cent to five percent. The basic premise of alternative broker programs 

is any reduction in commission income will be partially off-set by 

lower costs of operation and to a greater extent by higher listing 

volume.

Alternative brokers have existed for nearly two decades, but 

until recently they have been small independents. Copying the trend in 

the conventional market where franchising of real estate firms has 

become popular, several aggressive flat-fee and discount franchises 

have expanded rapidly resulting in increased growth in the numbers of 

alternative brokers. One of the incentives for participating in a 

franchise is the idea of creating the image of credibility and strength 

from size and greater public exposure.

A Wall Street Journal article [20] cites one optimistic officer 

of a discount franchising firm as believing alternative brokers may be 

able to capture as much as 40 or 50 percent of the market over the next 

five years. Substantial gains have been reported in at least one geo

graphical area. A survey [9] conducted during January of 1980, by a 

San Francisco discount broker disclosed 29 percent of the listings were 

at a commission rate below six percent. An increase from 14 percent a 

year earlier. The previously cited Wall Street Journal article esti

mates that if flat-fee brokers were able to capture only five percent
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of the nations existing home sales market it would reduce commissions 

paid by $500 million.

The challenge of alternative brokers and the potential reduction 

in commission income has been perceived as real and serious competition 

by some conventional real estate brokers. There is some evidence to 

support allegations by alternative brokers that the response of old-line 

brokers to their presence has been harassment [6,7,8,9,11,14,20]. This 

harassment has taken the form of threats, slander, vandalism, and offi

cial sanctions by Realtor Boards against members who deviate from the 

norm. Realty groups deny association with these tactics and some groups 

in the West have cautioned members against use of these tactics.

A more important threat to the continued existence and success 

of alternative brokers may be the alleged violations by conventional 

agents of their own code of ethics, and in some instance, state laws.

It is suggested, conventional agents have attempted to persuade" clients 

of alternative brokers to break listing agreements. Often this is done 

by inferring dishonesty or incompetence on the part of the listing 

broker. Another alleged tactic utilized by conventional brokers is the 

suggestion that a seller's decision to list with an alternative broker 

will result in a boycott by other brokers. The ultimate effect of 

this action being receipt of less money for the property or the com

plete inability to sell.

Unlike some conventional brokers, the 1979 Arthur D. Little 

study [1] commissioned by the National Association of Realtors does not 

view alternative brokers as a formidable threat. It does acknowledge
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the formation of what is referred to as a "second tier" market which 

encompasses alternative brokers• Growth of this market is seen as be

ing tied to developments in telecommunications systems f such as cable 

television, but only achieving a nominal market share. Authors of the 

study believe participants in a second tier market lack economic viabil

ity. The major reason cited is that the savings involved are small, 

relative to the total amount of the transaction. They suggest, but do 

not document the idea, that the benefit to the seller will be diminished 

because the buyer will naturally begin price negotiations at a lower 

level.

A natural tendency when discussing real estate commissions is 

to concentrate on the subject as it relates to sellers. Because of its 

status as an intermediary industry, it must be assumed the buyer also 

has a role. The buyer's importance stems from his perception of the 

brokerage process as it relates to his wants and needs.

It has been stressed repeatedly that the desire to save on the 

purchase price is the prime motivation to use an alternative broker.

Is this the sole determinant in the buyers decision process or are 

other criteria important? It is incumbent upon the buyer's broker 

selection that he perceive the unbundling of services as beneficial or 

not having an effect. It is conceivable certain buyers would view the 

unbundling as a disincentive to the purchase of property through an 

alternative broker.

A study by Donald Hempel [26,27] may offer an insight to which 

buyers would not prefer unbundling. Hempel found first time buyers,
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persons new to the areas, and job transferees, were the most likely 

to use brokerage services. An inverse relationship was found in people

having previous, buying experience and familiarity of the market. This
/

confirms the author's observation that any uncertainty about the buying 

process is likely to encourage the buyers to use the services of a 

conventional broker because of a perceived need for guidance in their 

selection of a home. Alternative brokers because of less attention to 

buyers' needs may not appeal to those lacking confidence in their real 

estate skills.

If Hempel's study is correct, the buyers who under most circum

stances would use a conventional broker is great. The 650 member 

Employee Relocation Council [28] reported 35 to 49 percent of real 

estate commissions generated in 1977 were directly associated with job 

transfers. Add to this the fact that the 1980's will see a significant 

increase in the number of first time home buyers, because of demand 

created by the post war babies entering the housing market for the 

first time.

