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ABSTRACT .

Nt - ' : o
L

The object1ve of th1s dlssertatlon has been to undertake a-
comprehen51ve theoretlcal and emp1r1cal analy51s of the .

|

state of competltlon in a typlcal.Canadlan real estate
brokerage industry. This’ 1ndustry prov1des agency services
to homeowners and potential buyers. Among many 1nterest1ng
features_of the industry (eg. informational advantages of
the MLS (Multiple Listing'seryice)),iOne which deserves
special attention is the temporal stability of &rokeﬁage
commission raﬁes in spite of cyc;icai and long-lerm changes
occuring in the upstream housing'market and the|recent
extension of combines - laws. An explr/at4eﬁwcf‘fhls and other
related phenomena (eg. non-price rivalry) is sought“wlthln
competing models.

'The marn focus of the study is thus to determine how
,and to what extent the brokerage 1ndustry conforms to a:
model of colLu51on rather than competltlon.'The collu51ve
‘version of the model prov1des richer 1n51ghts into such
phenomenon as prlce stablllty, prige d1scr1m1nat10n,v f'
_excessive non—prlce rrvalryz and cont1nu1ng,h1gh'rates of
: entry in splte of excess capac1ty It is argUea that
ollgopol1st1c coordlnatlon is readlly ach1eved and
maintained (1n splte of a large number of flrms, easy entry,.

v'and excess capac1ty) by the successful use of the-

institutiopal arrangements 1nherent in and, var1ous_

restrlctlve practlces associated’ w1th the MLS. Rec

. -

ltheyrolelof*the latter‘factors, this stuay'also‘Seeks to



. N i

determine ' the effettiVeness of the extension in71976 of the

’
.Comblnes Investlgatlon Act to this (and other servxces)

1ndustry 1n stlmulatlng compet1t1on and d15courag1ng
' unde51rable behav1our ‘and perfo:mance.j ‘ ':~ "
’ Varlous predlctlons of the model are subjected to

emp1r1ca1 testing u51ng prlmary data (eg questlonnalre
~survey and MLS sales summarles) collected for the Edmonton
market. The predictions of the collusive model.are in’
general borne out. On brokerage matket structure, 1t is
‘ observed that the industry has been increasingly domlnated -
'by a few large tlrms and has experienced recent and
-substantial.increases in concentration (throuéh mergers),
especially sinoe 1976. On brokerage'conduct it is observed
that formal collus1on preva1led prlor to 1976 and posglbly g
1nformal collu51on thereafter; commission rate dlscounts '
were less frequent in MLS.tfansaotions than the ELS |
(Ekclusive Listin;) transactions; large firms were less
likely to diScount than small‘firms“ the commission rate and
‘the spl1t" remalned unchanged over: tlme' ‘and price

RN
discrimination and excess capacity per51sted. Excessive
non-pfice rivalry, especially'by large firms,kmay“have been
used to create brand loyalty and to erect entry/moblllty
“barrlers against new/small flrms..
The Act has potentlally (and 1nadvertent1y) contrlbuted
,to the transformat1on of the 1ndustry from a loose ol1gopoly‘

?
'(low concentratlon) w1th overt collu51on 1nto a tlght

ol1gOpoly (moderate concentrat1on) with tac1t coordlnatlon. |



Major pollcy recommendatlons 1nclude stricter enforcement of
the Act (e. g. 1nveStagat10ns, 1n81ctments and conv1ctlons
for tac1t collu51on/mergers) accompan1ed by regulatory
measures to change the current MLS institutions/practices.
The latter <include the‘foilowing: allowing
non—memberé/homeowners to list thefr propertiea”in MLS'
rllstlng catalogues purchasable by potentlal home buyers;
proh1b1t1ng the publlcatlon of the comm1551on rate and the
"split" 1n the llstlng/sales catalogues- and proh1b1t1ng the

listlng broker from- settlng the fee for the selllng broker.

vii
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| 1. INTRODUCT ION
The purpose of thls dlssertatlon is *to shed some llght
into. how and to what ‘extent the real estate brokerage
-1ndustry (henceforth called the brokerage 1ndustry) conforms
to @ model of collu51on rather than competltlon in a typlcal.
Canadlan urban centre. It 1s a partlcularly t1mely purpose
'in view of the recent extension of Canadlan antl—comblnes
laws to cover thls and other serv1ce 1ndustr1es
The brokerage 1ndustry is a ser v1ce 1ndustry It
prov1des agency ‘services to buyers and sellers of real
propertles. ‘The size and 1mportance of the 1ndustry has .
‘-been'rapidly grow1ng.1n recent.years In terms of
employment a total number of 1, 991 pract1t10ners (316
brokers and 1 »675 salesmen) were llcensed to operate (see :
- Table 4. 12 1n Chapter 4) in the Edmonton brokerage market 1n'
’;T983 . Th1s constltutes approx1mately 0. 4 percent of |

Edmonton populat1on and 1 percent of the .labour force 3 Morep

ce and viable operation of flrms in thls,hh
be ascribed. to. incomplete and often costly .
in- the housing: market (see Bartlett (1981) for:

,'The existe
1ndustry ca
information
details).
? For Alberta, the correspond1ng number is 7 082 (1 128 .
brokers and 5,954 salesmen) in 1983 and 7, 198° (1,178. brokers |,
‘and 6,020 alesmen) in 1984. The number of practltloners in
.1974 was reported to be 3,860 (480 brokers and 3,380 o
salesmen) [(see Table 4.12 in Chapter' 4). The number of
-practitioners..in 1984 represents an increase of about 87
percent oyer the last 10 years. The.distribution of the
--number of/ brokers and salesmen for Canada and the provinces -

. for 1974./is reported in Appendlx E, Table E.6. "This table
indicates$ that about 5,364 brokers and 30 659 salesmen were
~operating-in Canada’' in 1974. .
*The Statistics Canada reports that about 4 4 percent of the

. Edmontof labour force’ was.employed in the Finance, Insurance'
and Redl Estate sector in 1971 (see Edmonton Statistical -
Review/ (1979, p.62). A similar percentage is also reported
for C nada and the prov1nces. . : : :



) 1mportantly, this. flgure 1mp11es roughly one practltloner.
(broker or Salesmen) for every 250 people in Edmonton (or
'ﬂequ1valently one practltloner for every 90 households)

In terms of brokerage comm1551ons estlmated ‘brokerage
,,fees from Multlple L1st1ng Services (MLS) 'sources alone,
for example, in. Edmonton have 1ncreased from -$0. 66 mzlllon
in 1956 to $77. 3 m1lllon in 1979‘ and, for Canada,,from $242
mllllon in 1973 to $885 mlllion 1n 1982 s For the Unlted
States brokerage fees are’ est1mated to be $12 b1111on for
1974 ¢ The 51ze and rapld growth’ of thlS 1ndustry suggest
that the Ieuel of . competltlon and related pr1c1ng eff1c1ency
.in the 1ndustry are matters of s1gn1f1cant pollcy concern.
Pr1c1ng eff161ency is 1mpontant because of the fact ‘that
'brokerage fees constltute a- s1gn1f1cant portlon of - the
‘:c1051ng costs in any real estate transactlon.f'A competltlve
(relatlve to a c011051ve) brokerage market may reduce S
Qbrokerage fees and thereby reduee thno cost of transacting'in -

'real propertles.:

“The 1979 commission represents, for 2dmc "with a
_population of 500,000 persons, about 4 5¢ -amily
~dlsposable income or $150 per capite. Notc “at the

. commission income in 1982.dropped to $36 ~:. .~ duc
. recession in.the Edmonton housing market sir- 98(C
*Brokerage fees are estimated by applyin: & °. - _:sion

rate to the the total dollar value of MLS sale. The _ tter
data are collected from the CREA Report (1982 " . .
‘See ‘Bartlett (1981), p 79. .
"The rapid growth- of - this 1ndustry can be actr1butef to such
factors as increasing population, greater . geograpr. -al an‘’
.occupational mobility of the labour force, increasing

- urbanisation, and a growing proportion  of resale properties

. "for -sale ‘in the real estate- market place. n S

- ' Assuming a 7% .commission rate,. a home owner, u51ng
brokerage ‘services, would have to pay $7 000 as brokerage B
fees on a $100, 000 house.‘ '



\.

The brokerage industry has.a number of 1nterest1ng

features wlth 1mportant 1mp11catlons for brokerage market.

structure behav1our and performance. Some of ‘these featurest‘

. wh1ch are of con51derable 1nterest are as follows' the usualg

pract1ce of homeowners (not buyers) pay1ng for’ brokerage

.

serv1ces- fees be1ng expressed as a un1form fixed percentage

~of the property value:;. fees be1ng pa1d only after successfulu .

completlon of a transactlon (fees are not be pa1d unt11 a

'buyer is found even though the broker m1ght have. 1ncurred

‘ -search costs) “and the 1nformat1onal advantages of the MLS

Vis-a-vis ELS (Exclu51ve L1st1ng) transactlng, among othejﬁ
In add1t1on 1t wlll be shown . that the 1nst1tut10nalv V
‘arrangements, espec1ally cooperatlve llstlng serv1ces (MLS)

'underly1ng the transactlons process have 1mportant T
‘ |

A-1mpl1catlons for-: brokerage market structure and related

, _collu51ve behav1our.

H1stor1cally the Canadzan brokerage 1ndustry has beenl

"_character1sed by collu51ve arrangements (formal colluszon
-“'prlor to 1976 and poss1ble 1nforma1 collu51on after that)-

_Slmllar collus1ve arrangements seem to have arlsen 1n the
|

’Unlted States (see Owen (1977) and Owen and Grundfest .f

'

(1976)) It 1s 1mportant to understand how collu51on mlght

/
[

be successful in- splte of a large number of f1rms,. .f~

[y

’The methodology developed to study the brokerage 1ndustry

may also be helpful ‘in understandlng the pricing and related -

‘behaviour of firms in other intermediate markets such as

" 'brokers in the stock/forelgn exchange market, banks- and

.other financial 1ntermed}ar1es. Note that the stock .
. brokerage market has been studied by Baxter (1970)D/Epps o
. (1976) _Porter (1979), and West and T1n1c (1971)

! .
-

P

1
{

/
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'relat1vely easy- entry, excess capac1ty and other features
Kwh1ch make: collu51on less fea51ble) Thls study w1ll try to
'shed llght on the underlylng factors contrlbutlng to the

.stable collusive behav1our of brokerage firms. The results

of the study may also be utlllsed to suggest pollc1es\whlgh;“

.‘would ach1eve 1mproved-1ndustry performance. i%
It is to. be noted that the brokerage 1ndustry has
received some attentron in the. past Certaln aspects of ‘the:
industry.have recently been stud1ed by Bartlett (léei) Owen

(1977) Rosenbluth (1976) and Ylnger (1981) Yxngeﬁ .

‘7dlscussed the equ111br1um search and match behav1our of

h brokers w1th1n the framework of proflt max1m1zatzon. Whlle .
:hls ploneerlng work is useful ‘in many respects, it does’ not
‘pay attentlon to 1mportant aspects of brokerage market |
structure and related behav1our (eg the level of
-:collu51on) The Rosenbluth study 1s prlmarxly a descrlptlve
‘A‘studv of. the Vancouver brokerage=market Whlle,concentratlng'-'
\'prxmarlly on various organ1zatlonal and 1nst1tut10nal | |
features of the 1ndustrv (eg government regulatlon or:
vindustry self regulat1on) turnover of brokers and. saleSmen;
‘their earnlng proflles, his analy51s of brokerage pr1c1ng
and. related behav1our (eg advertls1ng) is- qu1te 1nadequate,'”
' Bartlett on the ‘other- hand prov1des some dlscu551on‘ |
of brokerage pr1c1ng behav1our, but 1t is doubtful whether

his analys1s can be accepted as a v1able explanat1on of

brokerage pr1ce sta ility. over the bu51ness cycle and the

longer term behaV1oug of - the upstream houslng market



(detalls ‘in Chapter 2 and Appendix B). Unlike other studles,
Owen emph;s;zes the collu51ve nature of the 1ndustry Note
that neither his analy51s nor those of Y1nger and Bartlett

1

prov1de any rlgorous emp1r1cal ev1dence to support their
hypotheses, ° These‘stud1es rely more on intuitive reasoningdr.
and‘casual observation. o
,Recognicing the growing size of‘the'industrYf"fts
hlstory of formal collu51on 1ts 1nst1tutlonal1zatlon of
practlces fac111tat1ng collu51on and other developments,'
'thls study seeks to determlne the current level and nature )
of 1ndustry colluszon and the effects, if any, of the recent:
"rev1s1on of the Comblnes Investlgat1on Act of 1976‘ ,
(henceforth cailed the Act) upon collus1on apd related \
.behavzour. It also 1ntends to prov1de theoretlcal and
._emplrlcal 1n51ghts 1nto related advertlslng and search

behav1our excess capaclty, and patterns of entry It then

foutllnes pollcy recommendatlons whlch would reduce the level

',of coilu51on and 1mprove overall performance 1n the

- industry. Thus, unllke prev1ous studles, this study
'undertakes a rlgorous emp1r1ca1 analy51s of. the Canadlan
:brokerage market. | A

a Varlous hypotheses and predlctlons developed in thls
'study are subjected to empirical testlng using micro (f1rm
level) data, part1tularly w1th a v1ew to asse551ng the -

»compet1t1veness of the 1ndustry. The data are mainly

“collected from prxmary sources. An ex ens1ve questlonnalre -

___\__-._“___——__——.__

’°These studles are examlned 1n greater deta1l in Chapter 2.



dsurvey of the brokerage flrms 1n the Edmonton Metropolitan
'hou51ng market was conducted in 1979 Addltlonal data were'
l,collected from the MLS sales summarles (monthly Issues)
. pub11 hed by ‘the Edmonton Real Estate Board Other relevant
-data jere obtalned from-the publ1catlons of the Edmonton .
Real E tatehBoard the publlcatlons and annual reports of
- the Canadlan Real Estate Assoc1atlon, and the Department ofl
.Consumer and Corporate Affalrs of Alberta.
" The scheme'of~the study is as follows Chapter 2
.Aprov1des necessary background 1nformatlon on the 1ndustry
such as its 1nst1tutlonal arrangements/practlces (espec1ally
"w1th respect to the’ Multlple Llstlng Serv1ces (MLS) system),
" and the level of and trends in 1ndustry concentratlon wh1ch
;may,encoug age and fac111tate stable collu51ve behav1our T
':Chapter'B ontrasts a collus1ve wlth a non- collusive' model
‘of the 1nd stry and outllnes correspondlng testable
hypotheses .Chapter 4 examlnes “the evrdence on recent N
mhrokerage- ricing behaviour Tn:orderhto;test-thevpredictions
ktof the'tollUsive/nonacoliusive.modeis'and-to‘determine.the‘
'efflcacy of recent amendments in the Act towards reduc1ng
collu51on. Chapter 5 dlSCUSSGS the role and determlnants of
advertlslng and search behav1our espec1ally w1th respect toh
‘thelr relatlon to collu51on. Chapter 6 dlscusses the' -
Canadlan competltlon pollcy as it applles to the brokerage
flndustry, whlle Chapter 7 prov1des a summary and conclu51ons
of the thes;svand.suggests\pollcy recommendatlons. It also.

; . § : ’ . AT : e Y
~discusses the limitations of -the 'study and points to the



‘need for:'and the direction of further research in this area.

1 :



‘g'ET THE NATURE ORGANISATION AND STRUCTURE OF THE RROKERAGE
| INDUSTRY _ |
This chapter prov1des background 1nform4tlon as well as

‘a llterature survey whlch permlts a better u derstandlng of

~

"the behav1our of the brokerage industry. le ‘this aim in.

‘mlnd,‘lt presen s a finition of the 1ndus ry with a view

'to lrm‘trng/the scope = .the study (sectlon 2, ); The case
'7of transact1ons w1thoutAbrokers (TWB) is analysed in- sectlon
. A ~

'2.2. Sectlon 2 '3 dlSCUSSES transactlons with brokers ‘and ‘the

!

‘1nst1tutlonal arrangements assoc1ated with and the
llmltatlons of d1fferent types of transac 1ons. A brlef
‘rev1ew of studles of brokerage behav1our/[s presented in
'-Sectlon 2. 4 F1nally, section 2 5 examlnés the - level of and

trends in- 1ndustry concentratlonr
/

Y B o . S

-.1 DEFINITION AND NATURE OF THE INDUSTRY AND SCOPE OF THE * -
STUDY . ) fr_.~k / - ,,t iu_ |
‘The term Real Estate Industry ‘is ‘not clear cut and 1s.'
=somet1mes even confu51ng It may encompass .a w1de var1ety ot
1 act1v1t1es only 1mperfectly related to each othen. Thls wide "
range of act1v1t1es can be cla551f1ed 1nto four. dlStlnCt |
'categorles The flrst category 1ncludes f1rms who are called
‘Aspeculators in real propertles (they u5ually purchase land
dbu1ldyhgs or structures with . the sole purpose of resale at a

v

‘ hlgher expected pr1ce at some future date). F1rms 1n the

»

second category are. called bu1lders and developers (they are = -

dlrectly 1nvolved dn productlon and donstructlon act1v1t1es



1n real property such as developlng raw land for re51dent1al
bor commerc1al use, bu1ld1ng new homes and structures 1and}'v
other related act1v1t1esj) In the third category, firms. (eg.
banks and other flnancial institutions) are involved in B
financing (eg. providing mortgage loansl and other
ancilliary services‘associated with the transaction of real
property. - |

The fourth category includes the activities of firms or .
individuals.whd-are involved in the process -«of transferring"
‘ownershlp t1tles to property from- ‘ope 1nd1v1dual to another.
These flrms are known as real estate brokerage firms. As
compared to the first two categorles, the firms in this
category may not requ1re -a large capltal 1nvestment norzdo
‘they incur a great deal of frnanc1al or other r;sks._They';
may choose to specialise in one or a.sUitable comglnation'of
the followingjactivities:pbuying andeselling of”residential-
\homes, apartmerits and'cOndominlums (new or used),;commetcial
and industrial properties, and land (raw or developedl;
property appraisal; counsefling; arranging legal se:vices
related to property oynership transfer; propertylmanagemeht;“
and-renting and/or leasing property. o

:Sinceyeach oflthe above categories are imperfectly
| related, each deserves to be treated as a separate.industry.““
‘This study is mainly concerned with‘the brokerage indostry

alone.'' Note that the above class1f1cat10n may not always

| e e e - — —— i —— — - ———

“‘Thls does not indicate, however, that the other categor1es

~are less important -but rather that the study of all four
categories in this prOJect would not be possible given time
and resource constraints.

<



| ,». : 'v / e - ., A
be compact. For example, agbuilder may be observed to sell.
his own (or‘other'S)3property (a brokerage'activity) L. a
broker may be found to be assoc1ated Wlth a bu1lder or o

- speculator. Thus, a firm cah have d1fferent degrees of

spec1allsatlon and 1nter11nkages while operat1ng w1th1n the

'Real Estate Industry in a general sense In such ‘cases, _it“

"is not always p0551ble to assign every 1nd1v1dua1 or f1rm to
one of the four spec1f1c categories. This, of course does
not pose an 1nsurmountable problem because a large number- of

firms deal exclusively in the brokerage activities. .-Only in.

