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Real estate brokerages are frequently touted by past
users as being "good" or "bad" for reasons often due
to service and communication or a lack of them.
Although these factors make the process ol buying
and selling in the real estate markets more enjoyable
or endurable, the ultimate measure of a real estate
broker's worth would seem to be the brokerage's
effect on the selling price of the subject propeny.

lf brokerage X obtains a better selling price than
brokerage Y, then brokerage X would be "good"
while brokerage Y would be "bad." lf neither bro-
kerage positively a{{eas the selling price, then selec-
tion must be based on other factors. lf there are no
other significant factors, then a brokerage may be
chosen at random.

Standard Measures Ol Brokerage Success

A brokerage may be extremely successful and obtain
many listings and sell many properties without hav-
ing a positive effect on selling price. The characteris-
tics of successful brokerages and brokers mention
nothing about selling price effects. A study by Lynn
N. Woodward concludes that the more desire the
major broker has to succeed, the more successful is
the brokerage officel, success being measured in
terms of the number of sales and listings. Other tru-
isms concerning sales success from the National
Association of Realtors include:
'1. Organizing one's work, accepting new ideas
and methods, making decisions based on all the
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facts, keeping current, establishing an area of ex-
pertise, doing follow-up work, keeping current with
respect to the finance market and joining relevant
associations.z

2. Having a "money personality," that is, the desire
to Bet ahead.r

3. Controlling one's emotions, employees and
inlormation.'

4. Effectively planning, establishing priorities, keep-
ing a good perspective, being punctual, being per-
ceptive, having poise, avoiding procrastination,
being prepared, adhering to one's own principles
and leaving time {or play.:

5. Establishing a good follow-up program.6

6. Having a good self-image.7

7. Effectively communicating.6

8. Recognizing the trade-off between a good office
location and the expenses involved, belonging to
professional societies and having an adequate refer-
ence library.e

None of these suggestions includes selling price or
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Table 5 shows the debt service on the acquisition
loan including interest and principal with accel-
eration. The resulting cash flow is available to the
developer and participatint lender on a 50-50 basis in
this instance. The lender's cash flow from operations,
as well as the net cash flow from the development
loan and the acquisition loan are then totalled to
give the lender's total cash flow for the project. At
the bottom of Table 5 is the lender's original invest-
ment, total dollar return, and internal rate ol return
based on the original investment. Next to this is
the developer's original investment, which in this
case was zero, and the total dollar return over the
period of the pro.iection.

ln Table 5 there are no negative cash flows. The
computer has been programmed to spread the cash
flows over the project period so that the developer
will not have to come up with any money. The proj-
ect is financed completely by the participating lender
who, in turn, has leveraged his position by selling off

ln this exercise the internal rate of return is that rate
which discounts the total returns of the four years to
equal the original investment of t4,343,26. lt is that
discount rate that equates the presenl value of the
benefits to the present value of the capital outlays. As
indicated in Table 5, the participating lender has an
internal rate of return on his "upfront" investment of

$10,879,429

two-thirds of the acquisition and development loans.
The computations indicate that the participating
lender has an initial "upfront" investment of one-
third the value of the underlying land amounting to
t4,y3,776. The computed cash flows projected for
the lender on an annual basis are:

Yea r 'l
Yeat 2
Year 3
Year 4

$ 30,493
3,369,362
4,492,205
2,yr7 )69
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other brokerage user - that is, consumer - refer-
ences that would seem imporlant, such as selling
time for the subiect property.

Selling Price As Eflectiveness factor
Because selling price is a major concern of real prop-
erty sellers, this study will focus on it as the determi-
nant of brokerage desirability. To test the effect of
brokers on the selling price of real property, a multi-
ple regression modelwill be used. Listing brokers will
be tested separately from selling brokers. Listing
practices may also affect the ultimate selling price.
The specif ic models are as follows:

TABI.E 
,I

Regression Results With Listing Broker

Variables Coefficient Standard-Error t-stalistic

Table 2 is the computer printout of the data gatherd
on the handwritten input sheet; it includes the value
of the property.