It can be generally observed that sellers have the greatest 

monetary motivation, while other factors can have priority in the 

buyer's decision. Hempel did note that 48 percent of the buyers who 

expedited their purchase decision did so to take advantage of a "good 

deal." It is logical that alternative brokers must attract buyers in 

sufficient quantities to justify their existence to the seller. The 

question is, will the allure of savings outweigh other factors in the 

buyer's decision-making process?
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Dismissal of alternative brokers as a threat may.not be 

totally based on their lack of economic viability for sellers. Opto- 

mistic estimates of future market shares cannot obscure potential 

problems confronting alternative brokers. Discount brokers, because 

of their general conformity with the existing market, should encounter 

less difficulty. Flat-fee brokers have obstacles in their path to suc

cess because of factors which limit their appeal to prospective sellers. 
\

Major' among these is the advance fee aspect of the system. It 

automatically eliminates a segment of sellers, who because of lack of 

funds, will be forced to use the conventional brokerage system which 

collects the commission at completion of the transaction. This point 

is viewed by conventional brokers with some pride. They see this as 

their guarantee of client satisfaction, since theoretically, a seller 

would be satisfied with the terms before contractually accepting them.

The advance fee also creates an element of risk. It is always 

possible the listed property will hot sell and others, for whatever 

reason, will be withdrawn from the market. In these instances the 

sellers sustain a real economic loss. It is natural that many sellers 

would be fearful of this occurrence and select a discount or convention

al broker.

Another segment of the market unable to utilize flat-fee 

brokers are those who must leave the area prior to the sale of their 

property. The flat-fee system, normally, does not provide for the 

dispatching of brokerage personnel to show prospective buyers listed
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property. To do so would destroy the cost effectiveness of unbundling 

and force higher fees.

Still another segment not interested in the services of a flat- 

fee broker are those sellers who do not desire unbundling of services. 

These persons may not feel comfortable taking 'part in the intermediary 

process or they value their personal time more highly than the economic 

benefits derived from utilization of a flat-fee broker. The authors 

of the Little report see a general increase in the value of leisure 

time as the most significant reason for sellers to continue the employ

ment of conventional brokers.

The exact market percentage the above described segments 

constitute is unknown. Success of flat-fee brokers is tied to their 

ability to generate from this restricted market the high volume of list

ings necessary for their economic survival. Failure to achieve this 

volume could force an increase in fees and a closing of the cost sav

ings gap between them and conventional brokers. As this gap closes, 

the reason for continued existence of flat-fee brokers diminishes.

An inherent handicap of the flat-fee system is the limiting of 

their services to sellers. In doing so they also limit their ability • 

to create revenues from securing buyers for other broker's listings.

It is not uncommon for a conventional broker to gain as much or more 

financially from location of the buyer as the listing broker does for 

obtaining the listing. This can be especially true when it is a buyer's 

market. In final analysis, too much attention to the seller's needs and
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insufficient attention to buyer’s may have dire consequences for

alternative brokers.



CHAPTER 6

RESEARCH METHODOLOGY

The preceding review of the development of the residential real 

estate market nationally and contemporary issues promising to affect 

its future is an appropriate prelude to the study of Tucson's market.

As in the study of the national market, an excellent point of beginning, 

is a review of the historical development and characteristics of the 

local real estate market.

History and Characteristics of the Geographical 
Market Being Studied

Origins of the local market date back to the early 1900's.

The first formal effort to organize Tucson's real estate market oc

curred shortly after the 1921 enactment of state law requiring licens

ing of persons engaged in the sale of real estate. That same year a 

local board consisting of seven members was formed. Today the local 

Board of Realtors has over 3,300 members which places it.among the top 

30 Boards nationally.

In 1951 Tucson's MLS system was created as part of the Board 

of Realtors. Membership in MLS was contingent upon membership in the 

Board until 1973 when it was separated from, the Tucson Board and estab

lished as a private corporation owned by its broker members and
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supported solely by revenues it generated. Robert Speer, the current 

Executive Director of the Board, believes this division has discouraged 

government intervention and civil litigation relating to charges of 

anti-competition practices.

Today, MLS consists of 507 broker members. Most are engaged 

primarily in the sale of single family properties. Not all brokers in

volved in the sale of homes belong to MLS, but a comparison of its mem

bership roster and real estate section of the yellow pages will dis

close a very significant majority are members. This fact and the 

degree of participation in the local Board act to highlight the dom

inance the organized elements have been able to establish in Tucson.

For whatever reasons, price competition within the market has 

been limited, with most brokers choosing currently to charge six or 

seven percent. Whether this is a natural phenomena or, as David Barry 

would be prone to suggest, a conspiracy to set prices is subject to 

speculation.

It is worthy to note the alternative brokers participating in 

this study have, like others elsewhere, complained of unfair practices 

of some local conventional brokers. Most common among these complaints 

are charges of harassment, tampering with clients, unsubstantiated 

statements about their competency, and suggestions they would take the 

fee and leave town.

These alternative brokers have also found it necessary to ad

dress the statements of others which suggest a monetary loss will 

accrue to the seller who uses their services because buyers will offer
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a lower purchase price than if a conventional broker were handling the 

sale. This belief can be found from other local sources. A good 

example of this thinking is an article by Tom Danehy in Tucson Magazine 

[29]. The article.entitled, "Bargains in Housing," states "There are a 

variety of 1For-sale-by-owner1 options available in this area. Several 

thousands of dollars can be saved by going this route." The underlying 

assumption of the article is that a buyer may be able to acquire prop

erty at a lower price when a reduced or no commission situation is asso

ciated with the sale. Even in lieu of documented empirical evidence, 

the view implied in the article would appear to have nearly universal 

appeal.