,the case where a f1rm is 1nvolved in an overlapplng range of

act1v1t1es is a flrm a551gned to that partlcular category
from whlgh,lt generates the major proportion of 1ts income.
Turning now to tbedrelative size‘and importance of tbek
brokerage 1ndustry, it is found that the dollar volume of
 MLS sales in L wnton (see Appendix E, Table E.2 for
details) ! reasec from $9.4|mllllon in 1956 to $1193.6<
million in 1u/. (then declining to $507.1 million ln 1982
due mainlyuto severe recession). The estimated brokerage
'fees from such sales have increased from $q.66 million in
1956 to a record high of $77.3 million in 1979. The 1979
' brokerage fees  would represent, for Edmonton with a- ‘
population of 500,000 persons, about 4,.5% of family
-;disposable income or ‘$150 per capita. Similar estimates can -
be obtained for Canada as well'as different provinces (See
QAppendix E, Table E.4 for details). For Canada, for example,

the dollar value of MLS salé's increased from 3461 million

4
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lzdollars

. dollars in. 1973 to 12644 m1ll1on dollars 1n 1982 (an

1ncrease of 265 percent over 9 years) whlle brokerage

'commlsSJdn 1ncome increased from 242 mllllon to- 885 mllllon

l—

- With respect tocdifferent types of transactionS"it is |

’eStimated that of the total volume of resale propertles

sold 1n the. metro’ Edmonton market about 93 percent were'

V‘:sold by brokers and about 7 percent by owners (TWB) 1n'

:31982 The domlnatlon of - -housing sales by broker operated

‘transactlons s also observed in the Un1ted States Of the
63 c1t1es surveyed 1t is’ obServed that sale by .owners does
ﬂ»not exceed 30.. percent" 1n any c1ty ‘in 1973 (see Appendlx E

xTable E.1) The broker operated sales can also be cla551f1ed"

B

1nto ELS (Exelusive Llstlng Serv1ces) and MLS (Multlple.

“.Llstlng Serv1ces) transactions. Of all the sales processed

through brokers, about 85 percent constltuted MLS sales and
the rema1n1ng 15 percent constltuted ELS sales ‘ The

relatlve 1mportance of the MLS system is also ev1dent from

~ the fact that a great . major1ty of brokers and salesmen are

members of‘ﬁhe -local real estate boards and thereby fully

participate in the MLS process For 1nstance, it is observed

'?See Islam’'and Jenkins (1983), p 2. Peter Jehnings, the

Vice President of an Edmonton based new brokerage firm,

Komputermatch Private Property Llstlng Services Inc.,
estimates’. the share of sale by owner" market to be about 12
percent. : <
'?For 12 citieés, it is less than 10 percent s
"*See Islam and .Jenkins (1983), p 3. Thls information-is
taken from a report by Jim. McCreedy in the Edmonton Journal,
January 16, 1982 and also confirmed by Arthur Jones, the
public relatlons offlcer of the Edmonton Real Estate Board



that about 75 percent" of-all llcensed brokers and salesmen
v:‘are members and hence are actlveApart1c1pants 1n the MLS

process.‘The above 1nformatlon clearly 1nd1cate that}the_.i
transactlon process is domlnated by broker operated sales;-.

especrally“by’theyMLS'processT

. 2.2 ‘TRANSACTIONS WITHOUT -BROKERS (TWB)
This'is eQUivalentzto”sale by owners'(sellerskfand/_}n'
this -case, a'simple{transaction process is involved which .

can_be describedtby the followlng relation:.
5. . ~+.-j S B (2.1
'where the arrow is used to. represent the process of two- way
search undertaken by the’ buyer (B) and the seller (S) in
order,to.locatefeach other. Slnce_no‘lntermed1ary is
involved, the seller av014s payingﬂany;commission'to a
broker out of the sale proceeds, but"” the seller (as well as
the buyer) has to bear any . necessary transaction costs such

as time costs (egq. opportunlty cost of own time 1nvested 1nr

selling/buying) and other search costs (eg. advertlslng and

showlng costs).

r The seller usually has a part1cular not1on of the
s . x

lowést price'¢, the 'minimum offer pr1ce PS ’ that. he would

be willing to accept in exchange for his "house upon enterlng”
*SThis percentage varies from 60 percent to 90 percent in -
‘different provinces 1n Canada in 1973 (see Appendlx E, Table
E.5).

'¢It should at least reflect the cost of'rebU1ld1ng'the
home. - ' . . - ' ' o



p the market his objectiye would be-to maxlmize the excesshof
the actual sale prlce of the house over-and above PS*~ net
of hlS t1me and search costs . It 1s.also p0551ble to vlew-ﬂ
1the object1ve of the home buyer in & symmetrlcally opp051te
'_fash;onf(He would try to maximize the defac;ency of.actual
'purchase‘price of the house belowehis,'maximum:reservation
price’. PB*;’)‘net of h1s tlme and search costs - L -
| S1nce 1nformatlon in the . hou51ng market 1s rarely
perfect and often costly, it 1s readlly seen that sellersv'
(buyers) would tend to generate 'gains' from trade"' by
undertak1ng search act1v1ty to locate buyers (sellers) with
'.”hlgher reservatlon prlces (lower‘ offer prlces ) WIlL
‘each contlnue search until he has canvassed all buyers .
(sellers)7 The answer 1is usually negatlve because of the‘
constralnt of p051t1ve search costs. Thus, a. ratlonal
- part1c1pant w1ll contlnue search untll the expected marglnal
.beneflt (MB) from an addltlonal unit of search equals the
‘expected marg1nal cost (MC) of search (the latter 1ncludes‘
both time and other search costs) The 1nterpretat10n of MC
is stralghtforward It is the 1ncrement in cost dUe ‘to an
addltlonal un1t of search The expected marglnal beneflt can
be 1nterpreted in -terms of the surplus extractable from
locatlng buyers (sellers) of 1ncrementaliy hlgher A

'reservation prices' (lower. 'offer prices )‘due to an

additional'unit of search.

‘....___......_._____‘_._‘__“— _‘:._ .
' "He would not con51der buying the house -if the actual pr1cef
is greater than this price. -~

'*This termlnology is due' to Bartlett- (1981) P 83.
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2.3 "I'RANSAC;I'IONS.‘WI"I.“H anms : ;
— lThis section'analyses the conditions.leading to'the '
development of a brokerage system w1th 1ts assoc1ated |
.1nst1tutlonal arrangements/practlces. The brokerage system
ar1ses out of the llmltatlons associated w1th the TWB wlth'
TWB, a sfngle seller (buyer) would be ‘unable to- canvass all
'avallable buyers (sellers) due to pos1t1ve search costs.f'
.Under{such c1rcumstances, the gross. ga1nsjfrom_trade 1for

\ .
lnd;v%dual'part1c1pants.may not be makimiiedr This might be
especiallyvthe'case for certain_participants'(those.with'
hfghntime costsl.fHencedan1opbortun£tyrarisesifor'a third -
‘lpartyh(broker).to.enter‘lnto:the market-who' by his. efforts
can profltably real1se a: part of the Stlll unreallsed galns
" from- trade' (after paylng for his own costs) and at the same
time, reduce the transactlon costs of sellers and buyers
(i. e. 1n the form of brokerage fees lower than own
(1nd1v1dual) costs of search)

.The search COStS of the broker are’ lower than those of
“individual buyers ‘and sellers for two reasons. (i) Because
.of the 1nfrequency of hou51ng transactlons for 1nd1v1dual
;buyers and sellers, the 1nd1v1dual S eff1c1ency of
collectlng and us1ng 1nformatlon is llkely to be lower' than
’ﬂ_that of a broker due to hlS lack of experience in the market
or deprec1at1on of prev1ous knowledge. (11) In contrast to
'-the 1nd1v1dual seller/buyer,_the broker can spread hlS. '

f ,overhead and- other jOlnt costs over a larger number of

transactlons and so reduce hlS un1t costs 51gn1f1cantly
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L-To'be.viable;‘the broker,needs'to SOlve one additional'
problem. Because housing is an. expen51ve commodlty, 1t is |
”dlfflcult for brokers to establlsh dlrect property r1ghts
" (eg. through dlrect purchase) on. owners property ’ In
;addltlon while selllng property wlthout property rlghts
“.the broker may be unable to prevent resale of 1nformat1on by\y
:rbuyers/sellers’° because of the publlc good' nature of |
: dnformatlon In thls 51tuat10n, brokers have developed a .
unigue method of protectlng thelr 1nterests in the form of
.creatlng what is’ called a system of ’property rlghts to-the7
.transactlon 1tself ' This r1ght is establlshed by ask1ng ‘.L
v.the seller to 51gn a 'llst1ng contract' with the broker.
ThlS contract”{ gives thevbroker exclus1ve rlght"to
negotiate the sale of the property of the owner during a -
- specified time'period' itlalso specities the amount«of
-brokerage fees to be pa1d by the owner upon clos1ng the
transactlon. . | ‘ '
| - -An 1mportant reason for the exten51ve use of brokerage'

'serv1ces by home owners/buyers is ev1dent i.e. the

d1chotomous way\of extractlng brokerage fees from the buyers o

_and sellers. Accordlng to the current practlce, only home

owners-pay (directly) ‘the brokerage fees” whereas the home
'’Note that d1rect purchase occurs in the used car market
2°The seller, for example, may purchase the information at a
certain price and ‘then may resell it to some other

. interested parties., :

*'See Bartlett (1981), pp '84-88 for deta1ls.

*2The different forms this contract may take have been"
discussed in Appendix B.

2I1t7is- interesting to ask why homeowners alone (not buyers)
- pay brokerage fees. One reason- might be that brokerage costs
(eg. advertlslng costs) are dlrectly 1ncurred to sell the
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buyer' does not (he pays ‘a ZérO'pfice“_(at least directly)).

‘Thus, the buyer would beﬂbetteruoff:uSing the services of

.brokers as well as éeéfgh on his own..In additioni the

deer,'unliké'thé‘seller, is.nofvtiéd to any'bfoker'by~a,

.gontrattual agreement. He can contact. as many[b:okers,as he

" likes, subject to his time cost ih;contactidg-brokers. It is

fthUs onious:that aigreatjmajority'of homedﬁuyers would be

attracted to brokers. Consequently, it will give brokers

some degree of control over a large‘Segment of ‘the stock of

potential buyers. Once a vast majority of home buyérsﬂtome

‘to'rer‘extensively—on'the'services’of'brokers, it becomes

increasingly mpfe'difffcuit for.é'homevownér to find a buyer .
by his own efforts.?® Therefore, the very existence of ‘the"

brokerage system generates forces stronQ’ehbugh to .

,discdurage'transactions without brokers (TWB).

o ——— " —— -

**(cont'd) listings of the homeowner. As a result, brokers
may-be inclined to charge them directly for the services
rendered. It might also be related to the fact that housing
is an expensive commodity. The purchase of a house would
require a-significant amount of investment on the part of
buyers. Additional charge in the form of brokerage fees may

- discourage many potential- buyers to use brokerage services.

Finally, from-a broker's point of view, it is possible that

"contracts" with home owners is- easier to enforce than: that

with home buyers. o - : » ' .

' ‘Bpyers may, of course, be indirectly paying to the extent
that the seller can pass over a part of his cost to the
buyer in the form of higher house prices. '

?*For example, if the seller does not want to. contact a-
broker, he faces at least the following disadvantages: (i) .
he ‘may not be able to attract many serious buyers; {ii) most
of the buyers with higher reservation prices may be.steered

" to'the 'brokers, in which case he may not be getting a high

price for his property; and (iii) the time required to sell

-his property may be significantly longer because of (i) -

"above. All the-above factors will tend to enhance 'a sgllerjs

opportunity ‘cost of'not‘employing a broker, once the

E brokerage system is in existence. ° R
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_‘Brokerage-processes can be classified into two -
categories: | . ,'l | o .
(1) Exclusive ﬁistihg'Servlces.(ELS)

;(il) Multiple‘Listing Services (MLS)

2.3.1 Exclusive Listing Services (ELS)
This is a case of a simple brokerage system which can

- be expressed as follows:

's, . 4'BR e B , : {2.2)
In (2.2),hoompared'tol(2,1);hone additlonal‘link between S
and B is created, i.e. sellers and buyers communicate
thr0ugh a broker'(BR); The seller is'required to sign a
listing'contractfwith the broker"speoifying‘the.terms”and
'._conditions that are to be'observed by both parties in
ncarrying out the-transaotioh It also gives: ‘the broker the
exclusive rlght to negotlate the sale of the llsted property
" on behalf. of the seller subject to his final approval

| Several l1m1tat1ons of the ELS system are ev1dent..wlth
ELS' home buyers and sellers are dlrected to. 1nd1v1dual

: brokers and, in this process, the market becomes segmented
Under'this system, ’ an\1nd1v1oual seller's property5w1ll‘not-
receive the maximum possible ekposure because the listing'
'lbroker of that property w1ll show 1t to only those buyers

.who are attached to that partlcular broker. As a. result of

lﬁhlS l1m1ted exposure, the potentlal 'gains from trade"
_ 3 S A

!



':fvsame argument 'holds for the’ home buyer as well (i.e. the

';'/ : T s
m1ght not be max1mlsed ﬂ%om the seller s p01nt of view. The

buyer may also be. attached to one or a few brokers because
;bf his tlme/and other costs) even though the direct charge
for brokerage serv1ce is zero for him. Therefore, market & -
'Segmentatlbn may 51gn1f1cantly l1m1t the extractablej-ga1ns~
from trad/ for all part1C1pants N | |
Another source of 1neff1c1ency arises from an
lnd1v1dual broker s strong incentives to dlstort information
in order to 1nfluence the buyer towards his own llstlngs,
;even though he knows very well that other propertles in the
market (not llsted with h1m) correspond more to the needs of
~ the buyer.,Tovthe extentkthat( his‘happensy‘it reduces the
yamount of potential gains”for 'uyers. A p0551ble th1rd
source of 1neff1c1ency arlses from the 1nord1nately
A1nten51ve search for llstlngs and buyers Exce551ve efforts
‘uto acqu1re llstlngs occur because successful sales and-
related profits are directly related to the: size of hlS‘
'1nventory of own llstlngs.vMoreover, w1th a larger current
share of llstlngs/Buyers, a broker would f1nd it ea51er in .

'the future to attract more buyers/llstlngs due to his

reputation. : ‘ T . v .

2.3.2 Multiple Listing Services (MLS)
In most real estate markets, there has evolved a more-"
compllcated but 1nterest1ng and 1ncrea51ngly more common

_group of transact1ons which are carrled out through the
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Multiple.Listing.Serdices (MLS).?¢ The MLS system can also
be called a 'system of 'cobrokerage'fbetween participating
member flrms. The transactlon process can be descrlbed by

the follow1ng communucatlon llnks“

S ¢ LBR ‘& SBR & B o o (2.3)

where LBR stands for llstlng broker and SBR stands for
selling broker, ‘

Once a‘property is listeé\withuthe.MLS 4theisale can be
',negotlated by any part1c1pat1ng (even non- member) Broker?®
and. the resultlng commission. income would: be shared between
the llstlng and selllng broker on a prespec1f1ed percentage
‘bas1s (usually 50-50) . .The commission rate, the sharlng
arrangements and the 1dent1ty of the llstlng and the (flnal).
selling broker are usually spec1f1ed in the MLS
llstlng/sales catalogues. The llstlng agreement between the
‘home owner. and the broker in: this’ case takes the form of
’what Bartlett calls thel shared property rlghts ‘system.(lnl

contrast to exclusive . property rlghts assoc;ated with the.

ELS system).

—_—-—________—__..._

¢ The MLS is usually organlsed arnd executed. through some
_1nst1tut1on or assoc1at10n of br firms such as a
'real estate.board' or a 'real estate association'. Usually
one such board is organised within the confines of a local
real estate market (such .as a metropolitan area or ‘a :
county). In, Canada, there are 88 local real estate boards in
‘operation.
?7 Note that non-members are not allowed.togllst properties
Wlth the MLS : : ' S
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Under the MLS " a broker s comm1551on "income . c¢an. now be

derlved frpm three channels' Channel a: comm1551on is

'”_generated from sales arlslng out of the. stock of own _

llstlngs in which case he recelves full comm1551on Channel. .

b: commission 1s recelved from hlS selllng the 1lst1ngs of
the other brokers. In~th15 case he,.as?the selling broker,.
receives_a fraction, sax_p, of the“commission. ChanneI c: In
this case, his income is generated thrOugh the sale of some
of his own stock of listings by~other brokersfand-he;'as7thei
listing broker, receives abfraction (1-8) of the commissdon"
'[ from such,sales:{‘-The MLS is thus essentially4a.cooperative
arrangement between/among;two'or more f?rms'tn organizing a
sale. ” o '

"An'explanation can,now.be promided"as to the-ekrstence-
and relatiye popuiarity of the'MLg}system Visea—vis sale by
'owners(TWB) ‘and- the ELS system. The ratlonale for the
vex1stence of the MLS system can: .be- traced back to the
problems and 11m1tatlons assoc1ated with the operatlon of.
the srmpie brokerage (ELS) system. One obv1ous response to
these llmitatlons would be an attempt to.- reduce the degree
of market segmentatlon” and other b1ases as much as’

¢In the case of MLS transactlons, the.. llstlng broker 1is
responsible ‘for paying a portion of his comm1551on to the
MLS to cover the costs of MLS operation.

~ *’It is interesting to note that brokers attempt to reduce
“the degree of market segmentatlon by shifting from ELS to
MLS. system. Brokers mainly deal in information and such a
shift has the potentlal of 1mprov1ng informational
efficiency of transactions. But in the case of other markets
(eg. automoblles) firms have incentives to segment .the
market. These’ flrms usually sell their own: products (whereas

_brokers sell the properties owned by others).-It is -in their

interest to create brand names (through advertlslng and
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v“posslblel One-solution;-of course';is tio develop a system of
cobrokerage through wh1ch brokers can cooperate in sharlng
A_Nlnformatlon w1th each . other. » .

| The MLS system prov1des them w1th such an opportunlty

The problem of market segmentatlon ﬁor example, is

"jellmlnated because, w1th MLS, both buyers and‘sellers.getA
max1mﬂm p0551ble _exposure’ of the pr§§erty they want to buy.
or seljl, The seller isg ensured exposure of hlS property to
yall b yers in the system because all brokers may try to sell

s roperty once it is llsted in-the MLS catalogue. In a,

“similar fashlon ‘a- buyer can contact only one broker and
‘bec me 1nformed about all the ayallable llstlngs in the
system. ThlS potentlally reduces search costs for buyers
'51 n1f1cantly It has the add1t1onal advantage of reduc1ng
the advertlslng expendltures of brokers to search for home
’b yersp since a broker need not be so- concerned w1th |

ttractlng a buyer because he can. approach that buyer
1nd1rectly_through the MLS anyway

_Another 1mportant beneflt of the MLS is the

(p0551b111ty -of a) reduct1on in the 1ncent1ves of brokers to
. d1stort 1nformat10n 50 as. to direct home buyers towards

thelr own individual listings (see also Bartlett (1981).

' With-MLS, this incentive is not totally eliminated but only

. ___—..—_.._...___.___.-_

2°(cont'd). other methods) ang. thereby segment the market.

 Creation: of brand name and market segmentation give them

greater control over the market. Market segmentation occurs
in the used car market as well although, like brokers, used
car dealers do not sell their own products over which they
" can establish product spec1f1c brand names to segment the
market
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partially reduced because, even with MLS, a broker's

interests still lie in selling homes from his own listings -

_(sihce-éuch”sales'Sring:full commissioh);fafhef4tﬁah from
thé Stoékjdf other firms' listings (where commission has to
be sharéd with cobrokers).?® To the‘extent‘that these
advéntége5~are realised,‘it can he argued that society as a
whfo‘le Is.t-.and-s- tc"ai.n _fvrc'ﬁm lhavingA the MLS systAem..“ o
| In.Sectibn 2.1; it was oﬁSérvedthat‘the_brOkeragef‘
.operated séigs are dominated by the MﬁSiprécesS% fhe'reasons‘
fof,the exténsive and'ovéfwhelming use.of'the:MLS.system".
_Qié-a*Vis'other types -of t;éﬁsactioné (é§.1ELS,transactiQns
or saie'by-owners) ére'noh diséussed.;The pgfic reasoh is as
' folldws; Tﬁe fact that ﬁome bu&érs can,purchasé brokefage' |
servidés at a zZero (dirééﬁ) pfice:provides them with strong

incentives to seek out ‘brokers. These incentives are even:

'’°There is a Pareto gain from-having the MLS system to the
extent that all the parties - the buyer, the seller and the

- broker - can share the 'gains from trade' arising from the
system without necessarily reducing the share of any other
party. , - - o ’
"It is to be noted that the.cost advantages. (in terms of .
~advertising , brokers' efforts and other selling costs) of
the MLS system are not entirely clear. For example, the °
‘indirect communication link back and forth between/among the
seller, listing broker, selling broker and the ultima‘e ‘
buyer may enhance transaction costs. In addition, the )
seller's property will be ultimately sold by ong selling
broker but in the process (until the property is sold),

" other brokers incur time .and other costs without any return.
Third, non-price competition for.listings and sales may be
.unduly elevated if brokers expend considerable ‘time and _
advertising expenditure to attract listings and to locate
byuers of incrementally higher offer prices  (an especially
'resource consuming process when it is recognised that the,
owner/seller is encouraged to hold out for an even higher ,
“offer price by the fact that he bays a marginal commission -

- at say 7 percent - much smaller in value than the aggregate

.- search costs of the agents attempting to find buyers (see

~also Islam and Jenkins (1983), p 6)).. :
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greater for the MLS compared to .the ELS because With the

'former the buyer now does not need to contact more than one

part1c1pat1ng MLS broker in order to gain access to all the

7ava11able_MLS llstlngs.(whlch reduces his transaction costs

"significantly).