Table 3 is an annualized pro {orma estimate of cash
sources, cash requirements, and development loan
repayment schedule. tinal line shows the cash llow
remaining before debt service on the acquisition
loan and after debt service on the development loan.

ln Table 4 the property value is computed as follows:

the cash flows shown in Table 3 (after deduaing the
profit that is computed as a percentage of sales) are
each discounted at the developer's desired rate ol
return on investment and totalled to give an indica-
tion of the present worth of the residual cash flows.
This figure is divided by the total of the percentage of
value that has been repaid on the acquisition loan,
including principal and interesl, also discounted at
the developer's desired rate of return on investment.
The resulting figure represents the value of the
property.
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TABTE 4
Repayment of Acquisition Loan and

Computation of Value
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where SP = Selling price in dollars
PCI = Potential gross income

in dollars
TOM = Time on the market in days
LB = A vector o{ dummy

variables indicating the
listing broker

58 = A vector of dummy
variables indicating the
selling broker

The data used with lhese models consists of 355 mul-
tifamily residential sales within the city limits of Chi-
cago between 2Q76 and 1Q78. Observations are
from a contiguous area north of Madison Avenue.
The data was obtained via MLS listings and results
rePorts.

Because the properties are income-producing, that
is, rentals, gross income was included as an indepen-
dent variable. An income proiection is a maior
determinant of investor motivation. Time on the
market (TOM) was also included because of the
trade-ofl between time and price often envisioned in
financial literature.

Sludy Results
Table 1 contains the regression results for 25 listing
brokers. Potential gross income (PGl) and TOM are
significant at the 99 percent level of confidence. PGI
has a positive sign while TOM has a neBative sign.
The TOM coeff icient indicates a 9,16 loss in selling
price for each day the property is on the market.

The sign for listing brokers is negative in 13 cases and
positive in 11 cases. A negative sign indicates the list-
ing broker negatively influenced the selling price,
relative to listing broker number 25 (1825). However,
only eight of the coefficients for listing brokers are
significant at the m percent or better level of confi-
dence. Four are positive and four are negative, that
is, four brokerages positively affected the selling
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price while four negatively affected it. The other 16
had no significant ef{ea either way on 1825.

Table 2 contains the regression results for 25 selling
brokers. Fifteen of the coe{{icients {or the selling
brokers are negative while only nine are positive.
However, only nine selling broker coefficients are
significant at the 90 percent or better level of confi-
dence. Of these nine, six are negative and three are
positive, that is, out ol 25 selling brokers on 355
properties, 15 did not aflect significantly the selling
price, six negatively affected the selling price and
only three positively affected the selling price rela-
tive to sellinB broker number 25 (5825).

Six of the subject brokerages had significant results at
the 90 percent or better level of conlidence for both
their listing and selling functions. Four of the six neg-
atively affected the selling price and only two bro-
kerages positively affected the selling price for both
their listing and selling functions.
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TABTE 2
Regression Results With Selling Broker

Variables Coefficient Standerd-Eror t-statbtic

Brokerages having neither a signi{icant negative nor
positive effect would be considered neutral.

Results indicate that more than half the brokerages
studied do not have any signilicant effect on the
selling price. Of those that do have a significant
effect, about half have a negative effed. Results also
indicate that both a "good" broker and a "bad"
broker are hard to find. The probability implied is

approximately .75 of either a "good" or a "neutral"
brokerage.

Further research should perhaps concentrate on how
to identify " good," "bad" and "neutral" brokerages
before the sales transaction is completed. This would
enable the consumer of brokerage services to make
the best choice and also encourage "bad" broker-
ages to go out of business because of a lack of
customers.

NOTES
1. l-ynn N. Woodward, "A Cause of Erokerage Failure," Real

Estate Today lMay /tune 19761, 12-15.
2. "Brains(orms for Salespeople," Rea, filale loday (Autust

1978|,57.
3. "Erainstorms for Salespeople," Rea, fstate Ioday (May

1980),6G61.
4. "Brainstorms for Salespeople," Real fJtate foday \tuly

1980),71.
5. "Erainstorms for SalBpeople," Rea, frtate loday (S€ptember

1S0),75.
5. "Erainstorms lor Salespeople," Real frtate loday (April

19€o),7G71.
7- "Erainstorms for Salespeople," Re., frtate Ioday (Oclober

1960), 54.
8. "Brainstorms for Salespeople," Reai ferale lod"y (february

1980),58.
9. Harry C. Alkinson and Percy E. Wa8ner, Modern Real tstate

Practice (Homewood, lllinois, Dow lon6-lrwin, lnc., 1974),6974.

EIEI.IOGRAPHY

1. trederick E. Case, Rea, Estate Brckerege, Englewood Cliffs,
New Jersey, Prentice-Hall, 1!)65.

2. Donald w. Hackett and John R. Darlint, "A Comparison of
Consumer and Reahor Anitudes Retardint Consumer lssues
Afleding the Housint lndustry," ARtUtA lournal, Vol. 4, No. 2
(tall 1975),91-99.