Data Collection and Sampling Procedures 

As discussed earlier, an ideal design would be to incorporate 

an examination of sale prices of by-owner transactions where no com

mission was charged, and those of both alternative brokers and conven

tional brokers. Due to problems in acquiring a representative sample 

with reliable data for the by-owner group, the study has been narrowed 

to the relation of sales prices realized through alternative as opposed 

to conventional brokers. Efforts to achieve this end began in 1978 

when contact was established with the three primary alternative brokers 

operating in the Tucson area market. Conversations with these parties 

revealed that only two of the three had information relevant to the 

question under study. As might be expected, both brokers displayed 

some hesitancy about allowing access to their sales records. This can
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be attributed to the author1s previous brokerage activities and the 

fear competitors might gain access to the information. After a period 

of personal contact, an ownership change at one firm, and continued 

assurance of academic intent, permission to inspect the necessary 

records was granted.

From discussions with the brokers and a preliminary inspection 

of the data the decision was made to use sales data for the calendar 

year 1977 as the base year for the study. The major reasons for this 

decision were the fact that it was the only full year of operation for 

the principal broker (FSBO, Inc.) in the study and it also had a suffi

cient number of sales transactions to make the results statistically 

meaningful. (The second alternative broker. Realty $295, had been a 

franchised office of FSBO, Inc. from 2/77 to 10/77 before opening under 

its new name.) In retrospect, 1977 was an ideal year for study be

cause subsequent years were characterized by rapidly inflating home 

values that would have made accurate comparison increasingly difficult.

Collectively the brokers had consummated several hundred sales 

during 1977. The sales were screened to eliminate sales of multiple 

units, homes sold by conventional brokers, and homes with highly sub

jective or unusual qualities (pools, guest houses, or special amenities) 

which would make comparison with the sale of comparable units difficult. 

The screening process revealed that the majority of sales were situated 

in moderately priced and fairly uniform subdivisions. While this 

observation is not germane to the pricing question, it does indicate 

who is likely to use an alternative broker.
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Data from the remaining sales was transferred to a form 

designed to facilitate entry of the data into a computer» •Sales price, 

date of sale, financial terms, subdivision, square footage, family room, 

numbers of bedrooms and baths were given consideration along with other 

features of the sold properties. These features included carport or 

garage, carpet, type of fence, cooling, and type of construction. To 

avoid a data bias square footages for all sales were obtained from 

assessors records.

Information about comparable sales of conventional brokers was 

compiled in the same manner from the sold properties index of MLS.

This information was made available as a result of the author's earlier 

membership in MLS. Care was exercised to assure the MLS sales were 

comparable by matching sales according to subdivision, bedrooms, and 

baths. All matched sales were approximately equivalent in terms and 

square footages. MLS sales were only used if they occurred in the month 

prior to, during, or immediately following the month in which the com

parable alternative broker sale occurred. In no instance did more than 

61 days elapse between sales. In most instances the interval was less.

Both participating alternative brokers were flat-fee organiza

tions offering sellers a choice of two plans. The first and most 

popular, according to the brokers, was a one-time non-refundable advance 

fee of $300. The second option was payment of a $110 non-refundable 

advance fee plus $500 payable at close of sale. The only variance from 

this occurred when Realty $295 opened in November 1977. It offered the 

choice between a $295 one-time fee or $115 plus $485 at closing.
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Typical commissions for conventional brokers during this period were 

six or seven percent with an occasional sale made at a higher or lower 

commission.

Services provided by the alternative brokers included a for- 

sale sign with the broker's number, a slide display of the interior and 

exterior to be shown to prospective clients in the broker's office, 

advice on pricing, preparation of sales agreements and assistance with 

financial arrangements. Limited advertising of the listed property 

was done and assistance was available for placing newspaper classified 

advertising at a reduced rate to the seller. The brokers also expended 

substantial amounts for institutional advertising and sellers could, 

for an additional fee, place -a brief description and picture of their 

home in a magazine type publication printed periodically for distribu

tion through convenience markets and other outlets.

The basic differences between the alternative and conventional 

broker was the method of showing the property (alternative brokers did 

not), the advance fee versus the wait until closed method of compensa

tion for conventional brokers, and of course, the amount of compensation. 

Assessment of the quality of service offered by the differing types of 

brokers was impossible, therefore, it must be assumed it was comparable. 

Subsequent exposure to the alternative brokers and the conventional 

brokerage community did allow observation of the quality of the alter

native broker services. In the opinion of the author, these services 

were equal to or superior to that offered by many conventional brokers.
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One element not studied was the expiration date of the varying 

brokers. The inability to determine the true length of time a property 

had been on the market resulted in the decision not to analyze this 

important consideration. No control was available to determine if a 

listing had been previously placed with an alternative broker or con

versely with conventional brokers. Failure to address this issue 

should not be construed as minimizing its importance in the choice of 

a broker. Limited observations and problems of determining sample 

validity made this aspect of the study infeasible. The recent computer

ization of MLS data may make a study of the subject possible in the 

future.