"\1
o

Note that the 1ncrea51ng MLS sales may; come partly at
the expense of ELS sales because 1t becomes more 1mperat1ve

for home owners to llSt with an MLS,broker in order to have

access to the larger pool of home buyers. In addition,

brokers have incentives to transfer .some of their ELS

listings (which are more difficult. to sell) into MLS
' 3

listings (possibly if the ELS listing agreement has expired

before the property is sold). Flnally, durlng a recession in
-

the housing. market -when it is more d1ff1cult to find buyers,
both home owners and brokers would prefer to list properties
with the MLS rather than ELS (for the same commission). Thus

the very existence of MLS perpetuates its own survival and

- development.

" 2.4 A BRIEF REVIEW OF STUDIES OF BROKERAGE BEHAVIOUR

In a’recent paper, Ylnger (1981) presented a model of
real estate broker behav1our U51ng a probablllstlc

approach he deflned brokerage output in terms of the number

‘of completed transactlons or matches and then dlscussed the

equilibrium search and match behav1our of brokers within the

framework of proflt maximization. His paper draws

exten51vely on the 1nvestlgatlons of uncertalnty and
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1mperfect 1nformatlon (Stlgler (1961) Rothschild (1973) and
especially Carlton (1978)). His model focuses on the
analysis of a broker's response to uncertain demand for his-
services. o

i Uncertainty arises from imperfect information in the
housing-market - uncertainty -about the number oﬁtbuyers of .
hou51ng, uncertalnty about available listings, and
uncertainty about matches between buyers and llstlngs The
demand for matches to be arranged by brokers arises solely
from the seller's 51de of the market and is 1nversely R
related to the commission rate. The probablllty of a match

is considered as p051t1vely related to the number of

llstlngs that the broker possesses An 1nd1v1dual broker s

share of total llstlngs is determined by the comm1551on rate

he charges and the level of his search for, sellers It is to

be noted that;;whlle Yinger' s ploneerlng work is very useful

Zin understandlng the sea?@h -and- match behav1our of brokers

his study pays very llttle attentlon to varlous 1mportant

or?

aspects of brokerage market structure and related behav1our" .
(eg price. f1x1ng and prlce stablllty) In addltlon he - does -
not prov1de emplrlcal ev1dence &o support varlous hypothesesv
: developed 1n the paper (e.qg. hlS share and search
\equat1ons)4 . . . S .
| Bartlett (1981) on the other hand _provides an
extensive, often 1ntu1t1ve, analy51s of the brokerage'
1ndustry, justlfles the . the ex1stence of the brokerage'

system, and dlSCUSSES a few related aspects of brokerage
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_structnre and. behaviour (eg;.price (commission rate)
stability). He rejects. the model of ‘monopo;istfc‘
‘competition'’ and 'ooIlusion; and e#plains prioelstability‘in
terms of the"shared property rigbts; system inherent'ﬁn the
MLS process.vBartlett argues that ‘this sharlng arrangement '
transforms the otherw1se competltlve relatlons 1nto '
cooperatlon between/among brokers and thus ellmlnates any
1ncent1ve for price competltlon. To quote h1m' | |
...The determination of compensation for both
| listing and selling broker simultaneously s
\ creates incentives to aVoid price competition. This
is specially true when.the sharing arrangements

formally‘or informally specifies a.fixed spllt' or

-

vd1v1510n of comm1551on for all co- brokered

homes....>?

The structure he refers to is the 'shared property

-

right’ system under the MLS He argues that price cutting
would’ not necessarlly 1ncrease a broker s revenue and proflt

even though his share of listings may be increased. This is
because, to gquote him again: “

...With flxed spllts, a negotlated reduct1on in the’

listing rate is ipso facto a s1mu1taneous reduction
in the compensation earned by oooperating brokers.
Any oomparabie unit listed at the "fuli"hrate'will
,generate'higher revennes'for the selling brokers and
they have a private,;indiyidual incentive to focusb

125ee Bartlett (1981), p 91. ;
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'sell1ng effortF on/ﬁ%ull"fcommisslon homes;'This'may
.///
. well, ellmlnate any beneflt from the h1gher level of

lists by reduc1ng the proportlon of llstlngs sold
per perlod of t1me
M.A careful analySLs of Bartlett s explanatlon of prlce

stablllty reveals many shortcomlngs.,First he d1scusses the‘ -

'~reasons for prlce stabll1ty but does not explaln how the

pr1ce is establlshea 1n the flrst place, Second he o

. -

“_recognlses but does not expla1n the ex1stence of the 'flxed'
split (l{e. the\flxed commlsslon<shar1ng parameter). A |
.'flxed spllt'fmay be the result of formal or 1nformal
~collu51on.~Th1rd wlth a flxed comm1551on rate and a flxed

, ,
"split"' a secret reductlon 1n the comm1551on rate by the
llstlng broker does not necessarlly reduce the compensatlon'
“for both l1st1ng and selllng broker as Bartlett argues. Onlyea
the‘compensatlon of the listing broker need,be reduced,,wlth
the share going to the selllng broker remalnlng at the leveld
spec1f1ed by the MLS regulatlons. ~The listing broker absorbs
the effects of secret rate cuttlng Lf so,'then rate cutt1ng-

.,

wlll not necessarlly reduce the proportlon ‘of (own) llstlngs

','SOId as argued by Bartlett ( more details in Chapter 3

below). ,' B L
Fourth he further argues that if the l1st1ng broker

CUtS~§r1Ce, other (sell1ng) brokers would be less 1nterested

\

in selllng these "lower"” commission homes and concentrate, on,ﬂ_

selllng other "full" comm1551on homes.. This will reduce the

.”See Bartlett (1981 pb91).
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oroportion of the sales of the pricefcutting»broker,‘ThrS1
‘argument again és:not.tenablerﬁWith the MLS, a broker's o
‘ . TS o .
sales accrue through'three.channels; When a broker»listS‘a'
home at a rate less ‘than the "full" rate (prlce cuttlng)

" the probablllty of selllng through channel (c) would be
reduced, . t6- the extent that other brokers are more
interested in selllng "full" commission: homes, as argued by

-gﬁartlett But what he falls to recognlse 1s the fact ghat

broker's chances of’ sales through channel (a) would be

‘1ncreased becaUse of any increase in his llstlngs due to hlS‘_

‘ louer rates,_Thus;-an'rncrease-in the income'of the
4crice1cutting broker through this channel may more than.

‘compensate for‘the"loss of‘income due to lower probabillty

,of saIes through channel (c). Contrary to Bartlett's
argument it 'is thus found that there may Stlll ‘be
incentives for rate dutting and, to the extent that thlS is
true,"hrs~anaiysis is inadequate in explalnlng rate'
stabi;ity: | ;

Fifth)'if the assumption of a f;xedf"split”7is dropped}

Bartlett's argunent wouid be more_difficult to support; This
mlght espec1ally be the case if the selllng broker were

.w1111ng to reduce his share of the commission in order ‘to

make any g1ven offer to purchase .more readily acceptable, to
the home owner. Sixth, although his analy51s of price
stability in terms of 'shared property'rights' system _may

“have some relevance for the Mhs‘case,'it does not.apply to

the ELS case. This is because, in the latter case, the.
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" system ofw'Shared property rights does notﬁarise,WFinaIly, L

7

his analysis. of the price’ movements in response £0 cyclical
,‘changes il the upstream hou51ng market 1s also 1nadequate 1n
many - respects (eg. ‘from a theoretical p01nt of v1ew,'the
'demand for brokerage serV1ces 1s hot unambiguously greater‘

durlng rece551ons. Appendix B prov1des a detailed discu5510n

-

.of this 1ssue) S ‘ﬂ/"~ U
Rosenbluth s (1976) study 1s primarlly a descriptive
-_study of _the Vancouver brokerage market U51ng survey data
"his analy51s focuses on the- earning profiles of the real
.estate praqtitioners (brokers and salesmen) and concludes~

that- their earnings do not’ differ 51gn1f1cant1y from other

- comparable 1ndustr1es. He also presented some ev1dence on

-

brokerage market structure (eg. 51ze distribution of firms)"

' [and behaviour (eg. commission structure). He. found ..

moderately high concentration (see section 2.5.1 below):in'
spite of a high turnoVer of brokers and salesmen 1n thlS
1ndustry He' recognized that the . brokerage market was
cartelised in the past, but concluded that prlce competition
“would gradually 1ncrease as’ a‘consequence of. the sectoral
.;exten51on of the Combines Investlgation Act of 1976 .
'prohibiting’price f1x1ng in this and other service
1ndustr1es. As w1ll be shown in Chapters 3 and 4 below, this

1

conclusion is based on an 1nadequate understanding of

various'institptional features of.the'brokerage market,

_especially those facilitating cartel stability (at’ least 'in

implicit form when.overt,collusion is.prohibited,by’law),“/

e

xes
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" HlS study is thus qu1te 1nadequate in prov1d1ng a v1able
‘-‘explanatlon of brokerage prlce stab111ty and’ related
behawrour (eg.-advertl51ng). ' ‘ h

o Owen, on the'other-hand emphas1zed ‘the collu51veV
‘nature of the 1ndustry C1t1ng casual ev1dence, he argued
_that prlce f1x1ng and consplracy had prevalled in the"
'Callfornla brokerage market 34 He'also concluded that'
’fprlce fixing by brokers was the most 1mportant source of-

- hlgh c1051ng costs pald by home buyers and. Sellers (Owen
(1977) p. 932) Note that the hypotheses developed in thlSh'
study are:- more in llne with Owen than Case (1965) Bartlett :
'(1981) Becker (1971) and Yinger (1981) But it should be
:recognlzed that Owen s conclus1ons are.’ not derlved from-any .

' formal model _nor does he prov1de adequate ‘empirical

vev1dence to support hlS conclusions:

‘2 5 MARKET STRUCTURE AND CONCENTRATION IN THE BROKERAGE o

(INDUSTRY - e

ThlS sectlon dlscu55es brokerage marketﬂstructure (as~
reflected by the number and s1ze dlstrlbutlon of flrms) and
related market power w1th1n the framework of . a statlc -as
well as dynamlc analy51s ThlS analys1s is: 1mportant in
.-determ1n1ng whether market power/collu51on 1s fea51ble in
“thlS 1ndustry In.add1t10n various structural
character1st1cs can be used to 1nfer the existence and,

. *“Conspiracy existed even though the 1ndustry was relat1vely
unconcentrated (a few large firms coritrolled" over 10% of the
market, and a large number of brokers (178,000 full- and
“part- time) eXlSted (see Owen (1977) p 945)
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",nature of collu51ve behaulour in a market (see Asch and
Seneca i1975)' Fraas and Greer "(1977); .and Hay.. and Kelley
(1974)). Sl o - |
Although at flrst glance one mlght belleve that market
hpower in this 1ndustry is. low because most local markets
lesplay a large number of firms and low entry barrlers,'it
'W1ll be shown that concentratlon 1n the Edmonton’ (and
conce1vably other) markets 1s hlgh In order to accompllsh
thlS purpose, several wldely used indices’ of concentrat1on
(egu.the Herflndahl 1ndex”-(H); Concentrat1on Ratios (CR.),
Varlance of Logarlthms (v) Theil;s'Entropy indek (T), and
i Gini Coeff1c1ent (GC)) are cons structed: ‘using - flrm level data
" for the perlod 1971'to 1983 in order to 1nd1cate the,degree

“of potential market power.?‘ - - s e

. 0

H2]5.1 Measures of Firm Size and Concentration"

Before dlscu551ng trends in concentratlon 1t is'

<

"necessary to examlne the approprlate measure of flrm size in.
thlS 1ndustry To the extent that output 27 can- be measured
by the number of completed transactlons (see Ylnger .
.(1981)) the avallable data on hou51ng sales are 2 useful

output: proxy The (flrm level) data on hou51ng sales are
3sNote - that Herflndahl 1ndex is arguably a better 1ndex than,
others because it reflects the effect of both the number and
the 'size distribution of f1rms (see Scherer (1970; p 51) and -
Islam (1985)). ' B
. *For an elaboratlon and a rigorous discussion of the
relationship between concentration and market power see
 Saving. (1970) and Hause (1977).

3 7For a discussion of the definition of Output from.a
theoretical and operatlonal po1nt of v1ew, see Chapter 3
below. . ; . :
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available (from MLS catalogues) for several years and
therefore can -be. convenlently used to measure flrm size and
to 1nd1cate trends in concentratlon‘ It should be ment1oned
here that an alternatlve measure of size - employment""
~(number of salesmen employed)- is. ava1lable from the

questlonnalre survey However thlS 1nformat1on 1s avallable

'only for. the survey year (1979) so that 1t cannot be used to -

study trends in 1ndustr1al concentratlon. The employment,
data, however can be utilised to examlne the sensitivity of
'concentrat;on 1nd1ces to alternatlve measures of firm - s1ze
The detalls of the sources of data and the measurement of
varlables.are discussed 1n,greater detall 1n.Chapters 4 and
’5 below | - | . ‘
| The frequency d1str1butlon of salesmen (from
quest1onna1re survey data) for 158 respondents (brokerage
_flrms) in- the Edmonton metropolltan hou51ng market is g1ven
in- Table 2 “A dee dlsparlty and 1nequa11ty in the size
d1str1but1on of f1rms is qu1te ev1dent from this’ table.
’ About. 28 6% of. the firms are observed to employ less than 2»'
saleSmen and 43 5% to employ less than 4 salesmen whlle at
the other end.of the d1str1but10n, there are only 3 firms

-:(1 8% of all f1rms) who employ more than 128 salesmen each

!

‘ '_____________‘.;_ _____ B . C- X
"Employment ‘can be a useful measure of- firm size ‘and
therefore concentration because it avoids measurement
problems associated with prlce changes (as may be ’
encountered while measuring size by sales or assets (for
detalls, see Adelman {1951)). -1t may also be/useful because
of the labour-intensive nature of the industry. 'It, should be
mentioned, however, that this measure may encounter
dlfflcultles if labour product1v1ty changes.
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The 1nd1ces of: concentrat1on based on three alternatlvel

N dlmen51ons of 51ze, iQe, number of houses sold dollar
volume of hou51ng Sales and employment for 1979 are
;reported in Table 2. 2 The data on the number of houses sold
and the dollar volume of hou51ng sales by flrms are
'collected from the MLS sales catalogues (monthly 1ssues)
'publlshed by the Edmonton real estate board This table also
reports some concentratlon .indices for the Vancouver market
» whlch are ‘taken from Rosenbluth (1976). ThlS permlts a.
‘ﬂcomparlson of concentratlon in the ‘two local markets.~
Con51der the Edmonton market first- 1n order to examine

the sehs1t1v1ty of concentration 1nd1ces based on

alternatlve measures of f1rm 51ze.,It 1s clear that. by all.

WY
-3

'CR, measures, employment concentrat1on appears to be hliher

" than that based-onfthe dollar*value of sales but the CR s

- based on the latter are- very close to those based on the

. number of houses sold This result .is not surprlslng glven
the fact that salesmen are usually employed on a commission-
- sharing basis (eg when a house is sold the comm1551on is
shared by the firm and the salesmen usually on a 50- 50

basis) rather than on the ba51s of salarles/wages ThlS;

system of .compensation preserves 1ncent1ves for- flrms

espec1ally larger ones, to enlarge their labour force (since

the marglnal cost of h1r1ng an extra salesmen is very low)

w1th the - expectatlon of captur1ng a larger share of ‘the

.lmarket ~Note that the aboye ment1oned blas is reduced if one

looks at the Herflndahl 1ndex, H Here, it is observed that
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employment

‘not likely to account for such a large difference in !

35

~ concentration based on the number of houses sold (also value

of sales) 1s sllghtly h;gher than that based on

Turnlng now to a comparisOn of c0ncentration'in'theutwo
local mamkets, it appears “from Table 2.2 (using employment
as the measure of flrm size whlch is common- in both markets)
that CR3 is 0.18 in Vancouver as’ compared to 0. 29 in

Edmonton and for CRs, the relevant values for the‘two

markets are 0. 23 and 0.45 respectlvely ¢ For the Vancouver

'market\ Rosenbluth concludes that 'ooncentration is hlgh

but not strlklngly 50’

In comparlson to the<Vancouver market the avallable

'ev1dence suggests that concentratlon in the Edmonton market'

is substantlally h1gher 2 One p0551ble explanat1on of much

hlgher concentratlon in the Edmonton market is that the size
of the hou51ng market is smaller here than in’ Vancouver The -

number of firms oerat1ng in Edmonton is much smaller,

'perhaps due to s: e economies. of scale in relation to the

‘smaller size of the market. Concentration,in this market can

also be compared with concentration in other industries in

'’ Since H is arguably a better index (see Islam (1985) and
Scherer (1980)) than CR,, it can be argued that
.concentration based on the number of houses sold is at least
“as high as those based on the dollar value of sales or .-
employment

‘®*.€R, is used for comparlson because H index is not - .
available for the Vancouver market from Rosenbluth s study.
‘' Rosenbluth (1976), p 9.

““2It should be noted that Rosenbluth's study refers to 1974

while this study to 1979 but this short t ime dlfference is

concentration. ¢
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market 1s-as high or hlgher than many manufacturlng
1ndustr1es For example,,the Report of the Royal CommlsS1on
on Corporate Concentratlon (1978 pa, Table}Z.S) reports
CR ’for 1972 to be 0.36 for Pulp and”Paper miils, Ot18 for -
'Sawmllls and Plannlng mllls, 0.13. for miscellaneous | |
machlnery and equ1pment manuiacturlng and O 33 for the dairy

.products Note that the latter 1nd1ces refer to- the natlonal
market (hence may be underestlmates of true (local)
'Concentratlon), whereas Edmonton 1s only a local market
2.5.2 Trends in Concentration'

Some prellmlnary idea about the level of and trends 1n
concentratlon and 1nequa11ty can be- found om some A
descrlptlve-1nd1cators reported in Table 2.3. The number‘of_
firms reporting’sales in the MLS sales catalogues steadiiyv
increased (see rou'f) from 89 in i§71 to 165 in 1979 andr
then declined sllghtly in 1981 to 135,44 Note that the top-
20 flrms as a group 51gn1f1cantly 1ncreased their comblned
share of the market (row 2) from 60. 95 percentxln 1971 to

.29 percent in 1981 at the expense of (the grow1ng number'
of ) other firms (row 3). Thus the degree of inequality in
'the size dlstrlbutlon of flrms has- tended to increasé”

steadlly over - the sample per1od Hence, although mean flrm

___—_—___'__—______

41t Edmonton itself consists.of sub markets, ‘even the _
city-wide concentration indices for Edmonton may also
underestlmate true- concentration.