3. Howard R. Watrous, "An Analysis ol rhe Causes of Small Busi-
ness Discontinuancea: Real Estate ErokeraSe tailu1e5 in the Slate
of Oreton," PhD dissertation, Columbus, Ohio, The Ohio Slate
University, 1969.

PRt-tF lf ('.l r:rF araLEs )

OEVELOPMEI'TT LOAN REPAYIIEIJT AI:,{,ELERATIUN RATE

r'EVELOPI.IENT LOAN INTERE:iT RA TE

ACEUISITION LOAN TO VALUE RATIN

ACAUISI TIOI'I LOAN REPAYI'ENT ACCELERATION RATE

AL]OLIISITJON LOAN II'ITEREST RATE

RETLIRII ON EOUI TY

VALUE/PR I CE

DEVELOPER'S Z OF OPERATINIi [AsH FLOT.I

PARTICIPATIN6 LENDER,S Z OF I:'PERATING CA:iH FLN!.J

PARTICIPATII/G LENI'ER'S Z LIF t'EvELtPHE T LOAN

PARTICIPATII'IO LENDER'5 Z OF AL:OUISJTJON LOAN

THIRD PARTY INVESTOR'S DEVELOPI'IE|IT LOAN INTEREST RATE

TIIIRN PARTY INVESTL1R,S AI,dUISITIOI./ LoAt/ INTEREi.iT RATE

ON€ UNIT = I RESIOENTIAL LOT

It.:tL)4.!iZ
t t))'.

I t7.

I OOZ

toz
tiz

at:r,otl,-r4:
StiZ

aatz

:ri. 33-r37,

t41.

PGI
TOM
sB1
sB2
583
s84
sBs
s85
sB7
s88
s89
5810
sB11
s812
s813
sB14
s815
5816
s817
sB18
sB19
sB20
sB21
sB22
sB23
sB24
F2
n
t

Standard Error
of Retression

4.572
-58.412

-7,195.960
- 1 ',l ,980.7,t0
21,898.370
-5,664.951
6,417.394

-20,032.160
9,680.444

-17,W.7@
3,085.8!t6

-'l 1 ,771 .080
-9,579.828

-10,119.980
10,951.790

-13,478.550
6,328.1n
2,080.505

-13,n2.9N
-7,297.W
5,324.391

-2 r,318.840
-3,302.326
-6,974.324

-"t2,442.sfi
19,868.340

.761
366.
45.820

.144
25.16

12,8m.880
12/66.2%
8,758.y7
7,955.fi4

11,408.634
9,155.89(i
3,744.ffi
5,626.6{}
6,972.242
9,903.010

10,349.378
9,354.758

13.468.350
6,961.988

10,543.842
8,109.709

12,413.W
4,756.217
7,740.970
5,984.251
5,242.W

11,101.231
5,900.824
9,559.126

31.5701
2.3311

.561

.961
2.5001

.712

.562
2.1885
2.588t
3.125t

.443
1.184
.926

't.082

.813
1.9359

.600

.257
'1.08r
'1.534.

.688
3.5621

.630

.628
2.1095
2.078t

TABI-E 3
:,']'URCES I]F L'ASH

IA..iH REI:.II.I I REMEI.]TS, L''PERAT I L]NS

'-AiH FLI:tt,.J EEFCIRE
DEBT SERVI']E

TIEVEL':'PHENT LOAN REPAYIlENT.-TIHEOULE

YEAR 1

:, 7E-rr:),5et.

YEAR: YEAR f, YEAR 4 II]TAL
27 ,315.710

N.IXBER OF I-IN J T!, ::DLtI
AVERAI'E PRI[E PER U}I!T
I N[ LitlE FRr-J|.1 l-rNlT 'iALEs
PERCENTALiE I'F T':'TAL INCL]I'IE
DEVELOPITENT LOAN AT,VANL:E

TOTAL CASH AVAILAALE

I l7
5l .7 ' 5(:)'.1

L4, ?L7,1t)\)
J4. u:J;,.

4, :<lFi, ai!2

11,1.41,,:)(j!:r
:/:..64i

;i il

4i,777,=lii
L4,e44, t:t711

-:,.)8o,596 tr,Zet,ti!t2 :o,Ell,3.rri 15,634,56: ae,727,-!7t)

.Sitnificanl al lhe 90 percenl level of confidence
9Significant ar rhe 95 percent level of confidence
isignificanl at the 99 percent level ol confidence

Conclusions
Twenty-five brokers and 365 income property trans-
actions were used to test brokerage effects on selling
price. Selling price was used as a quantitative proxy
of "good" versus "bad," where a "good" brokerage
would positively affect the selling price while a "bad"
brokerage would negatively affect the selling price.
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