The research design described here was intended to study just 

one aspect, the relationship of sale price to the type of broker used.

It does not address the important consideration of time on the market.

It does provide a method of testing the assumption that a reduced 

commission will result in a reduced sale price.



CHAPTER 7

RESULTS

One difficulty in designing a sample is that few alternative 

brokers exist. > For the time period in question, the sales comprising 

the sample are representative of the population of sales for the firms 

involved. To the extent, the experience by these firms is representa

tive of other flat-fee brokers, these sales can be accepted as a sample 

of the population comprising all alternative brokers.

The alternative broker sample consisted of 138 sales. When 

possible an effort was made to match each sale with at least two com

parable conventional broker sales obtained from the Tucson MLS files.

In a number of instances it was not possible to identify two comparable 

sales but at least one comparable sale was used in all cases. A total 

of 269 conventional broker sales were used for matching purposes. In 

the following material the characteristics of the sample are described.

The gross sales price was distributed (Table 1). Date of sale 

was distributed (Table 2). The number of bedrooms is present in Table 

3. Table 4 presents the number and type of bathrooms. The distribution 

of square feet is given in Table 5. Carpeting characteristics are pre

sented in Table 6. Statistics concerning the existence of a family 

room are given in Table 7. The presence of a fireplace is presented 

in Table 8. In Table 9 the statistics for the size and type of carport
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Table 1. Distribution of Prices for Alternate and Conventional
Brokerage Sales

Price 
in Dollars

Alternate Conventional
Number Percentage Number Percentage

Less than 25,000 26 18.8 44 16.4

25,001 - 30,000 25 18.1 55 20.4

30,001 - 35,000 28 20.3 78 29.0

35,001 - 40,000 34 24.6 54 20.1

40,001 - 45,000 16 11.6 28 10.4

45,001 - 50,000 7 5.1 . 9 3.3
Greater than 50,000 2 1.4 1 .4

Total 138 100.0 269 100.0
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Table 2. Distribution of Date of Sale for Alternate and Conventional
Brokerage Sales

Date Alternate Conventional
Number Percentage Number Percentage

December, 1976 0 0 2 .7
January, 1977 5 3.6 11 4.1
February, 1977 7 5.1 7 2.6
March, 1977 2 1.4 17 6.3

April, 1977 6 4.3 16 5.9
May, 1977 13 9.4 31 11.5

June, 1977 15 10.9 43 16.0

July, 1977 17 12.3 19 7.1

August, 1977 19 13.8 42 15.6

September, 1977 17 12.3 29 . 10.8
October ,• 1977 13 9.4 16 5.9
November, 1977 11 8.0 23 8.6

December, 1977 13 9.0 10 3.7

January, 1978 0 0 3 1.1

Total 138 100.0 269 100.0
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Table 3. Distribution of Bedrooms for Alternate and Conventional
Brokerage Sales

Number of * Alternate Conventional
Bedrooms ------------- -— — -—   ;---- -

Number Percentage Number Percentage

2 19 13.8 35 13.0
3 87 63.0 189 70.3
4 32 23.2 45 16.7

Total 138 100.0 269 100.0

Table 4. Distribution of Bathrooms for Alternate and Conventional 
Brokerage Sales

Number and Type 
of Bathrooms

Alternate Conventional
Number Percentage Number Percentage

Single Bath 22 16.0 43 15.9
One and One-Half 
Bath 6 4.4 4 1.5

One and Three- 
Quarters Bath 108 78.1 . 222 82.6

Double Bath 2 1.5 - 0 0
Total 138 100.0 269 100.0



49
Table 5. Distribution of Square Feet for Alternate and Conventional

Brokerage Sales

Square Feet Alternate Conventional
Number Percentage Number Percentage

Less than 800 1 .7 32 11.9
801 - 1,000 20 14.5 27 10.0

1,001 - 1,200 28 20.3 49 18.2

1,201 - 1,400 30 21.7 64 23.8
1,401 - 1,600 26 18.8 53 19.7
1,601 - 1,800 14 10.1 31 11.5

1,801 - 2,000 15 10.9, 9 3.3

2,001 - 2,200 3 2.2 3 1.1
2,201 or greater 1 .7 1 .4

Total 138 100.0 269 100.0

Table 6. Distribution of Carpeting for Alternate and Conventional 
Brokerage Sales

Carpeting Alternate Conventional
Number Percentage Number Percentage

No Carpeting 
Carpeting

Total

4 2.9 11 4.1
134 97.1 258 95.9

138 100.0 269 100.0
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Table 7. Distribution of Family Room for Alternate and Conventional
Brokerage Sales

Family Room Alternate Conventional
Number Percentage Number Percentage

No Family Room 54 39.1 179 66.5
Family Room 84 60.9 90 33.5

■ Total 138 100.0 269 100.0

Table 8. Distribution of Fireplace for Alternate and Conventional 
Brokerage Sales