++ As a result, top 20 firms.as a percentage of those of all
firms, decllned up to 1979 and increased sllghtly in. 1981 '
(row 5), while the rexerse holds for the remaining firms- as

" a percentage of thoseYb{ all flrms (row 6).. o

N

3
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“ L3

size hasfdeclined (as reflected hy the decline of the mean -

market smare of all firms (row 7) from 1.12;percent in 1971

-

to 0.71 percent in 1981), the mean mark&¢ Bhare of top 20
has increased from 3.05 percent in 1971 to 3.57 percentpin

1981,'whereas the mean size of the remaining firms has
'declined from 0.57 percent in 1971 to 0.25 percent -in

1981.+4%

—

1nd1ces were constructed and are reported in Table 2. 4 to
indicate trends in concentration, The Herfindahl 1ndex, H,
is reported in row 1. It increased from 0‘0283 in i971vto;
0. 0688 in 1971 and 0.12 in 1983+¢ (except for a slight

decllne during the l973 75 period). Similar large increases

vare also, recorded for other 1nd1ces .CRy 1ncreased from 24, 0

{o
‘percent in 1971 to 44,7 percent in 1981 (and 54, O percent in

.1983‘7, while CR, increased from 38.4 percent.in 1971 to
.55.3 percent in l%gﬂ. Significant increases in concentration

are also indicat@d.by the changes in v, T, and GC oVer .the

rS

. ~N
same period of time. It is to be noted that the level of
concentration ‘in the Edmonton market in 1985 would be
substantially higher if one takes account of two recent

":proposed mergers (one between Lepage and real estate branch‘

‘*Some further'interesting information about the trends in
-~ the size distribution of firms is obtained from rows 10a.
~through 11b of Table 2.3. In 1871, for example, 27 firms
(30.34%) were of a size above the mean firm size and the
other 62 firms (69.66%) were below it, whereas in 1981 these
numbers were 22 (16.30%) and 113 (83. 7%) respectively. -

- ‘‘The 1983 fiqure is taken from Islam and Jenkins (1983), p
A < TN . .
7 *’Islam and Jenkins (1983), p 5.- -

a2
&7

o
-
,'»
s
p'

: ~ 7

In addition to the above evidence ‘several alternatlve'

B
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of the Rayal Trust and the other between Remax and Langley),
both involving larger firms (the rank of Lepage, Royal,
:Remax,~and Langley are respeotlvely ist, 3rd,'8th, and 14th

’

inLlé81 (see mable 2 5)

Another 1nterest1ng feature of the trends in‘
concentratlon can be 1nd1cated Note that concentratlon
ilncreased slowly from 1971 to 1976 and rapidly thereafter.’
CRn, for example, 1ncreased from 24,ijercent'in'1971-to
432 3 per ent in 1977, while H increasedﬂfrom 0;03 to 0.04
during the same period. But CR, and h rose respeetively to
4'44.7 pereentdand 0.07. by 1987 and to~54 0 percent and 0.12
respectively by 1983 It is further predicted (on the ba51s
| of 1981 market shares of flrﬁs 1nvolved in the two recent
nmergers) that CR, and H‘would r;se»to.66 percent and 0.15
respectlvély in 1985 An'e;planation for the dramatic rise

in concentratlon espec1ally since 1976 1s provided in

Chapter 4 (section 4.3.2) .below. .

2.5.3 begree of}marhet‘share instability

The market shares and the ranks of the top 20 flrms for
selected years from 1971 to 1981 are glven “in Appendlx A |
| Table A.1. Table 2.5 1s constructed from this table in order
- to. get a clear picture of the size mob111ty The first .
colpmn'of this table gives the rank of the top 20 ‘in
\descending order while the other coiumns identify the firm‘
correspondihg to a spec1f1c rank for a particular year. For

' example, rank 2 was occupled by different firms in dlfferent
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. '.Years,’i.ef“by Kellough in- 1971, Buxton‘in 1973 Weber in ‘1
11975, Block Brothers in 1977, Kellough in 1979 and flnally
Block Brothers in 198? and 51m11arly for the other ranks
The only exceptlon is the first rank” whlch is occupled
by ‘the largest flrm, A. E Lepage It malntalned its: posit1on«-~
hthroughout the entlre period whlle 1ts market share
contrnuously 1ncreased from 8. 15% 1n 1971 to 20.21% 1in_ 1981
a(see Appendlx A Table A ,'row 29). It 1s also to - be noted :

‘that thlS f1rm was 7 26 tlmes 1arger than the medn flrm 51ze“

~ 1n 1971 and it- became 27. 29 tlmes larger than the mean flrm o

‘?

51ze 1n 1981 (Table 2 3, . row 12a) Note that lts size -

"a(relat1ve to other f1rms) would be larger now because of LtS.

~

merger w1th the real estate branch of the Royal Trust

“fCorporatlon (the 3rd larg@gt f1rm in.1981 (see Table 2. 5))
\

\in 1984'(1ts market share is predlcted to rlse to 28 percentﬂ

in 1985) It also d1d not experlence any serious threat from

.any of 1ts n81ghbour1ng flrms,~wh1ch 1s ev1dent from the

\

fact that .relatlve to the second largest f1rm its size: ‘was .-

15 tlmes larger In 1971 and 1t had become more than twice

the 51ze of the second largest flrm by 1981 (Table 2 3 row -

u .

~12b)
Another 1nterest1ng feature is that the comp051tlon of
‘the top 20 (or top 4 top 8 top 10 etc ) has been changlng'~

\

as well 1nd1cat1ng that some blgger firms were unable to.

maintain thelr domlnant p051t10n whereas a .few other large,, .

"flrms were rlslng te promlnence Note that the observec"

) market share 1nstab111ty cannot be attrlbuted ‘to the -
. , = .



’~«Brothers Royal Trust Canada Permanent Trust Remax et

presence of\price competition in this market (for detailsf

\ N . , N B ' ) o 43

. see Chapter h and Appendlx B) It can .in fact be attrlbuted

’to a number ot bankruptc1es and mergers 1nvolv1ng several
,med1um to large flrms 1n th1s market For example,la few of .
"'the*blgge lemé such as.: Buxton, Graham Kellough and Weber
went out of " bu51ness by 1982 The exlt of. these flrms mlght
‘have been prec1p1tated by the severe depre551on 1n the‘

V\yhou51ng market after 1979 Alon951de the decllne of such’

former glants, some other flrms such as Lepage, Block '1

' cetePa con51stently 1mproved the1r relatlve pOSIthn in the'~

wmarket i.e they establlshed themselves among the top 10

(1n that order) by . 1981 (More dlSCUSSlOn follows in Chapter"

4, sectlon 4: 3 2 below)

255, 4.Sources of change 1n.market shares

. | Dynamlc analy51s of concentrat1on 1nvolv1nglsources of

; change in- market shares has been ploneered by Gort (1963)
,Grossack (1965) Hymer and Pashlg1an (1962) Slmon and
':Bon1n1'(1958) and others.‘Dynamlc analy51s not only
.supplements results of the statlc analy51s, but 1n many
Acases 1t 1s ‘eveén more useful 1n fac111tat1ng 1nferences
about - the-stabllity of monopoly power/collusionv~Followingy

} Grossack~(19%5)h this - sectlon develops a dynamlc measure -

(detalls of the Grossack' s methodology is dlscussed in -

-Appendlx A) of 1ndustr1al concentratlon wh1ch is expected to

‘throw l1ght on the following: (i) whether and’to what extent
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the ‘large firms lost (gained) market;shares and,(h)‘iffsoh
to ‘whom:{from whOm)ithey'lost'(gainedl shares, i.e. to
.'lfrOml other'large~rirms orlto'(from) small firms and/or new
entrants.r\ . - N

The Herf1ndahl 1ndex provrdes a useful analytlcal'tool
"for the examlnatlon of structural- change. To construct a.

"dynamlc measure, data -on the market’ shares of 1nd1v1dual

'flrms are needed for at least two years Follow1ng Grossack_.“,

- (1965) the regre551on coeff1c1ent 'b' of the 1n1t1al year
market shares of flrms on the reference: year market shares
'1s used to- 1nd1cate the degree of market share 1nstab111ty
‘But 1t alone cannot- predlct the sources ‘of such change.

order'to 1nd1cate the sources of change, Grossack obtalned

‘ the follow1ng equatlon- o

}'mhere “rﬂjis-the'coefficlent of correlation:between the7
'initialf:and“the 'referenoe;.year“market shares la value‘of\
close ‘to Unlty -would 1nd1cate high stablllty of market
“\shares between . these perlods) and RH is the square root of
thefratiolof Herfindahl indices‘in two periods (a\value‘of-
RH > -1 would lndicate”an'increasing trend,in.concentration);
‘Information on these coefficients can be conveniently
used to ﬁndicate the relathe stabillty of the market share °
of leading firms'VIs -a- VIS other (Smal}er flrms and/or new

, entrants) flrms. Eor. example, if a value of b less than .

s
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unity is‘observed_withta lonivalue"offtrf‘and'the’value ot

g RH close“to'unity} therreSUlts canibevinterpreted'tO'f
‘1nd1cate that concentratron is not rlslng and that large
flrms are los1ng market share to each other The-est1mates ]
of the above ment1oned coefflclents for all 'uailable'yearr fg
.”palrs are - reported in Appendlx A, Tables A 4 and A. 5. o
| Instead of dlscu551ng all the coeff1c1ents in Appendlx
;CA - Tables A.4. and A 5 it IS more - convenlent to concentrate
on a few selected coeff1c1ents for further analy51s{ The
x.selected coeff1c1ents reflectlng time rends in the
b.coeff1c1ents are g1ven in Table 2. 6 " Looking at the "b'
coeff1c1ent (all the coeff1c1ents are hlghly statlstlcally :
slgnlflcant (see Appendlx Table ‘Asd) ), it appears that 1t
-has been less than un1ty up to 1977 '1mply1ng that 1abge

flrms were 1051ng shares up to then (durlng the 1971—73

"perlod they-lost about 19 percent of the1r market share.

durlng the 1973- 75 perlod about 16 percent' but less than 2
percent dur1ng the 1975 77 perlod) For the remalnlng .
perlods, ‘it appears that 'b' is sllghtly larger than unlty,,e;
.1nd1cat1ng that 1arge firms as a group were ga1n1ng market}
':share, although the galns were negllglble, i.e. much less.
than one percent durlng both the 1977 79 and 1979 81
perlods.t '

| ‘Now, conblnlng the results on 'bl; RH and lrf; the
" results can be 1nterpreted as follows~ Dur1ng the time’

periods (1971 73), (1973 75) and. (1975 77) there is some

~ ev1dence that large firms lost market share to each other

2. ‘
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but not to ‘smaller flrms and/or new entrants fhe resuits
for the perlods (1977 79) and (1979 81), on the'other “hand
1nd1cate that large flrms d1d not lose market share to each -
.'other‘ They rather galned ‘market share from small flrms
land/or new entrants Slnce 'b‘:is very close to un1ty durrng-~
theSe“iatter perlods, thls gain is. agaln negllglble, and
" -thus these perlods can’ be con51dered as more stable than the
earller perlods Of‘course, the fact.that r is Stlll‘leSS
than- unlty 1nd1cates that some degree. of 1nstab111ty Stlll
.per51sts, althoughrthe trend is towards cons;derable-greater
”stability: This‘higher degree of market share stahilit§‘l
emight provide an indication that‘the_dominant gronp has;

achieved.highvand stable prices.*

-

permanent 1ndustr1al concentration, follow1ng Grossack
(1972), is prov1ded in Appendlx A, . . :
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3. THEANALY,TICAL FRAMEWORK: ‘THE MODEL

This chapter develops an analytlcal ﬁramework for examining

brokerage pr1c1ng and related behavrourn 1""‘*'r_tlslng and

scenarlos. Sectlon 3 1 dlscusses an 0 20 yaefinition

of~ brokerage output and relevant demand:“a"t st.condﬁglonsl
It also- prov1des some general observatlons about brokerage
pr1c1ng and related behav1our. The proflt fUﬂCthﬂS of
brokers are presented 1n section’ 3.2, In sectlon 3 3 a:

non collu51ve ver51on ofvthe model is presented Flnally,

' section 3.4 presents a collu51ve version of-the model‘ The

"brokerage pr1c1ng and related behav1our which are sub]ect to'

, emp1r1cal testlng in subsequent chapters

v

3.1 GENERAL OBSERVATIONS ON BROKERAGE BEHAVIOUR
A broker receives a comm1551on,vupon succesSful
completlon of .a transactron 'which can be‘interpreted as the

prlce of brokerage output whether measured 1n.¢erms of

the number of completed transactlons or matches (see

Yinger‘(1981)) between home owners and- buyers. ‘Since

.o

"-two alternatlve ver51ons Drov1de“d1fferent predlctlons aboutf

brokerage firms deéal malnly with hou51ng 1nformat10n cutput

can alternatlvely be measured as extractable surplus or_

units of 1nformat1on processed Although ‘the latter t._ﬁ

varlables are theoretlcally more . plau51ble, data on them are

generally unavallable. ’ As a result .an operatlonal

"Note that the latter def1n1t10ns may encounter operational
problems as well because a broker rece€ives commission only

\} L 4 o a 48. - . ' )
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‘definition of output in terms of the number of completed
transactions’=is'dsed in this study. For subsequent

: " # / o
‘analysis, X is used to denote brokerage oufput (completed

‘transactions) and P, is used to denote ifs unit price (or

-gross commission received per house soid)

- =mand for brokerage output arises from home
owners des.res to sell their homes and the desire of '
ootentiai buyers to purchase those homee.‘5 The market
demand for brokerage output cah'beferitten as X*(pP,, J),
,where P,,is +he relevant price'variable ano J repreSents a
'vector 6f other Variables'(eg. income, bulldlng actlv;tv)
waich influence the demand for X.:*' The relat1onsh1p between
- X¢ and P, is inveree because an increase in P, would inducev'

a substitution of own efforts by home owners for brokerage

P

efforts to locate potential buyers.
Consider now brokerage cost/supply condltlons A
broker S main functlon 1s to coxlec* and process information

abcut dlsparate groups of .sellers and buyers and to .
*(cont’ d)‘after the l1sted property is sold. If he fails to.
arrange a match within the period of the listing contract, '
he is not-‘entitled to receive any commi ssion, even though he
‘may have ineurred costs in the -sense of prov1d1ng some unlts
of informatior/services. ‘
*°Note that commissil ‘s are dlrectly extracted from home
-owners (not ‘buyers). P
*'The demand functior can be derived using a simple .~
optimization framework of home owners (see Appendlx,E).
Since only home owners directly pay the commission, their
‘behaviour is more dlrectly relevant. A typical home owner
tan be viewed as maximizing ut111ty (which depends on wealth
. and leisure), subject to the limitations on. the present '
discounted value of his -labour income, non- labour income,and
the capital gains from the housing. transactlon (net of: 3 ‘
brokerage fees, if any).
2 An example of ‘the deravatlon of the. cost functlon is

‘dlscussed 1n Appendlx B.
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endeavour to arrange a match The costs of brokerage

7

-operatlon can be categorlsed as follows. (a) offlce and

~

related overhead expenses;‘(b) search COsts.which include
adyertising to locate bothllistings (sellers) and . buyers~
and'the (c) t1me and 1nc1dental costs for. concludlng and
‘draw1ng up llstlng agreements “showing propertles and

c1051ng actual transactlons. leen a typlcal broker s

3

productlon functlon as - X(O AD, AB AS) (where 0. stands for
office inputs, AD stands for advertlslng costs AB for unltsn

&of Search to locate*buyers .and AS for unlts of search to

locate sellers), and glven 1nput prices P ; P, P _, and
o O AD | AE

P ,a tost mlnlmlzatlon framework” can be used ‘to derlve

- AS o

his supply functlon The aggregate supply functlon, X‘ can

be derlved as a, direct functlon of prlce, X‘ (E') -and the

.ot

relevant total cost func@lon (glven 1nput pr1ces5 would be
glven by TC( ), where x measures the level of output
If the brokerage market is. compet1t1ve, the 1nteractlon'

of demand and supply would determlne competltlve prlce, say‘
P, and competltlve output\\say X If the 1ndustry is in
c. - c

long run.equlllbrlum prlce would reflect the mlnlmum costs

‘3Note ‘that 51mllar results can be obtalnedﬁyf one uses a
. prof.it or output maximization framework, provided that the
. prbductlon function satlsfles the usual regularlty

. condgt ~ns. . R

‘*4It is to be noted that in der1v1ng brokerage cost ,
functions, ‘it mlght be more. dppropriate, from an emplrlcal
point of view, to use the dollar volume of sales as a
measure of brokerage output. This is because house prices
vary considerably. As a result, it is- conceavable that
different houses would require different amount of brokerage
selllng efforts (eg. showing costs may be hlgher for more ‘
expensive properties). But measuring output in\terms of the
dollar. volume. of - sales instead of X would not 51gn1f1cantly
alter the results. o o ¢ . PR
_ . \-
\

! N : - s A\

Ll ' o : ) g N



of productlon of the marglnal flrm the latter firm would

earn only normal prof1ts and.the number oq firms, N would'
Ol ‘ . .

be in long—run egu111br1um.f ‘

'1f there is collusion in this market, price, say P,

'-would.exceed marginal'cost (allocative'inefficiency) and‘

would also llkely exceed minimum long Tun average cost

(productlve 1neff1c1ency) Any resultlﬁg excess profit would

Lfencourage entry of new flrms unt;gﬂgricés are'drlven down

R O

‘and/or costs up and proflts.down towérds normal profit. Bn

addition, some 1neff1c1ent f1rms mlght remain in bu51ness.

.Also at prlce P y’there would be a tendency for excess'
m ,
supply/capac1ty in the 1ndustry 1n the sense, of brokers
.,4.""
be1ng W1111ng to make more- matches ‘tHan demanded at that

3

prlce..!5 This would encoqrage.brokers to_lndulge in .

intensive search for listings and buyers to arrange matches.

More discussion on this point is given in section 3.5 below.

In addition, with a high turnover of firms and excess

,capacity, the resulting‘higher advertising and promotional

costsvby‘both‘new and old firms would lead to higher costs oo
- - . . : ) . y I3 . - . Te 3 . E ‘ . < ’ }
of production and inefficient utlllzatlon of resources in a5

the 1ndustry (see also Bartlett (1981) and Owen (1977))

‘ addltlon, hlgh p;lCes «w1th low barriers to entry) would

encourage entry. The entry of new firms would contlnue untll

exceSS»proflts ‘are eroded (if all firms are identical). In

Aequilibrium, the industry may include.more firms tnan would. -

55Note that it is easier to enforce collu51ve agreements to
fox price than to regulate advertlslng (or other selling
efforts). More detalls on this p01nt in Chaptez“ﬁ below. .
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prevail,if the market behaved competiti&ely - R
Note that the usual practlce in the brokerage 1ndustry
is to extract the prlce in the form of comm1551on rate (CR)
applled to the sale value of the property The follow1ng j

equatlon glves the relatlonshlp between the gross commission

(P.), the commission rate” (CR) and property yalue (PH):
' . " Ol . . .

(Pt CR.PH A o (3

Under bollu51on CR wou¢d be flxed at a level hlgher than

Y .

e that prevalllng ‘under_ a 51m11ar competltlve commlsS1on
structure, say at CR ) so that equation (3.1) can be written
as follows: . '~ ..~

e .
(Py.=.CR -.'BH ~ - Co(3.2)
3Equatfon=(3”2)'specifies‘a uniform (collu51ve03comm1551on
¥ N rf‘, .
rate which is 1ndependent of house pr1ces It can now'be *
shown that such a; unlform flxed comm1551on .rate may be
N potentlally prlce dlscrlmlnatory and hence 1nd1cat1ve of

o

market power/collusxon, Réarranglng equatlon (3 1), the . ER

- commission rate &a %NNﬁpressed by follow1ng equatlon-

;:' ‘»' .V‘ A3 3) _"’;

s

'év, :
1mply prlce dlscrlmlnatlon"ln brder to answer’ thls_?
. _4 ﬁ"'

qu‘stlon totally dlfferen 1ate equatlon (3.1) and rearrange



jmarket assumlng selllng costs (SC) are;flxed" (d(SC) =3@f,

53

dP, = PH . d(CR) + CR. d(PH) . - (3.4)

5,

where d stands for the total dlfferentlal operator. D1v1d1ng
t\’ N s

both 51d95‘oﬁvequ§§ion (3.4) by d(PH)'and rearranglng terms,
X ‘ ,}," jl » ‘\":.A - “‘
‘is obtained;“““".a'éd' S
) LY . “v/;.ﬂtﬁ_li‘j{}.\, ‘j
CooLl o (3.5)

The followlng cases Gan be 1§eht1f1ed from equation.

