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Real Estate Commissions — A Flawed and
Outdated System?

By Dan Pinson, Designated Broker

This issue I offer a proposition that would turn the real estate
business upside down because our current system of how we as
agents and brokers get paid is flawed and outdated.

It’s not easily understood, communicated, nor transparent to the
consumer. It certainly doesn’t help us with the public perception
of a flashy agent in a luxury car receiving fat commission checks.
It’s no wonder we’re rated near the bottom on the trust scale,
along with attorneys and used car salesmen (my apologies to you
attorneys and car salesmen out there).

We need to move from a selling to a consulting paradigm like
other professional service providers. As the Borg said in Star
Trek, “resistance is futile.” We’d better start changing with the
times else we become extinct, or worse yet, irrelevant!

A Brief History of Real Estate Representation

Our current real estate sales system dates back to the late 19™
century. From its beginnings, selling real estate was like selling
anything else — get the highest price possible and buyer beware.
There was no disclosure and no agency, and therefore, no
fiduciary responsibility.

In 1908, states began licensing real estate salespeople and there
was little change in our business until the 1980°s, when
salespeople began having to disclose things like building defects
and environmental issues.

By the 1990’s, we began offering buyer representation
(“Agency”). Unfortunately, our new responsibilities coupled with
an antiquated business model, created conflict in our system and
in the consumer’s mind.

“When we are no longer able to change a situation,

we are challenged to change ourselves.”
~Victor Frankl




Anyone Can Be Licensed

Nearly anyone can obtain their real estate salesperson (agent)
license. Attend some classes (90 hours in Arizona) and pass a
State test. Want to be a broker? Acquire three years of
experience, attend another 90 hours and pass a second State test.
By the way, both tests have a passing score of only 70%!

Would you hire an attorney or CPA with this level of training?
Not if you knew it! Then why would consumers trust their largest
financial transaction to someone woefully undertrained and
motivated by a commission that increases as you spend more?

Agency — The “Who Represents Whom” of Real Estate

Agency is one of the most misunderstood parts of the real estate
business. Simply put, agency is “who represents whom.” It means
we have a fiduciary duty to protect the interests of our client. For
a more detailed description of Agency, visit my Blog.

The question is how can we adequately represent a client’s
fiduciary interest when we still operate with a commission-only
paradigm? Regrettably, while real estate law, technology, and the
consumer changed with the times, our business hasn’t.

Functionary vs. Fiduciary

Most consumers have little idea about everything we do. They
often can’t distinguish between functionary and fiduciary tasks.
While most functionary tasks can be accomplished by just about
anyone, it’s the fiduciary tasks where we’re really needed.

Functionary tasks include entering listing data into the MLS or
creating a property flyer. Fiduciary tasks include negotiating a
transaction, performing a market analysis or scouting properties.

While you may not need all the functionary tasks we perform,
most consumers need an agent for the fiduciary tasks — those that
help them use their money wisely and minimize liability.

An Inherent Conflict

Here’s the rub — there’s an inherent conflict in our system. We’re
limited to contingent-on-an-outcome compensation. If we want to
pay our bills, we need to move the product as quickly and for as
much money as possible.

On the other hand, we’re required to provide fiduciary counsel
that is in the best interest of our client even if it goes against our
own. No amount of “ethics training” will take away this basic
conflict. It’s inherently wrong, but it’s the system we have and
over a million REALTORS® nationwide go along with it. And
our labor union, um, I mean “trade organization”, the National
Association of REALTORS® (NAR) continues to promote the
same old business model and protectionist practices.

“It is not necessary to change. Survival is not mandatory.”
~W. Edwards Deming




Gatekeepers of Information vs. Interpreters of Information

In the old days (pre-Internet), agents were the gatekeeper of the
data. As a buyer, you had to use a real estate agent in order to
have access to properties listed in the printed MLS books. It was
difficult to buy a home without an agent and these books.

Today, real estate information is everywhere. Anyone with an
internet connection is suddenly a real estate expert. Or at least
they think they are. Here’s my main point — anyone can get the
information, but few know how to interpret the information!

FREE Everything!

Free everything is our mantra - “Free Comparative Market
Analysis”, “Free Reports”, and the list goes on. Free stuff is
worth exactly that — nothing. It’s either shoddily done and the
consumer gets something of no value, or the great agent does a
great job and unfortunately doesn’t get paid. A certain amount of
this is our marketing, but regardless, we cost-shift these “free”
services with the commissions we earn. Why should the
commission you paid offset the freebie someone else received?

What’s The Solution?

® Raise the bar to entry into our profession. Will it happen? Not
until individual States strengthen licensing laws. And not until
the National Association of REALTORS® (NAR) emphasizes
the quality of representation over a body count of dues-paying
members. My proposals would likely shrink NAR’s
enrollment and they’re not going to like that!

o Expand consumer choice. Consumers should be able to
choose from a pay-per-hour, fixed price, basket of services, or
commission models. Each model should be easily
communicated to and understood by the consumer. I imagine
most consumers will still use the commission model, as it’s
the lowest risk method for them — pay nothing until something
sells. But the point is offering choice.

e Place value on what we do. If we don’t, who will?

In the next issue, I’ll discuss my new business model. I’1l still
offer the standard commission model, but you’ll also be able to
hire me for the myriad of fiduciary and functionary tasks that
buying and selling real estate entails, while choosing how you
want to pay for the services. Most importantly, I’ll present my
case for why you should hire me using my new model.

You REALTORS® out there reading this can start hating me
now. Maybe I’ll be out of business soon because no one wants
my business model. Or maybe I’ll make more money while
offering my clients more choices, representing their interests
without conflict, and saving them money. I want to know what
you think. Head over to InternationalRealtyPartners.com/blog and
tell me what’s on your mind. — DP




This Issue’s Outrage

Thought the banks couldn’t get any sleazier? This issue’s outrage
will make your blood boil.

http://www.brokeragentsocial.com/article/1233/the-bankster-039-
s-latest-tricks

Big Changes Coming To Home Loans

The US Department of Housing and Urban Development (HUD)
has announced potential changes to FHA loan limits beginning
October 1, 2011. The limits for Maricopa County are currently at
$346,250. The new limit would be $271,050. Here’s the full 23-
page text of the proposed changes:

http://portal.hud.gov/hudportal/documents/huddoc?id=thaloanlm
hera.pdf

We’ll keep you updated on these changes in our next newsletter.

Metro Phoenix Market Data

(from ARMLS as of 6/1/2011):
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“It is not necessary to change. Survival is not mandatory.”
~W. Edwards Deming




Days On Market
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