V
Fireplace Alternate

i
Conventional

Number Percentage Number Percentage

No Fireplace 

Fireplace

Total

98 - 71.0 186 69.1
40 29.0 83 30.9
138 100.0 269 100.0
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Table 9. Distribution of Size and Type of Carport or Garage for
Alternate and Conventional Brokerage Sales

Carport or 
Garage

Alternate Conventional
Number Percentage Number Percentage

None 18 13.0 38 14.1
Single Carport 68 49.3 147 54.6
Double Carport 49 35.5 ' 72 26.8

Single Garage 1 .7 7 2,6
Double Garage 2 .4 5 1.9

Total 138 100.0 269 100.0
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or garage are detailed. Table 10 presents statistics on the type of 

patio fence. The type of cooling is for the sample as given in Table

11. Statistics for the type of construction are presented in Table 12. 

Table 13 gives the type of financing.

The test whether a difference exists in gross sales price be

tween the sales made with the assistance of an alternative broker and 

sales made by listing with a conventional broker using Multiple Listing 

Service, a series of regression equations using variables for size and 

dummy variables for features was employed. In the material that fol

lows a description of each variable, its economic purpose and the ex

pected sign of the variable is discussed.

Price

Price is the dependent variable. Two versions of price were

used: the gross sales price and the net sales price after an adjust

ment for the estimated conventional brokerage commission. During the 

period of the sample, a typical commission for sales made through Mul

tiple Listing was seven percent of the gross sales price. Some may 

have been made at a lower rate but the variable APRICE reduces the 

sales price by seven percent for conventional sales but not for 

alternate sales.

Size

The size of a property can be measured directly by the number

of square feet. There is a potential problem, however, in that other

features may add to the value of the house. Larger houses tend to have
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Table 10. Distribution of Type of Patio Fence for Alternate and

Conventional Brokerage Sales

Type of Fence Alternate Conventional
Number Percentage Number Percentage

No Fence 21 15.2 25 9.3
Wood or Chain Link 80 58.0 152 56.5
Masonry 37 26.8 92 34.2

Total 138 100.0 269 100.0

Table 11. Distribution of Type of Cooling for Alternate and 
Conventional Brokerage Sales

Type of Cooling Alternate Conventional
Number Percentage Number Percentage

Evaporative 101 73.2 228 84.8

Refrigeration 24 17.4 39 14.5
Both JL3 __ 9o_4 _ 2  ___»J_

Total 138 100.0 269 100.0
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Table 12. Distribution of Type of Construction for Alternate and
Conventional Brokerage Sales

Type of Alternate Conventional
Construction Number Percentage Number Percentage

Burnt Adobe 14 10.1 29 10.8
Slump Block 76 55.1 106 39.4
Concrete Block 13 9.4 29 10.8

Concrete and
Stucco 5 3.6 8 3.0

Brick 26 18.8 94 34.9

Frame 4 2.9 3 1.1

Total 138 100.0 269 100.0
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Table 13. Distribution of Source of Financing for Alternate and
Conventional Brokerage Sales

Type of 
Financing

Alternate Conventional
Number Percentage Number Percentage

Cash 2 1.4 1 .4
Conventional 12 8.7 14 5.2

FHA 32 23.2 81 30.1

VA 17 12.3 56 20.8
Cash to Mortgage 72 52.2 109 40.5

COT 3 2.2 2 .7

Other 0 0 6 2.2
Total 138 100.0 269 100.0
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more features leading to the possibility that square feet and features 

may be measuring the same underlying force that influences price. To 

avoid the possibility of introducing multicolinearity the variable 

SQBED was calculated by dividing square feet by the number of bedrooms. 

Both SQFEET and SQBED were used but in different equations. Since 

price and size should be positively related, a positive sign is ex

pected for these variables.

Date

During the period of the sample, housing prices followed a gen

eral upward trend. The sequencing of the date provides a trend vari

able to compensate for the general increase in housing prices.

Measuring on. a monthly basis, however, may not be an optimal time in

terval to capture the upward movement. Price and time are expected to 

move together giving a positive sign to the variable DATE.

Bedrooms

Additional beclrooms are a feature of both larger houses and, 

frequently, more desirable houses. A problem with using the number of 

bedrooms and square feet together is that both are proxies for size.

To avoid introducing multicolinearity either the number of bedrooms or 

the square feet of the house are used in an equation to represent size 

but not both. One method for including both variables is to divide 

square feet by the .number of bedrooms to create the variable SQBED.

The anticipated sign of the BEDROOMS variable is positive.



Bathrooms

The number and type of bathrooms increases with the size and 

desirability of a house. Like the variable bedrooms, the bathrooms 

measure is a proxy for size. Consequently, it is not used with either 

SQFEET or SQBED. A positive sign is expected for this variable.