' T v CoE L, e B
. : S g E ' . . o
T , gl' i o ‘ . 5
_4"Case T: dPy/d(PH) = 0 iff
d(CR)/d(PH) = -(CR/PH) o T (3.6)
In thlS case, gross comm1551on 1s 1ndependent of house prlce
4

if the comm1551on rate falls proportlonately with the rlse_“

1n house price. Thls would be. expected in a competltlve

, andfalso 1ndependent of house pr1Ce, e ; N
o
Casevll:;dP;/d(PH) Sjgtiff o |
R / ! . v - S
 d(CR)/d(PH) > -(CR/PH) ~ = = | ‘ (3.7

1
Lt

In thlS case, gross commlﬁ%lon rises wlth %ouse price 1f the
________ ..._.___.__J____ P . \r'."' > BQ . 8 . Y - R

”~"‘Shopp1ng theory ray suggest that brokefs would show more
" * homes:; (higher selling costs)_the higher th&” price. Thus

d(SC)/d(PH) may ‘be positive. . But the above conclusions would
stlll hold ‘if selllng costs do not flSe in- proportlon to PH



commission rate falls less® than proportlonately vith =he
1ncrease.%w house prlces ’rhaps not falling a - =0 that
(CR)/2(PH) = 0). To the éxtentfthat the cost of selling‘a '
hOuse does not 1ncrease in the same prOportlon as the- |
1ncrease in house prlces, dlscrlmlnatory pr1c1ng pertalns.
Selllng costs may not. rlse in: proportlon to house
prlces for the follow1ng reason. The costs of.selling a
house include a- flxed and a varlable component In .
partlcular fixed transaction costs (1ndependent of- house/
prlces) are assoc1ated with the drawlng ﬁp and 51gn1ng of’a

. 1’1,
llstlng contract 1nclud1ng property appralsal) 1n1trall

8"

(not repeat) advertlslng in the, newspaper other media' or

~ the MLS catalogUes and c1051ng the deal Varlable costs

arlse from repeatﬁadvertlslng personal selllng efforts
showlng costs ., all of which ey rise more or- less
vproportlonately with-house prlces and related extractable
surplus. Since some costs are flxed and other costs are
approx1mately or;port*onate to house value, lt '1s qu1te
urilikely that zhe- full costs of selllng a, $1OO 000 home Wlll,
:be exactly tw\ce as large as that or selllng a 350 OOO home."'

Hence a douc-lng of gross comm1551ons under a uniform

Dercenta@e scheme may be Un]UStlfled and dlscrlmlnatorv I-

can thus be argued ‘that 1F competltlon pertalns (see Chapter‘”'

w Y

4, sectl,n 4.3, belovl one may ooserve a 'lower comm1551on

rate on more expenslve propertles anc avh‘ﬂher comm15$1on

| ;0
i

‘tor 'ess expen51ve properrﬁeS“ Ceferls panrbus On the
S Porter (1983 p 2204 reports that- since the abolition. of
" flxed commission rate in tne New York stock brokerage market.

“
(i
i
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other hand,. if the industry-operates under a reoime of

collusion, one may ohserve that any secret discount (from

the fixed.rate) would be more freguent for more expensive
properties and less frequentffor less ekpensive‘ones (for

’Adétgils. see PropOSitlon X in section 3. 4 4 be10w) L
@Sn betargued that a non- discriminatory potentially_
u\ - ‘, ’

yoo L

'compe%§aave, comm1551on structure might con51st of F, a flat "

/fee~(to reflect the fixed component of brokerage costs),

o >pius a percentage incentive: bonus \to reflect the variable .

/
/ "."\.

/7” component of b okeraoe costs). Of course, selllng costs in
ﬂly particu}ar may be marginally'related to houSe prices but not
necessarily proportionately. In this situation; even Case I™
may involve price diScriminatiOn. In the 'above example,
charging‘theusame commission.ratev(say:725 to both

Vhomebwners uould involvelprice di;crimination against the-
‘owner’of the more expen51ve house if the cost of b'okerage

is less than proportionately related to house price. If.

there are no differences in-sellinq.costs,,price

discrimination would be extreme.

Note that the uniform discriminatory commission
structure (as currently practised)Agenerateéflower revenues.
(but is simpler td administer) than avdiscriminatory'
non-uniform comm:-- on rate structure such,asga two—part or
n—block_scheme. Leland'and Meyer.(lé76),‘ﬁor’ekample,‘nave
demonstratei chat the two-part.or n—biocgfschemesvare’at
**(cont.'d) in 1873, :ihe commiss'on‘ra e or‘sa“eslto
individuals fell 18 percent, while cdmmiSSion rate’ on small
orders (less tharn 200 shares) had ac\é risern in response

to competitive pressure.



not follow this scheme because F woulc reqguire per*odlc‘
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,least as profltable as-a uniform scheme. I brokers were to

follow a dlscrlmlnacory two-part scheme", gross commissgion
would con51st say, of_a~L1xed fee®", F.plus,a<fihed'
percentage’of PH.

Although it is potentially more profitable, brokem’h
]

UVg“cyclacal/lnflatlon adjustment whlch may straln/destab;llze

"Ol1gopo‘*st1c ﬁoordlnatlon (more details in section .3.

ﬁ%:below) br have. brokers adopted an n- DlOCk scneme by

«

ifapplylng d;fferent commission rates to dlfferent tfansactlon

classes (these classes can be deflned in terms of property.f"

values) Again brokers have av01deqaadopt1ng an n- block

scheme because 1t fMay .increase cartel coordlnatlon coscs

~,

They_hawﬂ, howeve:, adopted a two-block scheme to the extent

\

that they charge a 7% commission rate on prcpertytvalues‘up

to $1OO OOO and a marglnal rate of 3” for excess value. The

‘declining two block ‘'scheme’ ﬁay reduce the .severity of price-

. h

dzscflmlnatlon but does not ellmlnate it;.Impllc¢t prlce

3

dl%%?lmlnatlon may Stlll perslsc amonc propertles wlth PH -

le'ss- than $100,000 as well as améng properfles thh PH above

“3100 OOO ThlS scheme is. adoero partly A;Eagsetlt is more .
“profwtable, buc perhaps more amportgntly, to gvpzd rlvalrous

dlscountlng on comm1551on for more expen51ve prope*t es (fo;'

.'3‘4

'more.deta-is, see Proposxplon X jn secclon 3 4.4 below).

". ) : ’u.'

________-__,_'__________

5'”ﬁfs scheme is at leasc as profltabxe ‘a’s. the unlform

scheme .because he. can al ways set F to.zero. ,
*'It is to be noted s®at under non- competitive conditions, F
may not accurately reile t the fixed component of selllng

COSL_S R A

A .
N

LTS

o
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3.2 SPECIFICATION OF THE PROFIT FUNCTION >
V The profit functlon of a brokerage flrm can: take two
dlfferent forms dependlng on whether one is con51der1ng the

ELS system or the MLS system In the ELS case, the total

gross comm1551on 1ncome can be obtained- by multlplylng

output by the pr1ce, iae. (P X) leen total cost TC = T‘
eTC(X) the proflt functlon of a representatlve broker M, is

given by- equatlon (3.13):

= P,.X - TC(X) | g | . (3.8)
ELS - '
Spec1f1catlon of" the profit functlon under the MLS

system is more compllcated A broker s.income is now derlvedff
from three channels . (as dlscussed in Chapter 2) The proflt %

functlon can be wriften- as follows L
.3 N i S {

4 .
Q.

M = q(PuuX) + B.qs.(PruX) + (1-8)7qs. (P .X) -

TC{q.X, g.X, g:%) o - (3.9)

where ﬁ 1s comm1551on sharlng parameter (i.e. the proport1oh_

of the comm1551on received by the’ selllng«broker Aif

udlfferent erm the llstlng broker)) q1 is the proportlon of

the broker sold from the stock of hzs own llst1ngs (and -

‘earned full comm1551on), qz is the proportlon of X he sold

from other broker s llstlngs ~and q3 is the proportzon of ‘X

'sold by other brokers from hlS own l1st1ngs Note that Zg, =

1; 0.< q < 1.
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3.3 THE NON-COLLUSIVE MOMEL ' ' . .

.brokerage market may ‘be better»characterwsed as colluslve.”

58"

3

A brokerage_market 1s usually characterisedvby a large'
number of firms and relatlvely easy entry ks a result,VCasé
(1978) has suggested that the market is (purely).
competltlve. Others’ have argued that the brokerage market
may- be more approprlately characterlsed as monopollstlcally
competitive (see Becker j_§71)),rather than,purely Q

Competitive;f° In comparison, thls study. argues that the

‘44

ThlS sectlon presents a non- collu51ve (monopollst,t" _’;
\ ' N

vbcompetltlon) model of the brokerage 1ndustry whlle its . '

collu51ve counterpart 1s presented in sectlon/é{4 be10w

In the case of ELS tfansactlons a profzt max1m121ng \

broker sets prlce, Px,.wh1ch max1mlses hlS proflts 1o that

the optlmallty condltlon glven by equat;ﬁn (3..10) hOldSu

/(- ,/

d(_ )/ax = p, + X-. (ap, /dx)'i dTC/dX S (3a0)
ELS ‘ ~ ' "
Tlris condltlon states that a proflt maklmlslng broker hav1ng

\

f'llmlted market power (monopollstlc compet1tzon) would=set

x .
optlmal prlce P, for which marginal revenue 1s equal to

marglnal ‘cost, MC(XY (assuming second order condltxons are
\

,sat1sf1ed). leen market poﬁe the slope of the demand

‘°Impe"fect nature of rnformatlon and 51gn1f1cant positive -
costs assdciated.with the collection and use of ‘information
may have 1mp11cat10ns for the existence of market power in
this industry. It can,.in fact, be argued that high search

costs for buyers/home owders can generate market power even

if other conditions. of a purely competltlve market are

.~SatISfIEd (see Rothschild {1973); Prat, Wise and Zeckhauser

(1979); "Salop and Stiglitz (1977)). So.too can heterogenelty

in the ser41ces/locat10ns of brokers . ’
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'

"functlon is negatlve and equ111br1um price’in .equation

, (3:10) exceeds marglnal cosg}
The relevant proflt functlon to" be maﬁlmlsed by firms

in the MLS system s grven by equatlon (3.9) and the flrst

!

' order condltlon for’ max1mum proflts in thlS case is glven by

equatlon (3.11): T SRR - |

b .

d(l - )/dk'= q;[P, + X.dP./AX] + 4,.6.[P. + X.dP,/dX] +
5. (1-8)[P, + ¥.dp,/ax] - q,.dTC/d(q,X) -

B}

v . : -
r . ) ’

Q2. dTC/d(qzx)'- qJ.dTC/d(q3X) =0 - : "f"(3.ll)

:ThlS equatlon can be 1nterpreted as follows. In settlng |
prlce, the monopol1st1cally compet1t1ve firm eguates the
welghted average of marglnal revenues w1th the welghted

-~

average of marglnal costs (the welghts belng the

—

coeff1c1ents out51de each bracketed expre§sion in equat1on
(3.11) and con51st1ng of' the output allocat1on parameter“
and the comm1551on sharing parameter). If there 1s no market
power,' dP, /dx would be zero, and pr1ce would be equal to
"marginal cost It should be . mentloned that nunllke the ELS
case, the condltlons for profit- max1mlsat10n in the MLS

:system also depend on the output allocatlon parameter and .
“One relevant issue is to determine whether the output
allocat ion parameter ‘g; is exogenous or endogenous Although
it can be reasonably argued that it is exogenous in the - ° «___
short~ruh,; i1t might be a choice variable in the long-run, In
other words a broker may wish to choose optlmal o8 within
the. frameworL of profit max1mlsatlon This issue is not

glven further con51deratlon 1n thlS study.

-=?i R T
R G =



the commission sharing parameter. - R o
A ' ; o .
A tew predictions of the non-collusive model can be

mentioned:

’

PPopOSltlon I' In the 51mp1e case, that all firms are'

I

'"J,ldentlcal and prov1dé 1dent1cal output/servaces and ;f
\

/

flnformatlon is perfect and obtarnable'at negllglble'costs, a
sindle equilibrium price will prevail under monopolistic

COﬁpetition;:But if firms do not provide identical'products

(Serv1ces) .or buyers and sellers have less than full

,1nformat10n (due to high enough search costs) a price

/

dlsper51on is llkely to be observed (see Prat, 'Wise, and
say ; -
Zeckhauser (1979); Roth h11d (1973); Salop “and Stiglitz

la

. (1977)). ln:thisr51tuatlon the price reflectlng the minimum
average costs would set the tloor above which price »
dlsper51on would be observed |
PPopOSPthn”II' Under" monopollstlc competltlon,'iﬁ
firms are’ earnlng short—run excess profits, new flrms'would
Hbe encouraged to enter 1nto the market. As entrv‘occurs,
1nd1v1dual f1rm s demand wlll decreasée, price will fall

and/or,average cost rlse (for example,.because of intensive

-

search for buyers/listingS) As :a result excess proflt WIll'
- be eroded in the long run after mhlch no, further entry Wlll

take place (see Chamberlln (1933); ‘Joskow (1973); and

'St““mer (1968)) | ,* o ‘ - . g 0
'The above two prop051tlons would hold under both the ELS and

"MLS transactlons.
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3.4 THE COLLUSIVE MODEL

In presenting the coIIUSive moael; this section gives
special attention te the following matters:
(1) Cost/Difficulty of Collusion: Some General Observations;

(2) Collusion in the Brokerage Industry,

“(3) Incentlves to Cheat and the leflculty of Coordination;

(4) Factors Fac111tat1ng the Stablllty of Coordination;

,Liatlon in the Brokerage Commission Rate;

.@hationrin'the‘Gommiseion Sharing Parameter;
3.4}1\Cost/Difficsity of Coordination: Some General
Observations .
‘Collusion fs usually observed in a 51tuatlon where the

number of firms is relatively small (ollgopoly) aﬁB flrms

recognise interdependence in decision-making (see Ch aerlln

' (1929): Fellner (1965); Scherer (1980); Stigler (1964); and

- Sweezy (1939)). The price' and output under these

' compete.

c1rcumstances are dlfflcult to predict. This uncertainty may

create substantlal instability in the market. Obv1ousl){'3

thlS sztuatlon 1s unde51rable to the firms and they

.recognlse the need to cooperate/collude rather than to

At this point it Should be recogfiised that

coordlnatlon 18 not costless and in some cases"the cost

(dlffleulty) of coordlnatlon may be so high that 1t may be

unprofitable. The problems of organ121ng and stablllzlng a

3

-9

- cartel are extensively dlscussed in the llterature (see'Asch
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and Senecal(l975); Fraas anddGreer (1977) Friedman,(l971)'
Green and Porter (1984); Hay and Kelley (1974); Hefflebower.
(1961)r Kuhiman (1969): Orr and MacAvoy (1965)7 Osborne |
(1976) ; Palmer (1972) Scherer (i980)‘ and Spence (1978a and
1978b)). At an 1ndustry level prlce fixing is dlscussed by
Costello (1968 ; Tetracycllnefngr1ckson (1969,'Fold1ng
“Bieaeher) Erlckson (1976,‘gymnasium seating;‘rock salt, and

structural steel) Kessel (1958* medlcEge), Owen (1977;

v :

tltle 1nsurance lndustry and the brokerage 1ndustry)

Watklns and Adams (1984; fluid mllk market) among others

The cost of coordlnatlon are assoc1ated w1th the'
soiut;on‘of the following five major‘problems faced.by a -

cartel": (i) the external problem, which arises from
. product1on by non-member flrms or potentlal new entrants:(to.
\.\ N )

\the extent that such behaviour cannot be predlcted and

\,trolledq the stablllty of market price and coord;nationl

is s riously threatened)' (ii1) locatiom of the contract
surfac \(or joint profit- max1m1e1ng price and output); which'~'
'requ1res'1nformatlon regardlng cost condltlons for |
individual firmg and the market demand; (;11) the ch01ce of
da-ooint on the contracr surface (this'ié essentlally‘the

sharing problem,'i.e. the derermination of the’individuai-

firm's output quota)' (iv) the problem of detectlng cheat‘ng

N

Sy s J

(discountlng) once” collu51on is establlshed and (v ) the
probiem of deterrlng cheating. ~ T
) & - “‘I‘:;i v ‘ v

4’7‘ ’ . h T '_-é- LA 'w.
_____ -L——-—-———.—_/‘_——_ ﬁ rb' R n,‘;.".&\"f" "

‘2GSee OsDapmoan(1976) for detalls Also see Spence (1978a and
1978b)). -

.
Tﬁ



= e

s
Under collusion there are incentivés for individual“
firms to cheat. Members therefore must find means to detect
and deter chéatlng by 1nd1v1dual members While standard
theory sugges s that car tels -are lnheren by unstable Decause
of the sharlng and deterr1ng problems Osbornev(l976)
persua51vely argues that the sharlng and deterrlng problems
are not. 1nherently 1nsoluble- ‘in orher words the
"part1c1oat1ng flrms can follow. a quo*ﬂ rule whiCh will
51multane0us y sclve Coth the sharlng and the deterrlng

prob]ems Lo mhe quota rule allows individual firms to

S
B -7 B

adJUSL prlce'so as to maintain relative market shareé'and éo
51gn1f1cantly reduces‘any 1nd1v1dual member ' s increase in
market share and 1neentlve to -heat. Osborne suooesrs :hat‘
the fundamental problem lles in the locatlon and the
‘detectlon problems 'with both being accentuated by the
existence of external firms, S:igler (1964) also emphisized
the detectlon problem as, centrg to :ar:el ét bility.

| A lack of 1nrormatron nlearly bears on the detection
problem. The detectlon of cheatlng requ1 es information

regardlng mafket share and/or prlee of each 1nd1v1dual

member. In genera"thls proolem becomes more difficuls: (1)

fan )

the larger the.numoerwo 'participa:ing firms“-«liij the

larder the proportion of'ou:put cant rolled by Sma-l'cartel
. - L "(, .
. R S
mempers**®; and (111l :he larger the prooortlon of output
"For,detalls, see Osoorne (1978). ‘
“‘With a large number of: firms, it is more d frl ult to
identify price’ cutters’since the cost of collecting
information increases more than proportionately with the
number of" Flrms (see Scherer (1980)). S
*3When these firms ad a group control a large Drooortlon<of
: . ~ *

&G 63A

ot
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,controlled‘byﬂthe external firms. In the presence of

external firms, it becomes more dlﬁflcult to 1dent1fy

7

whether the loss of market share experlenced by a member

. B

flrm is. due to cheatlng by other members or due to.lncreased

-output by the external flrms. Being unable to detect the
source‘of cheating, affected members may retaliateAwith'

large discounts, which may in turn threaten the stablllty of

Y :
: “t)-';;,"\\‘}.:" S i
Pl ot S

the cartel‘
Wlth resﬁert to the detectlon proolemﬁ'ht is p0551ble
.vto 1dent1£y follow1ng cases of succe551vely 1ncrea51ng
coordlnatlonal difficulty: Case'If‘The output and price of
each 1ndividual member 1s known by all ahd therefore the
.detection‘problemdis}completely solved. The cartelfwouldr
therefore,ﬁbE'internally stable. The external flrms do not
pose any serious dlrflculty as long as they represent a very
small mlnorlty Case,II. Members know the output (but not
price) of each member' again -output and hence the market
< ‘a of 1nd1v1dual members can be effectlvely used to
>51ble secret prlce cuttlng by rlval flrms. Cartel
‘dettctlon problem is agaln solved at a reasonable
*enforcement cost. Case III: Members know the output supplled
by all the membérs 301ntly but not the output of. 1nd1v1dual

~members. Here the detectlon problem becomes more dlfflcult
but .as Osborne suggests it can still be solved. ‘¢ CasewIV:
(cont a) - output (not necessarlly larger than the comblned
_Arshare of the dominant group), it may be more difficult to
detect cheatlng Member flrms may then ~heat without belng

* identified. : / .