Carpeting

Of the total sample only four homes sold with the aid of an 

alternative broker and eleven homes listed and sold through a conven

tional broker did not have carpeting. Given the small number of homes 

with no carpeting, this variable was dropped from further consideration

Family Room

Designing homes to contain a family room is a popular style and 

may enhance the value of a house. A family room may result from a dif

ferent utilization of space or can represent a feature incorporated in

to a standard floor plan. - The presence of a family room is a value 

adding feature making the expected sign of the variable FAMILY positive

Fireplace

A fireplace is an extra cost option in many subdivisions and is 

generally considered to add to the value of a house. It does not take 

a significant amount of space, but is more common in larger homes than 

in smaller homes. There are some negative aspects in that a fireplace 

tends to limit the possible arrangement of furniture in the room where 

it is located, can create significant problems to the heating system,
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and is not universally desired by all potential purchasers. Due to 

its indeterminate nature, this feature was not included in the current 

set of equations.

Carport

The presence of a garage or carport does not add to the square 

footage of a house, but is a large and significant factor in establish

ing price in most parts of the United States. In general, the higher 

the price of a house, the more likely it is to have a garage.rather 

than a carport and be a multiple car unit. For purposes of the set of 

equations estimated here a value of zero was assigned to the dummy vari

able if a house had a carport and a value of one if a garage was pres

ent. The expected value of the variable CARPORT is positive.

Patio Fence

Like a carport or garage, a patio fence is a value adding fea

ture that does not add to the size of a house. It is common, however, 

for larger houses in higher priced neighborhoods to have a masonry 

fence. In the current set of equations, the variable PATIOFEN was as

signed a value of one if a house had a masonry patio fence, and a value 

of zero otherwise. The expected sign of the variable is positive.

Cooling

With the climate in Tucson, it should not be surprising to find 

that all homes in the sample had some type of cooling. Refrigerated 

air conditioning is usually considered more comfortable but has the
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disadvantage of higher operating costs. To many people evaporative 

cooling is satisfactory except for those times of the year when the 

humidity increases. It is increasingly common to find houses with both 

types of units. Values of one were assigned to the variable COOLING if 

a house had refrigeration or both types of units and a value of zero if 

the house had evaporative cooling. Given the greater comfort of re

frigerated air conditioning, a positive sign is expected for the vari

able.

Financing

! A major distinction among the types of financing encountered in

the sample is between the government sponsored FHA and VA programs and 

other means of financing. Despite their historical attempts to make 

housing more accessible through improvements in mortgage markets, these 

programs forbid the seller from absorbing the points involved in financ

ing the mortgage directly. To achieve the same net after financing 

charges, a seller must receive a higher sales price on an FHA or VA 

mortgage if he or she is assessed any points. Other things equal the 

presence of one of these should have a negative impact on the value of 

a house. If FHA or VA financing was used, the variable FINANCE was as

signed a value of one and a value of zero for all other cases. A nega

tive sign is expected.

Type of Broker

The dummy variable REALTOR was assigned a value of one for 

sales made by conventional brokers and a value of zero for the alternate
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broker. While the word Realtor is a registered trade name commonly 

associated with all real estate brokers, it is possible some of the 

sales in the conventional broker sample were transacted by brokers not 

entitled to the designation. This is the key variable in the study.

If, as is sometimes asserted, sales made with the aid of alternate 

brokers result in lower gross sales prices before commissions, the sign 

of this variable should be positive and statistically significant.

Should the variable not be significant, the interpretation would be 

that no difference in gross sales price exists when other factors are 

properly accounted for. After commissions are deducted, the seller list

ing with a conventional broker would be worse off by the amount of the 

broker's commission.

Another formulation is to adjust the formulation of the equa

tions using the variable APRICE which was defined earlier. With this 

adjustment in the dependent variable, the variable REALTOR should not 

be significant if a sale through a conventional broker brings enough of 

an increase to offset the commission. A negative sign would indicate 

that the gross sales price is not high enough to offset the commission. 

The coefficient represents the amount of unrecovered commission if it 

is negative. There is no expectation for the sign of this variable as 

it is not expected to be significant if the assertion of a gross sales 

price differential is correct.

The statistics summarizing the values of these variables are 

given in Table 14.
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Table 14. Mean and Standard Deviation of Variables from Sample of 
Alternate and Conventional Brokerage Sales

Variable Mean Standard Deviation

Price $ 33,330.24 7,026.25
Date 8.06 2. 93
Sq. Bed 444.27 90.38
Carport 1.25 .75
Patiofen 2.10 . 86
Cooling 1.34 .74

Finance 3.08 1.11
Realtor .64 00

A Price 31,844.67 6,907.41

Sq. Feet 1,356.81 ' 314.29

Bedrooms 3.08 .55

Baths . 1.63 .27

Family .45 .50
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A matrix of correlation coefficients provides additional

y
insights into the empirical relation between the variables. The corre

lation coefficients between the variables used with this sample is pre

sented in Table 15. Examination of the coefficients does not reveal 

strong evidence of colinearity except for certain measures of size and 

features. This relation was anticipated and is discussed earlier. One 

interesting observation is the relation between date and the other vari

ables.