- ‘fSee_Osborne\(l976) for/detalls

i
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<_Total.industry output is known but neither the total.nor
1nd1v1dual output gf members Case V~ Industry output is.
also unknown The last three cases would be very unstable
because_ of the serlous dlfflculty in solv»ng the detectlon
(as well“as the locatlon) problem. Under these‘
eircumstances, if a cartel is formed, it is most llkely to

be unstable,

,3 4,2 Fea51b111ty of Collus1on in the Brokerage Industry

In the few prev1ous studles of the brokepage ﬁndustry,

t

the p0551b111ty of collusion recelved little attenblon
Chap suggested, that'Ylnger (1981) gave only a passing

refergice to this issue.. Bartlett s analy51s of price o
< \;.,.

'vstablllty in terms of a system. o? shared property r1ghts

suffers from the same and other llmltatlons (as d1scussed 1n

F

-Chapter 2 and Appendlx B) Although the p0551b111ty of
collu51on was recognized by Rosenbluth (1976) and Owen ‘,”éy#
:(1977) fthelr analyses, ‘as already mentloned in Chapter 2.
are 1nadequate ThlS sectlon argues ‘that a model of’
collu51on prov1des a more. plau51ble explanation of observed
brokerage price stablllty

The p0551b111ty of su&cessful collus1on 1s perhaps- =
j1gnored by r s archers in thlS area because of the fact that
the 1ndustry 15 characterlsed by' a large number of flrms and

+

relat1vely easy entry, factors which are presumed to ralse.‘
t ' ’ .
coordination costs hlgh encudgh to make collusion

unprofitable. But this section will argue that collusion in

4

e
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‘thls market .can suoceed in. splte of a large number of flrms,
ﬁ l- » .

vafrelatlvely easy entry, and even excess capac1ty

COllUSlOﬂ beoomes more ﬁea51ble when a tew flrmsiy

'domlnate the 1ndustry (as dlSCUSSed 1n Chapter 2). Moreover;

P
»

'}a sophlstzcated cohpetltlve frlnge ma?*respond to fhe

A

-;lonc (but not short—run) proflt 1ncent1ve by follow1ng

P i

the hlgher'prrce set by the large prlce leadérsr Moreover

7even wlth a large number of flrms 1nformal coordlnatlon may

‘Y(‘:f.l S

,'glvé place to formal collu51on 1nvolv1ng an 1ndustry trade

4¢assocfat1dﬁ7to regulate the behav1our of 1nd1v1dual m@mbers

.4

agalnst secret prfce cuttlng (see Fraas and Greer (1977) o

» + -

v Hn
T,lHay and Kelleyi(1974)). Hay and Kelley/ ﬁor example .report

. J %
:that in 7 out of 8 cases of colluslon w1th more than 15¢.'
R ,& . -~ S

'imembers in the cartel “a forial. 1ndustry trade assgc1atlon A

Y S : : BT e T o
was Involved ) . 2., ’ - ~;;'*§;g:_

. ’ N .
+ ' . K

In the CSEe of thg&brokerage 1ndu§try, a for%gl trade:
assoc1at10n (1n the form of real estate aSSOC1at10n/board)
~ o ‘ .

'ex1sts in typlcal urban markets in Canada and the Un1ted

e

States. The local boards are also related through

.membershlp, to “the the reSpectlve higher (pro 'nc1al"and

i1

natlonal) boards._51m11ar success in collu51on hhks been

. observed 1n the f1x1ng of 1nsurance ratesvln the U S )

3

",_property 11ab111ty 1nsurance 1ndgstry (sge Joskow (1973))

',1n settlng mbn{num commlsslons %or transactlons 1n the N%w f

2

‘» York:Stock Exchange (see Baxter (1970) and West and Trngc

A

3

r(1971) 'and in the Callfornla t1tle 1nsurance and brokerage,f

1ndustry (see ‘OWen (1977) all desplte the'ex1stence4bf a .

MJ". Lt - 4"
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. ladge number of ffrms (cften )
e a,x:x Ct . : w
R . U . .
% ‘these industries.. S
L0 L ’ v . .
,Competition in & broka
. , . )
« price or nonr p— dgrlva ry,
¢ competltlon on the basis of servf@eﬁgg§iity or adver:isingy‘,;
v
. . . B g [ )
. -0 d . .
Note that -t woulo be ai fflCth, in a brokerage macketr tc o ¥
. ) ) i . : SR .
'clearly‘di “ngu*sh betweer service gualitvgandﬁadve::;s;ngg
.”'.»' S : et . -.\y s " ’ ! ' .
For example; since brokers dea: wi:h“*nformatlon se vice -, X
: - . ; {{;’ T ) F‘ml . A . ‘_‘. o ;,,.
can. be 1mprovec by prowmding more lnrormamlotf\eg. .

3

sale or a better ma ¢h forshome. owners and buye s)

. , . . :, PR
£ 1t 1s adv}sgb e’ to oroup them under 'non-price '

v oS " S 4 . . i e
-

9compet1tlon/r1valry :’fl~ . v o “
AR u".v 5 ~.' ‘ .

»

- P o

: - PR 3 . A e h '
coordlnatlon and/or coordlna&laﬁ to restrch AoON-~ prlce
N .
- . 172 B
competltlon/rlvalry The lagger may take the form of

I3

standardlzlng serV1ce quallty (eg type andiamount of

7

u.) ~ ; . v:)‘lq
serv1ces to be prov1ded number of ads standardlzed lengthS“

v ree

~of" “l1st1ng contracts ; etc) Telser (1960 p 90) has argued
that serv1ce standardlzatlon is an act1v1ty iIn restralnt of

trade and that 1t facllltates cartel stablllty Although

1

- both prlce and non- prlce coordlnatlon ‘is p0551ble, 1t is"

more llkely that brokers would prefer the former. ThlS 1s

[
1

because the ﬁormer 1s easier, to ‘achieve and ea51er ‘to- L -

- mon1tor than’ the latter (see Nelson (1974) Schernr (1980) s

5

and St1gler (1964)) The greater dlfflCUlty of non—prlgga

45,

coordlnatﬂon arlses because it is more dlf%lcult tOodeflne

N . - * . e
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&
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Stock of listings) wouxd nawe ouestlonaoxe “vaivea Of
?. Lo TS ' . ' N
: .course, a«paft of thoﬂé expensesfleg. mo:e_lnfgrmatxonat acs ca
C . : ' Tk
1n:meyspapers) w&1ch are dlrectec ol obtaln bLyEfS mav
- ~ g : . g4 {5“ N I S
NE 1mptove service @ual;tybgsg \et er ”hes). leen the. " o
. 3 ~ i

.

g % .
‘ dxchotomous way brokera%g fees are assesSed bUye*s wouid

v

tend to utlllsewbrokerage serv1ces anyway Lonly to be

constralned by hls search costs for’ brokefs which ‘may be:

'_very small under MLS) As a‘result it iS'verY'likely that a

“'major part of promotlonal expenses would be des1gned to

3 -
“

attract llstlngs rat%er than buyers.

The follow1ng ﬁdilctlons can nbw be stated

—— .

Pr‘OpOSPtlon III: If prlce collu51on alone is achleved \
brokers would‘tend to indulge in substantial non-price
rivalpy. ‘A part of this non-price fiva1ry'may imprové

. o

sérvice quality, but -another part of it may have
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£4Cess.ve entry

o survive. Entry
T ‘

N

N R . .
: ?

. o ‘v < Ae o . . "4 . o . .
Given Propositiors 11D and IV, one sheould not be surprised

indus: e Asck anc.Seneca “(157
" m‘ i
\11 . . . . » .
ccllus J% behaviour 'is-inversely
] "\;, . . k) . :
: DR ' ' ' DR ’
profitability. For the- Vancduver, brokerage marke:, -
d ;' L .T\i,‘ ‘ , T " g - o . - ) '
., . . e [ o . P '
ROSencru fe 576 ,» tound that, :n" sprre.of high
~7 - . T - "L X - - ..E*)_ .

a ~ % RS ¥

fcommﬁssfon'fa:es,scme ea nrﬂgs of o?oxe % and sal esmen were

.”ﬁot much nlgme ) nar c‘ne“ “nqés rres (egt m-ulnc ano

m’(n A : J

2 el .“« o -
manuractur-ng). Observ1nc row prﬁf ‘'t rates, some researchers

s

R R “

have been tempted te cn Tacs er1se such 1ndustr1es as pureuy

(see Case (l96~‘; KaWymon \11978 )) or
w :

;rmonooo-lstlc '1 cOmpetlt;ve (5ee Becker (1971)).

2 A N . . N :'.’-.v oy .
LR ' . ?\-‘ : - .

3.4. 3 Cost/D1££1culty of Coord1nat1qn 1n the Brokerage

. - \
’ Industry L "“.°, 4 ~-‘fw7Al L Ve

A
> . -

Collusion' mlght ce formal éeg a bylaw of. the real

'estate baard) or 1mp11c1t (as: occurs under przce leadershlp

4

a8

or focal pomnt prlcihg). If collusion pertains in the
brokerage industry, the"objective df the cartel would be to

max1mlze 301nt 1ndustry proflts. Prlce (comm1551on rate)

'would be set for both the ELS and MLS transactlons such that

*'Strictly speaking, Kalymon s study refers to geal estate

bu1lders and developers rather than to real estate brokers




/

the respgctive profitc functions f(equatinns {(3.87 and (3.9)
respectively for the ELS and MLS cases: are maximized (these
" eguations now being interpreted at the industry- level),.

. - . o
This sectior would argue *nar”s;gr 'cant rewards for

gcheaglng.\cdscoun:;ng/.toge:ner‘w%?h st uc:ural'featuresu

g

~very unstable .n':his‘. e ;

d that the ne: incentive to
:j‘ .

tc the following structural

firms;. (b) the'presenée¢$§l"'

tﬁaﬁ §$;5

6

. extetna* firmé‘(non4 potentia7 new -en

r

’he presence of -a h gh prop0ftlon of sm31; flrms,‘and %g
: . RN kR , ‘ }‘)P 7
e ;’*he nign rate of entr y of new customers/home owners ‘ i

demandlng brokeraoe serv;ces),per'petlod of time. i
N The tole of the above»faotots are diécdésedhusing'the
S methodology developed hj Stigler 01964). In hlS classic QD
{Z:tle, Stlgler provides- 1mportant insights about cartel
‘ behaviour and its organ{fat;on.'More SpEC1flfalIY? he
emphasized'importént difficulties assooiated.eith'igev';'f"}»
pollc1ng of cartel @rrangements. His 1mpl1c1t‘analyt1cal : l

&
framework can, be used to make 1nferences regardlng ‘the

.. —

>

'5c&5opm5tance5uunder whlqh a cartel organlzatlon would be
R ad : ’ ‘ : :

’ e [ i

stable.'Thls methodology is modlfled (eg the assumptlon of
equal f1rm sizes is dropped) extended"(eg. additional new

»ﬁresults are obtalned) and then applled to a study of the
’Q r
prlce dlscountlng behav1our of the brokerage 1ndustry
“Dlscountlng may occur -at the t1me of llStng or at the
time of. sale.
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'f;brokers. I » L

‘unsold); and:(b) customers who are ‘new in the market. Assume

‘new. Con51der tne behavzour of current customers flrst ;", R

I R e ;
Many current customers recognlze the advantages of renew1ng

’beglnnlng of each perlod Let s be’ the“probablllty that a

contracts expﬁre at the end,of the perlod and that all

. »""":‘ ‘. . . 7]

- B . J - . v
: . )
_ For subsequent analysis, two groups of cuStd@trs‘are

. - - LS :
1dentified: (a) current customers (home owners) who want to

renewutnear,llstlng contracts (their properties are still

. 1_/""

cthere are C customers of wh1ch Co are current and C are’ - g

'

(1 gnOflng new customers for the tlme belni& 1. e. ,?CCQLﬂf

. ¢ i
H

the llSt;nO contract wlth the sam€ broker, thereoy avo1d1ng

u v,'

7 .~(5\9 . &

’4 e e . L

% . C *1;3‘.?"
of p0551ble dlscounts that may come from changrng

Lo

Assume thatvthere are N brokers‘in the market G1ven
any. arbltrarlly defined time perlod over whlch llstlng‘
contracts are 51gned assume, for 51mpL1c1ty, that all.

. | . N
contracts are renegotlated and renewed/recontracted at the

customer wldl ‘be attracted to a¢broker. Thus s can be

h/Slnce prlce exceeds marglnal cost @under collu51on),

’1nterpreted as his market share 1n the prev1ous perlod

. ’%ﬁ‘:‘?ﬁ
an R

t ug

R
1nd1v1dual broker would have a strong 1ncent1ve to obtaln a,

3

market share exceedlng s by 91V1ng Secreg;prlce dlscounts.

yFrom the pool of customers he w1ll be able to obtaln “on .

' ‘__._._.__‘...._..._.'--___ _._‘__ A . - (}

¢ Some customers may want to .- sw1tch if they v1ew thelr

vcurrent brokers as hlghly 1neff1c1ent C . .

T . . .
Pk s . ce - e N
. . ' . . ‘

v

other llst1ng contract as be1ng greater than‘the benefltﬁgﬁ'
) . _,.‘3’ “

<
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& average, m, llstlng contracts .in the.absence of rsecret.
. . . . »,\.‘ . ;l‘ 5 . ‘,-‘ )
‘ prlce dlscounts where m‘rs glven by: P T
o e ‘ o - SR A
, ) ’ w‘fﬁﬁh ’ : . “ = ]
m';_Co.s'= C.s - ' % . o _ S (3
Uty L T ¢ g A ‘ .f :
. "&/ ' S tw . . . 4 - S
v ? and has a standard dev1atlon T S L L
3 . . ’ - ‘C’f ;:".'. o . - " - T R . - ) '
I 3 . e . . ;
: ~ : B oo . Lo .o B : :
. : ; 1 . Co LS oo L L
Vo= { C S (1"5) TN S [ AR VT (3. ’3)4
- e Sl . . A . {:;'
;uWIth collu51on the n-ra jeal 3
. e Lo . - 3 2 . £ o y - 0 ‘
- ,member."A broker ﬁ%y , secret dlscounts to some s p' e
© . . .\v' N ‘ L e ! k PR S

marglnal cost) in order to attract more Ehan m contrac 5. .

*as follows-t

‘ucustomers (w1th a maxamum value of the excess ot pblceaabove

> (9

:“j ~
Assume that he can obtain a- number of congt faCtS,WhICh 1s k.

e(any p051t1ve number) standard dev1atlons above maw1thout

' 1be1ng deemed a prlce cutter by 1ts rlvals (the dev1at10n

—4‘1.-, : “)r ﬁ; . iy,

within that .range may . be v1ewed as due to random factors&

similar condltlon holds for other r1vals as well. Thus, a

b

._broker will be suspected of prlce cuttlng only if he obtalns

more ‘than: (m +.k. v)' ontracts. SJnce thlS reflects the S
B |

v&”ﬁ contracts a price-cutting f1rm can obtain wlthout

+

'belng deemed a price- cutter and since m 1s the expected

a

number he*can obtain w1thout price cuttlng, ‘one can. deflne G

B

G = (m + k v - m) = k.v : ".\“1‘.‘ N Y _' . (3 )

where G can be 1nterpreté§ follow1ng Stlgler (1964) .as the
e e e

T°A b1nom1al probablllty dlstrlbutlon is assumed Here s 1s-{ -
the probability of success 'in attract1ng customers and (1-s)

flS the probablllty of fallure.a

a3



' p o rtabtllty of secret dlscoUnttng depends péﬁ iy

der1ved

jhypothe51s ;s.glven in Chapter 4,-section.4.1 below). - - ;.'

<3,
§ 4

gain in sales :th‘pricercutting remaining. undetested. .
Expressing G as a proportion of ‘his own average sales m, the

following' is obtained:

PG = k.{C.s.(1-5)}" zeﬁié”
where PG expresses the maxlmum proportlon of llstlng

contracts whlch can be galned by secret prlce cutting,"

Deﬁend whlch r1vals would 1nfer prlce cutting. Sipge the
: S S

3 ERt %

= s . R
the~numper of customers one obtalns, PG can alsch®

interpréaed’as proxying the: 1ncent1ves to. engage secret

P

price discounts (see Stigle;r(l964))

and
. )
51mp11fy1n9 the expre551on ‘the followlng 1s obtazned

k> Ca @
- . B .

'Taking a bartial derivatlye of PGw.r.t. s,

apG/as'= -(1/2) ' c" {(1— /s}" (1/s? )

PPOpOSItlon Vi The 1ncent&ye to. secret prlce cuttlng (or

'
’

'equ1valently the dlfflCUlty of detectlng secret prlce ‘cuts) .

is 1nversely related to s*(i.e. size of the\firm)

£ -

The 1mp11cat10n of thlS prop051t10n is that smaller

'cartel membeﬁs would offer comm1551on rate dlsqounts more

,frequently than the larger firms. This result 1s conszstent

4 v

-with general cartel theory (an explanatlon of thls

e T,
. te T
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Turn now to examine the effect of N. (number of £i

-
Py

3
S

7

,on incentives fOu seoref price- cuttlng Equatlon (3.15)

cannot be used for thi's purpose oecause N does noe. . appear

<
et

xp11c1tly in th s equatlon. To overcome tb1s problem G

I

(equatlon 3.14) 1s expreSsed as a. proportlon of mean’ market_

share in the industry (1/N) (1nstead of m as in equatlon

QS.i%)) and the folloV1ng eouatlon is obtalned , ;g
P A Ly e . o ,
‘ pqc‘g- C 5. 1,.715“),.}'3;, 24 = . S (3.17)

Tﬁe 1nterpretat10n oi PGG -s 51m11ar to PG, i.e. it can be"

R4

ioterpreted as tne*ﬁaklmuﬁeprpportlon»of ;lsting eontraots
;l@expresSeﬂ now as a proporfiooiof average'market sharer(W/N)
instead of m) which can be ga?ned by secret prlce cuttlng
*‘xfferentlatlng equgtlon (3.17) Worst. N and 51mp11fy1ng the
’ "ﬁjpre551on, the follow1ng equatlon 1§Lobta1ned | {i:.jfpf@’
Vapco/aN.= k.'{C.s.(r.l—s,)}".2 '_‘, o o . ‘:(3.18) ;
From equat{%n (};18), where aPGG/aN > 0 :the_following . ‘ﬁ '
:prop051tlon can be stated: g ” B e "
Ve .

N \ - -

4 gAPPopoSItlon-VI- The incen to secretly prlce dlSCOUDt {or-

equivalently the difficulty of detectlng prlce chs varles‘

-

;idlrectly w;th the number of flrms.rn'the 1ndustry:_This
‘propositioo hgldé for both the'EﬁS<aod_Mts transactions;

- 'Again,- this proposition is.quite'consistent with the
received theory of the cartel. ‘AS"diaoUssea in section 3.5.1

v

above, an 1ncrease in the number, of flrms 1ncreases

s

rcoordlnatlon costs (1ncreases pollc1ng and enforcement costs



A

tcerbatxng “he detecrlon problem (see'also ScRerer

:“)f and Stlgler (1964) ). Given thar most brokerage
markets oontabn a large number of flrms and entry 1is’
relatlbely easy (see Bartlett (1981)£ Oven (1977);

RosenblutH (l976)j Vznger (r98|;), 1t'tan be argued that a
: R
bn@kerage cartel would face enormous coordlnatlonal

. e -

difficulties, esoenlally Ln the ELS market

The prevzous d: scus 1gnores the entry of new

. s -
cuscomers in- the mamket each perlod Notw

customers may play a §Lgn1f1cant role in

each perlod many home owners enter this market for the-—

first time to sell their homes ThlS factor may have strong
1nfluence on 3he dlSCOUﬂtlng behaviour of broke 5. Assume,

for 51mp11c1ty, that the number of new customers Cn, per

'

perlod is a constant prOport1on w of Co, e, : S

S

3 ¢

‘ . ) . ) ‘:; L e ‘\: )
Ch = w. Co;"O < W< 1 . C e {9)

there w is the rate of entry of new customers A broker wyll

<

be able to attractx on average mn'ofﬁbhese new custoqprsu

L - : S 'é%
- ’ v r.v ] o - - _7
| =_cn'.is = w. co s , . (3..20)
with a- varlance Y .
Vo = w.{Co.su(1-5)} " 2 ' o - (3.21)

and the relevant expression for PGn, the max1mum undetected

proportlonate galn in the share of new. cusfomers

-

attrlbutable to dlscountlng, is:



'aPG'n,/aw = K.i(1=5)/Co .5} SRR l—w)"'" N T+w)

o ) .

by offerln ;ﬁ;scounts toi
% Lz :
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PG, = k.m.co.s;-u—' >;‘é/(j'+w>.co.s” | | | (3.22)

where the oenomlnato* in equation (3.22)

._ﬂ "

epresents the
oY ’)l . ’ )
firm's marker share after taklng account of new customers.

Taklng thm partval denlvatlve o‘ equation (3,22),w.r,t.y

w and 51mollry1ng the exore551on the following resplt is

obtained:

v

Eq%ation‘(3.233 is positive for s<i'and w<l,

predlctlon can’ ge derlved

PPODOSlrlon VllaaThe 1nnen_1va to secretly prlne cut (or

.r( 0“? » V\ .
‘equlvglently the dlfflCUl y of detettlng price, ths) 18

.positively related to the rate of entry of‘new chstomers w

) |
per perlod of tlme (see also Stlgler (1964)) . Slnce it is

less llkely fo result 1n the detectlon of cheat{% , brokers

are more w1lllng to offer dlscounts to a:tract new customers

. e . ,}
and the MLS garket Note that w 'is” relatlvely hlgh for the’

'.n‘x

e

.brokera?e 1ﬂdhstryxv15‘a -\ is other 1ndustr1es. This'is

:becausgvthe hou51ng ma_ket is characterlsed by transactlonal

1nfrequency Asﬁa result the turnover of home - owners and

a

‘buyers 1is large Each perlod many new llstlngs appear in

the ‘market and a large proportlon of old listings dlsappear

from ‘the market. Flrms in this market thus have ample

» 7

opportunltles (and therefore 1ncent1yes) to. en%age in secret

dlscountlng with less fgar of belng detected relatlve to

a

N

.

¥hem . rather than to the current J.} 

!
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¢

lusive marrers characterized bv a smaller

-

- . L

The'agove propositions indicate the existence of strong

1

e

g ;

cen:ives;jor secret price utting b} brokers. The

ifcentives’ WPULG be stronger, ’he g eatetr the excess of-
B T

co'lu51ve p : o&e* "omoetztive ‘Zosts. ‘Given these
. .a

inc ntives, tne,ro‘lowlng Dred’ctlon can be made
.Pnoposition»ViII: In a co’inslve br okerage marke ;- a 4;
‘nonftriviad disoerslon of actual transactionlorices woﬁld
preva 11 because of posszble secret Drzce cuttlng by orokers.

But in contrast to Prop051tlon I, prlce dlsper51on in this

case would be observed below, the cartel determlned

-

comm1551on~rate (call it the ." celllng rate”).

ES

< - Although a brokerage cartel is potentlaily unstable,
. \ ‘
‘ certaln factors contrlbute tb‘its;stabiiity The major'

B

L hypothesas-as thab the cartel dlfflcultles can be overcome

.’,

W‘Aand hence t?e cartel stablllzed) if the 1nstitutional'

n‘—

,W arrangements gﬁherent in the MLS system are- effectlvely used
3,

3 : ﬁ
s by the brokerage trade assoc1atlon to detect and deter

»
.

cheating. The coordlnatlon and enforcement costs can be

-

significantly reduced in'spite of a'large-number of firms,
. / B

»

"relatively easy entry of firms, the preseéence of a hlgh

t

p;pportlon of small firms, and a high rate of turnover of

g,.customers in thlS market

.

AL R a

»
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With a #iew to analy51nc the stabllltv question, one

‘can begin_ by zo parlng the 1nst1tutlonal arrangements
’ o

PN

ur\derlylno th EIL , and MuS- transactlon process’és. In'ﬂe E:LS
- ! 'w- m v A . .

market; the market shaﬁ& of ?hleldual‘members 15 generally
\ .~ . \ ¢ ‘} . an R

unknown, a§ 1srthe prlce cparged by them Thus thev.‘ e
, n\; T e e

—%

\
\

&1detection, deterrlng j,sh@f%ng and’ locatlon problems are

‘-_moreyd1 fcmlt to- solve. The ‘existence, of external firms -

i

v &

acc entuates thls dllemma Collugkan in the ELSﬁSystem»fallsg,

LA
o

unoe:«Casé 11 or_oase 1V above

Ho
n-. -

A

ction 3.4.7) and,

» e

b\.herefre, ‘is less llkely to be stabl-. @ne 1mportant §#
N

/

JAR . T o~ :
1mpllcatlon of this .esult Ls'*hat a h}gh degree of»prmce‘
cutt&yg would prevall if collu51on 1s. organlsed'in the EuS

, ; A :
. ' . { N ]
system TrOFE ous -“1oned here that colluslon r ‘ 3

nonetheleSs can

Foa p01nté%fuch as the‘o §:4lfnt value prov1ded b? the pre 1976;/

/ . W ’ : X . ~ . -

- *aycomm1551on rate) v 'f J',‘ | fﬁ* tA~££ym?f ?
/‘QQ~ In contrast to the ELS 1t 16’argued that prlce
'fcollu51on 15 better achleved and ma1nta1ned 1n the MLS s
system 1argely @me to the- 1nst1tut1onal mechanlsms,h Wf? T

- Ty

‘ -
4 r’-:‘ L

& that the MLS@system has a greater‘potentlal forJgeneratlng

3

an 1nformatlonally eff1c1ent transactlon process than the

’ ELS system. In thls sectlon "it'is ‘arqued that the scope for

~

the market appllcatlon of thlS potentlal is greatly reduced

’fwhen the MLS is used. as a cartel coordlnatlng dev1ce.'As”a, :

{‘ -

o ' {
Lt

matter of” fact the MLS prov1des firms, w1th an excellent

VN 71It is to be recognlzed that salesmen and broker tralnlrg
may also promote adherence.to the established rate.

- . . . . . . ,
. f . . Y - P
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svstem Under.the MLS the llstlng brobe%?sifs the ) .
-commlgon rate cnd also spec1f1es the ", |

-Lommi

1¢~

1nst1tut10na1 mechanlsm through wh}ch prlce coordlnatlon can

'be achleved and Malntalned at a reasonably low cost - To see

hd

:thls recall the transactlon process underlylng the MLS.

<@

-

'pllt" or the

e y . I _._,’ Y

1lon: sharlng paramete-r72 (usuallyf-O 50) 2 Moreover

‘o

under current MLS practlce he must allow all part1c1pat1ng

members access to the 1nformatlon on comm1551on rate and

1

spllt" .and other llstlng 1nformat1©n through the MLS

Y
L7

.llstlng catalogue‘J 'v,‘ - 'Z;U
Other llstlng 1nhormatlong1ncludes varaous

characterlstlcs of. the house; the llSt (asklng) prlce of the

house andézhe 1dent1ty of the 115t1ng broker inafhe -

v \

Edmonton brokerage market for example the 1nformatlon on

the comm1551on rate and the "spllt" is reqorded under the

)

‘1s sold the flnal Sale pr1ce of the’house and the*ydentlty
of the selllng broker (whlch may be dlfferen; than the
@ .

llstlng broker) are also publlshed in the MLS sales

J

catalogue The 1nformatlon on comm1551on ‘rates and market

LA

shares fac1lltates the solutlon of the detectlon deterrlng,‘

sharlng and location problems and thus fac111tates cartel

. "

stablllty In terms of earller categorlsatlon the MLS

. ___.._.___._____._..._____. .,

721t ‘would be - 1nterest1ng to fEind out from a. micro model

. what factors determine the optimal value of. § from the p01nt

- of view of the llstlng (selllng) broker and how llkely it 1s

to be 50-50. Thislitssue will not be pursued- ‘here.
"3 The llstlng broker ‘pays the MLS fee from his share of
comm1551on on a- pre spec1f1ed ba51s.[" o

hoo® oS T

R s

‘"CODE" in the llstlng catalogue. In addltlon when the house

y
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'service' means.a service of any description whether

-~

industrial~ trade, profe551onal or otherwlse. The brokerage

Il

1ndustry, thus, cleaily falls within the" jurlsd1ct10n of the

Act. Brokerage 1ndustry behav1our might contravene the Act

in the following areas:

1. Fixing of commission rates and commission sharing
parameters as a form of consplracy, |

2. Fonsc1ous parallellsm and joint monopollsatlon by ER&
members : » g

3. Monopoly and mergers on the part:of the largest firms;

4, Price disctimination: and é .

'5. The MLS as a form of market~reStriction.
;6.3A1 Fixing commission rates and cohmissicn-sharing

parameters

Historically, the commission rate (Cﬁ) and‘tﬁe
commission sharing parameter ﬁ,.were flxed (by overt
\collu51on) in Canada until 1976 when the Act was amenZec
Avallable ‘evidence suggests that even today, n1ne years
after the Act was.amended, the brokeragevlndustryvstlll -
abpears to adhere to the traditional‘fixed~cdmmission rate”
and commissien sharing parameter, B. Section 32(1)(b) of the
Act now applies_directly to price fixihg in this industry.
~Its application has been someﬁhat~iimited, In particular,
its application, like that .of much of Canadian competition

policy, has been rendered ineffective because of the use of
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'\gsuch words'®’* as “unduly‘ or'"beyondvreasonable doubt™ in’
the leglslatlon
Although the above two factors may limit .the
application of the leg1slatlon to only the most blatant
'1

"cases of price'fixing, the effect1veness of compet1t1on

- policy in thxs case'would depend greatly on the attitude of

the court in 1nterpret1ng such words as 'unduly'; 'detrlment,

tovpublic interest' and 'beyond a reasonable doubt'. Most
economists agree that conspiracy to fix priceS'doésrnot

serve any interest other than those of the producers 37 The

N §

. ECC Report also suggested strong measures in deallng with
-prlce fixing in all servace-lndustrles and 1t recommends the
treatment of all price fixing as per se'?*® rather than PUle
of reason offences 4

.1t is not surprlslng that this leglslahlon has
generated serious oppoSition from the brokerage 1ndustry."fn
. three separate Repovts (1970, 1974,.and 1975a), the CREA

. went so far as to argue that fixed schedules were in the
5 B . . ¢ ;o

pubiic interest. The 1975‘Report reads as follows:

i

...that is that fixed commission rates were intended

L

"3¢ Por a detailed discussion of the 1mp11cat10ns of these
words involving many court cases in Canada, see Green

'(1980), pp 168-176. :

*27'Green (1980, p 176), for example, argues that all
‘collective attempts to lessen competltlon should be
thwarted, not just those which are 'undue'’

138 The ECC Report (1969), pp 147-48). The only exception
suggested is that related to trade union activities, the i
B.C. fishermen's aggreement with their customers, and other
activities which are clearly subject to alternate forms of -
social control.

'3°price fixing is con51dered as a peF se offence in the
U.S.A., i.e. undueness need not be demonstrated
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to aet a reasenable.étandard and « 'bench mark" f a
proper tarlff to e11m1nate predatory pract1ces on
“the one hand and price gouging of the public Qp the
other.'* |
The 1974 Report states'tnat: < ‘ o | )
-.:it is considered in the publicjingerest/that the
~consumer should be able to have some cemmon point- of
re:crence as to the relative costs of service, prior
to deciding whether to employ the services of a
broker\ and/or to utilise the fac111t1es of the MLS,
wnere‘such fac111t1es exist. o
This argument is not tenable becansehthe public‘WOUld
obviously benefit from lower fees, or at least the choice
among a range of fees and service qualities eétablishedhby'
,competltlon rather than the current hlgh rate established by
collus1on Second 1t is d1ff1cult to understand why a
competltlvely determined rate WOuld not serve just as well
as a po1nt of reference' for the home seller as to the
relative cost of the service prior to employing a broker. In
pressing for a common reference point, the CREA:argues that:
...while specific real estate statistics are as
meagre in the United.States of “America, as they'are
‘in Canada, the trendﬂhas been unmistakenly,that when
the common reference point of real estate commission
was removed, the‘actual cestiof the service to. the

'*°CREA Report (1975a), p 9).
'*' CREA Report (1974), p 11,
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i
publ}o tended ‘to increase, rather than decline;“2
This agg nt cannot be accepted ei'ther because' first,
the report 3hsel recognises that the glaim is based on
1nsuff1cient‘data; Secondé.it'does not give any,statisxiosz
‘or references whatsoeveriigjsupport of its arguments; third,
it,does not justify why andiunder what conditions the rate
tended to rise; and fourth, since thevbrokerage fee is
,xpressed as a percentage‘of house prices, itydoes not
recognise that the fixed schedule would indicate that the
gross comm1551oh increases in the same proportion as’ the
inflation of"- ‘housing prices (although brokerage costs may"
not rise in' the same proportion). The CREA also.argues that:
--. where there is less competitive activity on the
sabject of relative rates and charges for service,
the‘cohpetition is more intense and more
satisfactory to the consumer, in the areas of the
~level and degree of the service itself,'+:?
This argument is also based on’&mproper analysis;
First, it implicitly assames that‘competition on the basis
of 'service guality' is more beneficial to the public than

that based on 'price’ compet1t1on- it is d1ff1cult to.

~ .

Justlfy on a pPIOPI grounds that quality competltlon is
always more benef1c1al Second, qual1ty competition in the
-brokerage 1ndustry may have taken the form of wasteful

compet1t10n~1n sollc1t1ngv1nframarglnal 1lstings already

' **CREA Report (1974), p 11.
'*°CREA Report (1974), p 11.
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available for.sale in the market (discnssed in Chapters 3
and 5). Thiré, {f the rate is already fixed, it does'not
allow the consumer to choose the opt1mum prlce quallty~
omblnatlon he wants to purchase. |
1t appears that CREA arguments in favour of prlce
fixing are less than fully conv1nc1ng. In any event, perhaps
because. of a stronger position taken'by the Consumer and

Corporate Affairs of Canada and the Canadian Parllament with
P

respect to price £i g and consplracies, the CREA, in its

general meeting on pril 18, 1974, adopted a resolution
commendlng to “all its afflllated local boards the removal '
of any reference to fixed commissions.'*?® Note that although
the CREA has recommended the abandonment of fixed commission
rates, commission rates have changed little (as discussed in
Chapter 4) since then. As a matter of fact, price fixing
appears to cont1nue 1n implicit form in spite of this
recommendat1on. There is ev1dence that some boards have
tended to use a 'suggested rate’ instead of a 'fixed rate'.

This suggested rate is nothing but the.previously fixed rate

under a different name.'**

144por example, a home owner who wants a qu1cker sale ma& be
willing to pay 2 higher fee than another home owner. ~

' «3CREA Report (1975a), P 10).

14¢1f a broker were not to follow these rates, he might face
expulsion from membership (in the case of fixed rates under
exprc1t/formal collusion) or his listings might be
boycotted by other members (in the case of suggested rates
under implicit/informal collusion).
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-
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q

6.3.2,Cons¢ious Parallelism and 'Joint Monopolization

A\ ] Lo . ,

. / ' A 7 . s, .
It 1s shown in the/ previous subsection that section
| ’ ’ ’

32(1)(b) éﬁ the Act cap be Qppkied'againsthxplicit' -
(written) égfééh;;;g: But if égreemepts take the form of an
implicit understanéing among brokefs to fdllow a parallel
pricing policy, for example following a 'suggested', or
'floating' rate or any o;her‘}ate which acts as a 'focal
’poiéﬁ' of oligopolistic coordination, the present Act
becomes difficult to aﬁply._l;s abplication would depend.

entirely on the willingness of the courts "¢’ to interpret

>

such parallel behaviour as an evidence of the existence of a

conspiracy or agreement. Of course, charges against .such
behaviour can’be laid under section 32(1)(c) or section
32(1)(d) of the Act that the defgndanﬁs had conspired or\
égreed or arranged to legsen cohpetition ‘unduly’. |
But such charges, given existing‘éoutt attitudes and
interpretation, in general, are likely to be much less
effective than those invoiving explicit -agreements. As a
result, many implicit agregments, inqluding'any'in the
| brokerage indpstry, have yet to be chéilenged in the
courts.'¢*, This poses a serious problem in the case of the
brokérage industry because, in many instanceé, although

.'*'Various court cases involving such behaviour in Canada
have resulted in only a few convictions. For details, see
Green (1980), pp 176-179. .

'** Green (1980, 179), for example, argues that: 'Conscious
parallelism as such does not violate section 32(1). But
there is some danger that the concept may become a widely

- used shield to protect otherwise prohibited conduct of
oligopolists.
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3 !
brokers may have continued to practlce prlce fixing in

1mp11c1t forms (perhaps with the prev1ously fixed rate as

the focal point of coordination).

6.3.3 Monopoly and Hergers
- Sectxon 33 of the Act deals with monopoly ond mergers.
Like that govern1ng prlce fixing, thlslsectlon is likely to
be re ively ineffective because these offences have to be
éroven 'beyond reasonable doubt'; and the situation must be
one in which one or more persons must control the relevant
‘market eith%r 'substantially or compietely', where these
words may- be interpreted as requiring the virtual
eiimination of competition; and they oeal with concentration
at a point in time, but may not pay much attention to the
trends in concentratlon. , K

The leg1slat10n dealing with mergers is of special
interest in .view of the fact that the level of concentrapiog
in thisvindustry has been steadily increasing-(as discuésed
in Chapter 2). The recent rise in concentration (especially
since 1976) is attributed to me?ger% amd bankruptcies
involving several medium to large sized firms. It is aréued
in Chapter ; th%;\zﬁé“1976_Act's prohibitions on overt
- collusion might have encouraged (at least partially and

inadvertently) merger activity as well as takeovers of

company names/listings of bankrupt/insolvent companies.
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6.3.4 Price Discrimination

Section 34f1i(a) of the Act dgals with price
‘discfiminat}oh. It'definesvpribe discrimination as é per se
offence (i.e. det;iment need not  be éhown). Price
discrimination (from an economic point of view) may'have
been implicitl; practised in the brokerage industry (and in;'.
many other professional services such as medicine or law)
all over Canada and ﬁhe UHited“States for a long period of .
time. The legislation in the .Act dealing with price
discrimination in Canada is considered as an ineffective
piece of legislation for the following reasons: first, it
refers to 'purchase of articles' and that 'article' by
definition does not include services. So, the substitution
of the word 'article' for 'product' in this sectioh excludes
all service industries, including the brokerage industry,

" from the prohibitions on price discrimination. This goes
against.the strbng recommendations of the ECC Report.'*
Therefore, the existing legislation needs modification‘to
include pricé discrimination in the servicg sector in
general and the brokerage industry in particular under its
prohibitions,

If section 34(1)(a) of the Act wéfe modified by
replacing the word 'product' for 'article',Athe legislation
'_would apply to all service industries. But the legislation,
as it now stands, would still be extremely inefféctive"°

147 ECC Report (1969), p 146. '

'5°For a detailed dlscu551on and cr1t1c1sms of the existing
legislation on price discrimination in Canada, see Nozick
(1976) and Green (1980, ch. 7)
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A

for the following aaditional.reasons.gFirst, since the
legislation is carried out through the'threat‘ofvcriminal
~sanctions, the Crown has to prove.;he ogfence"beyond‘a“
reasonable ddUbt'; Second,. the.disdrimination has to'be
between purchasers who are in compet1t10n with each other.
In the case of the brokerage industry, homeowners selllng
their homes througb a b;oker are not unambiguously in
competition with one aﬁother. Since homeowners (sellers) abe
notAusuallyeproducers‘of‘homes, they may not be viewed by’
the courts as beimg in direct cobpetitidn with one anoﬁher
in tbe sale of their homes.""Property sales/purchases
invoiving home builders or developers would be more .
prosecutable since competition is ebident, Third, the
product or service purchased bust be of "like quality and
quantity’': In the case of brokerage services, it would be
difficblt to'rigorously determine if services were of 'like
guality and gquantity'.'®? If the,brokerage services dq.not;
satisfy this qualificatien, the existing legislation wbuld
be inapplicable. A
Additional difficulties may arise because of the.

difference between the legal and economic definitions of

price discrimination. For example, the courts may not

——— ———— ——————————— =

‘" 'Note that two home owners 115t1ng their homes for sale
even in the same market capnot strictly be considered as
involved in direct competition with each other in the ‘sense
that any one might go out of business from the action (eg.
quicker sale) of the other party.