Two dependent variables for price were used in the equations 

presented here. Three types of equations were estimated. An equation 

relating price to date, square feet, and certain non-size features. A 

second equation relating price to date, the SQBED transformed variable, 

and the non-size features. The third relates price to date and fea

tures. In all equations the dummy variable for type of broker was in

cluded. Tables 16 and 17 present these regression equations.

In the set of equations using gross sales price as the depen

dent variable, all of the variables have the expected sign except for 

the variable DATE which is negative. As the standard error is greater 

than the coefficient, the sign of the variable is not significant in 

interpreting the equation. The use of SQFEET in equation 2 results in 

a larger percent of the variance than SQBED does in equation 1. The 

major difference between equations 2 and 3 is that size is entered di

rectly in equation 2 while features related to size are entered in 

equation 3 rather than a direct measure of size. Equation 2 explains 

a higher proportion of the variance but does not capture certain



Table 15. Matrix of Correlation Coefficients for Alternate and Conventional Brokerage Sales

Sq.
Variable Price Date Bed

Car
port

Patio
Fence

Cool
ing

Real- 
Finance tor

Sq.
Aprice Feet

Bed
rooms Baths

Date -.07
Sq. Bed .54 .02
Carport .40 — . 08 .20
Patio

fen .16 —. 10 .10 .03
Cooling .25 -.11 .19 .12 -.01
Finance -.105 -.06 -.05 .09 -.16 .05
Realtor -.03 -.12 -.06 -.03 .12 -.12 —. 02
Aprice .99 -.05 .54 .39 .13 .27 -.05 -.20
Sq. feet .84 -.14 .67 .29 .12 .18 -.01 -.06 .84
Bedrooms .45 -.20 -.27 .15 .05 .01 .05 -.01 .45 .52
Baths .52 -.12 .07 .17 .10 .09 .03 .01 .50 .51 .58
Family .39 -.11 .35 .18 .02 .10 .07 —. 26 .41 .44 .15 .21

00



Table 16. Regression Equations for Gross Sales Price Alternate and Conventional Brokerage Sales

Equation 1 Equation 2 Equation 3

Variable Coefficient
Significant 
at a of Coefficient

Significant 
at a of ' Coefficient

Significant 
at a of

DATE -81.07
(97.09)

.404 169.05
-(63.44)

.008 221.22
(91.59)

.016

SQBED 34.83
(3.23)

0

SQFEET 17.50
(.6196)

0

CARPORT 2714.83
(383.64)

0 1498.90
(253.47)

0 2411.56
(353.11)

0

PATIOFEN 773.15
(332.25)

.021 408.90
(216.39)

0 767.84
(305.83)

.012

COOLING 1258.16
(389.32)

.001 977.87
(252.13)

0 1839.31
(355.43)

0

FINANCE -307.77
(257.99)

.234 -308.26
(166.41)

.065 -639.11
(236.25)

.007

BEDROOMS 2932.84
(580.11)

0

BATHS 7134.92
(1195.57)

0



Table 16»— Continued

Equation 1 Equation 2 Equation 3

Significant Significant Significant
Variable Coefficient at a of Coefficient at a of Coefficient at a of

FAMILY 3695.83
(557.53)

0

REALTOR Did not enter 504.53
(385,61)

.192 931.48
(568.10)

.102

Constant 12745.78 0 
(2012.90)

4810.29
(1322.62)

0 3489.91
(2307.98)

.131

R2 .41 .76 .51
R2 .40 .75 .50
F for
Equation 43.34 163.24 38.64

(Ti
in



Table 17. Regression Equations for Adjusted Sales Price Alternate and Conventional Broker Sales

Equation 1 Equation 2 Equation 3

Variable Coefficient
Significant 
at a of Coefficient

Significant 
at a of Coefficient

Significant 
at a of

DATE -76.54
(94.44)

.418 163.04
(61.37)

.008 213.55
(88.35)

.016

SQBED 33.38
(3.12)

0

SQFEET 16.80 
(.5994)

0

CARPORT 2643.59
(370.43)

0 1473.67
(245.19) 0

2352.14
(340.62)

0

PATIOFEN 743.65
(322.71)

.022 393.87
(209.32)

.061 740.68
(295.01)

.012

COOLING 1240.24 
. (378.72)

.001 967.34
(243.90)

0 1797.28
(342.86)

0

FINANCE -312.62
(249.04)

. 210 -312.73
(160.97)

.053 -620.79
(227.89)

.006

BEDROOMS 2849.19
(559.60)

0

BATHS 6785.68
(1153.28)

0



Table 17.— Continued

Equation 1 Equation 2 Equation 3

Variable
Significant 

Coefficient at a of
Significant 

Coefficient at a of
Significant 

Coefficient at a of

FAMILY

REALTOR

Constant

R
R2
F for
Equation

-2309.33
(575.46)

13536.16
(2010.89)

.43

.42

40.64

-1849.39
(373.01)
5908.27
(1279.42)

.76

.76

170.34

3538.56
(537.81)

-1441.27
(548.01)
4644.77
(2226.35)

.53

.52

41.55

.009

.038



features that may add to the value of the house without increasing the 

square footage. These features are incorporated into equation 3 but by 

themselves do not explain as much of the variance. One interesting as

pect is the reduction in size of the constant in equation 3. This 

would suggest that some of the unexplained variance impounded in the 

constant for equation 2 is related to the features in equation 3. The 

problem of missing variables could be reduced by introducing the fea

ture variables in equation 3. Unfortunately these variables are size 

related (this can be seen by examining the correlation coefficient 

matrix in Table 15) and multicolinearity would be increased. In the 

interest of maintaining the integrity of the regression coefficients, 

the feature variables from equation 3 were not added to equation 2.

The important finding for testing the maintained hypothesis is 

that REALTOR variable was not significant. The interpretation is that 

listing with a conventional broker did not result in a higher or lower 

sales price than selling with the assistance of an alternate broker.

When the adjusted sales price is substituted for the gross 

sales price, the coefficients remain essentially unchanged except for 

the REALTOR variable. The variable becomes negative and significant 

indicating that listing with a conventional broker reduces the sales 

price. From the size of the negative coefficient, it would appear that 

the reduction in net sales price is approximately the same as the brok

erage commission. Although the sets of equations test the question in 

slightly different ways, the outcome is consistent: in this sample



listing with a conventional broker did not result in a higher gross 

sales price than using an alternative broker; it did result in a lower ' 

net sales price.



CHAPTER 8

CONCLUSIONS

A review of literature examining the residential real estate 

market discloses several presumptions commonly made by market observers 

and practitioners. Major among these is that a reduction in the com

mission or fee charged by a broker will also result in a reduction in 

the gross sales price. Ancillary to this is the perception this rela

tionship is caused by the buyer. It is suggested buyers who choose an 

alternative method, which employes a reduced fee or commission, do so 

in anticipation of sharing the inherent savings to the seller. Simply 

stated they are expecting a reduced gross sale price.

The major conclusion to be drawn from the foregoing study is 

sellers who employed the services of a reduced fee broker, in this 

sample, received a gross sale price that was not statistically differ

ent from those who employed a conventional broker. For the sellers who 

chose the alternate method this meant they received a higher net sale 

price. The implication to be drawn from this, assuming all other fac- 

tores to be equal, is these sellers received more money from the sale 

than those sellers utilizing conventional brokers.

It can also be concluded, buyers who utilized alternative brok

ers did not share the benefit df the reduced commission. Buyers in the 

same regard did not pay more than if they had used the services of a

70
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conventional broker. Still unknown and necessary to a full understand

ing of the purchaser's role in the buying process is the validity of 

the assumption that buyers are looking for bargains when they use al

ternative purchase methods. Did the buyers in the study believe the 

use of the participating flat-fee brokers benefited them? If this was 

the case, would knowledge that they receive no direct benefit deter 

them from using alternative brokers and thereby destroy their effec

tiveness? The answer to this question while not central to the objec

tives of this study is crucial to the future marketing philosophies of 

both conventional and alternative brokers.

A conclusion can be drawn about the effectiveness pf an alter

native system as a rival form of MLS. The study shows a form of MLS 

created for the convenience of sellers wishing to save a commission can 

obtain nearly the same gross sale price as the MLS established for the 

benefit of sellers represented by conventional brokers.

The final conclusion to be drawn from the study relates to 

financing. Some weak evidence is observed from the results that sales 

employing FHA and VA financing (government backed) had higher gross 

sale prices than sales where other types of financing were utilized.

A natural inclination is to assume the higher cost often associated 

with this type of financing is the cause for this relationship. In 

the author's experience there is, depending upon market conditions, 

another possible cause. Often if the seller has indicated a willing

ness to accept transactions involving government backed financing the 

buyer will reduce his offer by an amount approximating the added cost
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of FHA and VA financing. Unclear in this scenario is the exact cause 

of the higher gross sale price. Is it a reflection of higher cost on 

government backed transactions, the reduction sought by buyers, or a 

combination of the two. Further examination of factors influencing 

money markets during the period and a survey of buyers motivations lead

ing to their purchase offer would be essential to establishing a firm 

conclusion.

An additional conclusion,to be drawn from the literature is a 

general concensus [3,4,6,7,8,9,11,12,14,17,30,31,32,33] that MLS is 

at least partially responsible for the price rigidity in brokerage fees 

observed in the conventional real estate brokerage system. ’ Open to 

speculation is the cause of the rigidity within the MLS system itself.

Is it a historical carry over from the days when written fixed commis

sions were legal and the standard policy of the NAR members or is it a 

conspiracy of the conventional real estate community?

In summary, the objective of this thesis was to determine the 

effect of a reduced commission on the gross sale price. The result ob

served here is that contrary to conventional wisdom a reduction in com

mission does not result in a reduced sale price.
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