'32 This problem would, of: course, be 'less_serious for: MLS
sales because brokerage services in these cases are more
standardized than ELS sales. Even in MLS sales, service
guality can differ as discussed in Chapter 3.

PR
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consider the uniforn -fixed mercentage rate (independent of
house prices) ‘as legal’y discriminatory although it might be gg;;nm

discriminatory from an economic point of view (as discussed””

ol

ih'Chapter 3). Paradoxically the courts might construe the’ ~%5;;,ﬂ
lower marginal rate of \3 percent (aaplied‘to btopertf value
in ‘excess of $100,000) as l2gally discriminacory eyeh tﬁqugh
sccb a declihing_two—block pricing scheme might reduce the
severity of price discrimination (frqﬁ an economic view
point .as d;scpssed in Chapcer 3). On the othef_ﬁand, by so
doing they would discourage brokers from giving commiasion
rate rate discounts on more expensive pcoperties. \
It is to ce noted that price discriminaticn'is‘not
’necessarily hafmel."‘ Therefore, this practice should be
“dealt with on a gaéerby case basisland as such should be
considered as a rule of reason rather than a peP se or
criminal offence. But one serious problem Qlth this approach
is.that it would demand large administrative, research and
time costs. These costs would be reduced to a'}arge extent
'by dealing with priqe diacriﬁinafion ﬁnder civil law where

lower standards of proof are required.

© 6.3.5 The MLS and Related Market Restrictions
Charges can:aléc be laid against the participants in a
system of Multiple Listing Services (MLS) umder various

sections.of the Act. They are as follows: (i) Participation
*53 The cases where price discrimination can be beneficial
(eg. first or second degree (third degree in some cases)
price discrimination or unsystematlc price discrimination)
should not be proh1b1ted .

~
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as a 1is£ing agent in the MLS'typitally requires prior l
membershlp"‘ in the locél-real esgate board where.bOth
1nst1tut10ns can be challenged on the ground that they
constltute comblnatlons in restra1nt of trade under section
32 of the Act. (ii) Educatlonal requ1rements establ1shed by
the local (and provincial) boards on top of provincial
vgoverhment requirements to obtain a license can be
intefpreted as erecting further.barriers to entry of a
person into»a:péofeséion.§n restraint‘of trade and it can be
challehgedlﬁndef sections 32(1) (detailed above) and 32(3) =
of the Acf."? (iii) Some applications of a "code of ethics”
and "standards of business practices"'by the real estate
boaras'to discipiine members‘(eg.,fd? competiti;e'behaviour
such as reducing commiésion rafes)imay.beacpallengéd under
section 32(1) of the Act as a combination in restraint of
trade; '
‘As expectea, serious concern was raised by Fh? membet;
of the industry, especially the CREA, against théukct as it
might’ apply to such practlces of the MLS. The CREA argues
these practices are designed to serve the pUbllC interest'’
‘and, therefore, should be exempted fromtthe-prohibitions of
the Act.'®*‘ The next chapter discuSseg vatious policiés for
nestructuting the MLS practices/institutions in order to

achieve a more competitive brokerage market.

's4This practlce is folleed by local boards in all the
provinces in Canada.

'3:This can be challenged even though provincial law may
‘allow local boards to do so.

"5¢The CREA Report (1975a), p 14.

/
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6.4 SOME COURT CASES e 3 X

In 1974, a case'si was heard in the SupremeHCoﬁrt of'
British Columbia, in wh1ch the existence of the MLS ~and some’
of its restrictive practlces ‘were challenged on the basis of-

. - o .
the 'Societies Act' of British Columbia. In this case, the
defendant, the‘VancouvervReal’Estate Board, was acouitted of
the charges on the~giound_that the MLS and its various.
practices were nothfound to be restrictive and that the MLS
'was_not operated tp-the detriment of ﬂpuhlic.interest'.

A few comments on this case is in order. First,,the
case was challenged on the ground.of‘vidlating the Societies
Act of the province of. Brltlsh Columbla, not on the basis of
the 1976 Comblnes Investlgatlon Act. The conv1ctlon of. the'
defendant society might be posslble 1f,1t were challenged on
the basis of the latter Act because the former does not deal
with price fixing;»and that‘the'latter deals with various
market .restrictions in stronger terms than the former.‘
Second, g1ven that membership in the Board was open to all
11censed brokers, the judge regarded that the MLS practlces
(eg. hlgher educatlonal standards on top of prov1nc1al
requirements and various explus1onary procedures) were in
the publlc 1nterest rather than to its detrlment<j;h1le a
few of the practlces (eg. to maintain a code of conduct) may
Serve-public interest _others (eg entry restrictions) can
be used to restraln trade and d1sc1p11ne members against.

'3 The relevant sections of the verdict of the Justlce
‘MacFarlane of the Supreme Court of British Columbia is
reported in Appendlx "H', pp 63-67 of the CREA Report
(1975a) L



price cutting. For example, the threat of expulSion,offa.

-

broker from membership would mean'denial to'him of‘access;to,

«

. MLS listings (whlch constxtdte a very large proportlon of

D

housnng transactlons) and thus, have the potentlal of

imposing severe f1nanc1al hardship on the broker and even’
% -
threaten hlS ex1stence (see also Owen (1977))‘ Eh1rd the

pla1nt1ffs also falled to convince the court that the MLS

was operated as a restralnt of'trade affectlng ‘non- member

brokets adversely. It was 1nd1cated in Chapter 2 that the'

increasingly greater use of the MLS system may have the
.effect of dr1v1ng the non-members out of bu51ness unless

they were to join's*® the defendant society.'®’ In addltlon
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it can also be shown (from the discussion in Chapter 3)-that

the MLS institutions/practices can be successfully utilised
to enhance price coordination (henc® reduce competition) to

the potential detriment of the 'public interest’. The role

of public policy to regulate the” MLS process is discussed in

1

" the next chapter.

While the MLS practises were challenged ‘no Cases of

- price- ﬁ1x1ngchave been brought before the courts for‘

hand, the:ex1stence and operatlonj

n',
g - .

successful prosecutlons agalnst some local boards pract151ng

o o
. S | poo
1sap br%kgr or salesmen can Soin the local board without
much diff gulty S0 long as they abide by the board e

regulat o]

T seeﬂ&?So G. Rosenbluth (1976) p 33. I "f fg e
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overt collu51on in f1x1ng“° comm1551on.rates For example,
as Bartlett (1981, p 83) reports, in the case 1nvolving’the
' U.S. vs. Natlonal Association of Real Estate Boards et al .
in-lSSO, the practlce of price f1x1ng was' declared to pe a
'violation of the Sherman Act. \

| The justice department has also obtained several orders
against real?estate organiSations sihce‘1970i‘ineludihg at
least two criminal conVictiohs. There were also several
state-initiated actions and a large number of privately
initiated‘antitrust suits during the 1970's. For example,
both Rochester, N.Y., and Northern V1rgln1a have beenv
successful in prosecutlng the defendants for prlce_
fixing.'*' As Bartlett (1981, p 83) noted,'in spite of
penalties for price flxing convictions (fines) the
brokerage comm1551on rates in many local markets have
rema1ned virtually the same as before. Thls is no-
-surprising given that such prosecutions Were_not accompanied‘
by the sort of structural changes .in the MLS systedfto be

discussed in the next chapterf

'¢°In many local markets in the U.S.A., as in Canada, overt

price fixing has been practised for decades, see for
nxample, Bartlett (1981) .Olson (1958), and Owen (1977) for

mcre details. - ; SRR -

;" For detalls, see Bartlett (1981), Olson (1958), and -Owen
1977). T ' -



7. SUMMARY, CONCLUSIONS AND POLICY RECOMMENDATIONS

"7.1 MAJOR FINDINGS

The objective of this dissertation“was-to undertake a
comprehensive theoretical and empirical analysis of the:
state of competition in a typical local market of the -
Canadian reel estate brokerage industry. The standard
:str0cture4eonduct-performance paradigm was used as the
~unaerlying fraﬁework wirh special emphasis given to the
study of brokerage behaviqyp and the efficiency of ' i
trapSactions in the market where real prpperties'are traded. \\
The(analysis'of_structurevdealt with the level of and trends E
in concentration, the sour es of change in concentrarion, }
mergers and’the_pattern'of entry. ﬁegarding brokerége
conduct, the stud’ focussed on the ﬁ;ture aqd_degree of

price (eg., the level and structure of commissions) and

non-price (eg., édvertising)'rivairy It also examined the
role and effectiveness of Canadian competition policy in \
stimulating effective competition and attendant_behav1our |
and‘performance;; - - |

The brokerage 1ndustry 1s a service 1ndustry providing
Agency serv1ces/1nformat10n ‘to. current property owners and
potential buyers. Chapter 3 discussed the nature and’
importance of the industry, develdped.an analytical and

cohceptual framework to formalise "the behaviour of different

participants in the transaction process, and rationalized

2 ]

the existence of the brokerage system in general and rhé MLS

L
I
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process in‘particular. It argued that the exlstence of the
brokerage“system is attributable to the fact that |
‘information ln the‘housing market.is costly and that it is
often incomplete. With respect to the relative efficiency of
the MLS process‘v[s—a-vis the ELS process, it is argued that
"the former provides superior informational efficiency (eg.
economies'of scale in.information prooessing? avoids
1neff1c1ency due to the market segmentatlon associated. with
the ELS process, slgn1f1cantly reduces'the search costs of o
Abuyers andhreduoes‘the lncentlves of brokers to dlstort/bias

S

information. I o . S
As background information' thlS chapter also presented\

results on the level of and trends in concentratlon ‘and the

souroes‘of change 1n_concentratlon. Although the number of

firms is large and‘entry'is'relativery»easy; the results .

suggest that the 1ndustry is dominated by a few large f1rms,»7

that the level of concentratlon (however measured) is
_moderately h1gh and has been increasing at a relatlvely
rrap1d'rate since the 1976 Comblnes Invest1gatlon Act came
into effect. The rapld r1se in concentratlon 1s mostly |
explalned by a ser1es of mergers and bankruptc1es 1nvolv1ng
several intermediate-and large s1zed flrms. The extension of'
< _the law to prohlblt prlce f1x1ng (along with the dycllcal
changes in the housing market) may have inadvertently
enconraged‘firms to merge as a means of aohieving an
internally stable, readily coordlnated’market strncture. It

is also observed that the larger firms gained market shares
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, i
from smaller firms and they are enjoying a greater. degree 'of
marketishare stébility compared to the earlier periods. The -
abovérgtructural factors provide some ihdicagioﬁ about thé
feasibility of collusion in this market. |

In Chapter 3, a model of brokerage behaviour was
developed within the framework of profit maximisation. Two
alternative formulationétwere presénted, one describing
brokerage beﬁaviour within the framewqfk of
'pure/monépolistic éompetitién and the other within the ,
frémework'of'collusive oligopoly. The prediétions of the two
formﬁlations were.theqlcompared and evaluated in the light
.of observed datavin ;ater chapt%fs. Tbeéé models were used-
to generate predictiohs'aboﬁt t%e 1evé1 and structure of
comﬁissiqns, price discéimination, stability of the
commission sharing arréngements, substantial noh—pricé
 rivalr§, and tﬁévcontinﬁihg'high turnover of brokers anq
salesmen ig'aﬁ iﬁdustry with persisfent excess caéacity'(as
.refiected.inva low transacfions/saiesperson ratio). It wés'
prédicted that the fixing of the commission réte.above.the
fcompétitive rate (fhfopgh successful oliéopolistic
coordinatién) encouraged ex;essive entry and allowea:'
':inefficient—firmsbto survive. and maintain excess capacity.

In this'indusf}y; QliéopdliétiCjcoordinatioh is
arguably‘su;cessfui in spite of the fact that fhe ihdﬁstry
is characteriéed“by'a large number of firms, relétivelf low
barriers to entry, ana persistent exceés capacity. In

particular, the conditions for successful coordination are
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created by the institutional arrangements inherent in and
\ various restrlctlve practlces associated with the MLS

\
\

\\process. The 1nst1tutlonal arrangements fac111tat1ng
\coordlnat1on 1nclude shared property rights "and the
assoc1ated commission sharing arrangements (which reduce but
do\not ‘ ate“the incentives ‘for competitlon); the
.praotlce v~ the listing broker's,determiningfboth hiS'own
commlss1on and that of the selling broker;'and the
publication of‘the commission rate (which helps detection’of
price cutting), the commission sharing'parameter_and the
.ldentity of the listing and the'selling broker (which .
1mpl1c1tly dlscloses the market shares of all flrms - such
publ1cat10n is useful to the detection as well as deterrence
of dlscountlng) 1n the MLS llstlng and sales cataloguesf
The most restrlctlve practlces of the MLS are the

denlal of llstlng pr1v1leges and catalogue access to

non- members"z and other part1c1pants (eg homeowners and
buyers) Related restrlctlons attached to Boand
'part1c1pat10n 1nclude membership regulatlons spec1fy1ng‘
various expu151onary and dlsc1p11nary procedures and
‘addltlonal éﬂucatlonal requ1rements (on top of prov1nc1al
licensing requ1rements) Two key related implications of the
‘collu51ve model are that one would observe less frequent
‘commlss1on dlscountlng of MLS transactlons than ELS
transactlons and less frequent discounting’ by large flrms
(prlce leaders) than small firms. ' .

'¢2In Edmonton, non-members are - only allowed to negotlate
sale of MLS listings of member firms. :
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These and other predictions related to brokerage
pricipgwbehayiour wereisubjectgd to, empirical testing in
Chapter 4. The results indicate that most of the predictions
of the collusive model are in general borne out. Following
‘the pre-1976 era of fdrmal collusion, the brdkeraée market
appears to haQe'been chéracterizedﬂby tacit collusion. As a
matter of fact, the 1976 Act appears to have‘doﬁe very
little to promote price competition (ég. the level and
structure of cbmmissions ha§e not substantially changed in
' response to the legal promotion of competition). With'
respect to pricing behaviour, 'it is observed that the MLS
commiséion_fate exceéds the ELS rate by one percentage .
pointrﬁthaﬁ commission rate discounts aré less frequent in
MLS.transactioﬁgjthan the ELS transactioné; and that‘lafge
firms are less likely to discount than small firms. Official '
discduntin§ of MLS transactionslwas absent prior'to‘the 19764
périod.'A.signi icant émpunt of discounting of both MLS and

ELS trahsaction was observed in 1979 (at least partly due

to the short-run effect of the 1976 changes to the Combines
Act). However, discounting appears to have virtually
disapbéared by 1983. This might be partly explained by the
onset of depression in ﬁhé housing market’ (after 1980),
‘assuming‘wea ly défensible countef*cyclicalvpricing

behaviour (Bartlett (1981)). It seems more obvious, however,

that brokers might have reestablished successful tacit
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The results also indicate that the commission shariﬁg
parameter has remained unchanged over time;'the'iiéting
broker sets the Commission for the selling broker} possible
implicit price discrimination still pérsists; brokers still
follow a single break point in appiYing a marginéi
commission rate:of‘3% and this rate has remained unchanged

-~

over time; and that excess capacity still persists in view
of low ratiqs of properties sold per salesperson. In .
/égaition, it is also observed that competition policy
(together with cyclical changes in the upstream housing
market);vby inadverfently encouraging mergers, may_ha;e
contributed further to creating a readily coordinated,
internéll§ siable} market structure. There is.thus "enoﬁgh"
empirical eQidence (to cbrrespond to the th¢0retical
predictions) to make.it'hazardous to reject the hypothesis
of collusion in the brokerage industry. The policy

implications of these results are discussed in the next

section.
Chapter 5 discussed the role and deter in: - f
" advertising and other non-price competition i = . ~okerage

market.‘THe #heoretiéai and empi}ical resulis in
chapter'pfonae-some indicat%on thét.the cligop~lisc
market structure and the relatédémarkef power to el._—"z2:c>

' commission rates lead to high advértising.and non-price
rivalry;’especially in thé*pérsuasive sblicitation'of'
listings. ThevMLS process has likely'encburaged broke;s to

substitute intensive non-price rivalry for price rivalry,
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especially in order to attract listings from the given stock
" of listings.. It is concluded that although an.intensive
advertising campaign (including selling efforts) may improve
service quality (eg. more informational ads in nenspapers
achieving better/quicker'matches) a part of it may be no
more than a response to the advertlslng of other agents
(defens1ve) and even soc1ally unde51rable.

The existence of .a "threshold” effect‘in‘advertising
and the "economies of scope” in'joint advertising for
brokerage and financial servicesfwere also SUpported by the
results. Some reductionvin advertising intensity was aiso
observed for the national flrms, firms which participate:
with the Century 21 group,-and f1rms which ma1nta1n a larger
~ number of office locatlons.'Whlle increasing eff1c1ency and
improving service quallty, the presence of these economies
along with the domlnatlon of the mass media by the domlnant
firms may have helped fo segment the brokerage market 1nto a
iarge/branded/advert1sed/nat1onal group and a-?
small/unbranded/unadvertised/regional group. These results
point to the need for stronger enforcement of public
policies to encourage pricehcompetition in order to both
directly achiere aIIOCative/output efficiency and to
",indirectly rednce the degree of non-optimal
advertiSing/non4price.rivalry in this-market.

Chapter 6 prov1ded a crltlcal examlnatlon of the

'Canadlan competltlon pollcy as it: appl1es to this market. It

“is argued that various sections of the 1976 Comblnes
) e
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Investigatioh Act could potentially be applied to deal wlth
'mergers, price fixing (formal or informal), price
discrimination and various restrictive MLS practices. The
limitations of the potential application of various sections

of the Act were also discussed.

7.2 POLICY ﬁECOMMENDAT IONS

It is geénerally argued that publlc policy can play a
s1gn1f1cant role in generating effectlve competltlon and
dlscouraglng undesirable behav1our in an industry. A number
of recent studies of other industries in the Un1ted States
(Feinberg, 1980; Block et. al., 1981; and Garbade et. al.
1982) have found that the prev1ous indictment of the firm,
in some cases the prev1ous 1nd1ctments of'other firms in the
industry, and the magnitude of any f1nanc1al penaltles upon
conv1ct10n have reduced mark- ups (by about 2. 4, 2.5, and'4,6
percent respectlvely according to Block et al { They also |
indicate a subsequent reduction in stock value'(by,about'7.5l
percent according to Garbade et. al. l of‘the~penalized.

.firms. In addition Porter (1983, p 218) reports that since

N
'\\the ab011t1on of flxed commissions in the NYSE from 1975,
comm1551ons on large blocks of securities had declined
almost 50 percent-(48 percent for institutional sales and 18
” ‘percent on sales to 1nd1v1duals) |
" This study, therefore, argues that actlve measures such

as investlgatlons, indictments, conv1ct10ns, penalt1es and

- injunctions_ for tacit collusion, mergers,kand price
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discrimination aré needed invonderlto stimulate»competition
‘ and‘changes in commission rates. However, they must be
accompanied by measures aimed at“easing other restrictdi
practices in'order'to béfsuccessful in éncoufaging'effectiVe
competition in this market.'*‘’ Given thé nature of the;
brokeragé cartel (ég.‘its effecti&é use of the MLS
institutions/practices), fundamental changes in the current
operation of the MLS ére‘needed."f | | |

"This is réadily seen. In?thé ﬁnited Statés, nonmission
rateé and hence the degree of collusion have not. been
reduced in>spi£e 6fnmany sucnessful anfi—trust proseéutidné
of local.brokgrage cartels for pfice-fixing/éonspiracy (fof_
details, see Bartlett (1981) and Owen (1977)). The empirical
‘analysis in Chapter 4 also suggested that, invCanéda,';he
mere_seéforai extension of the 1976 qubines Investigation
Act has done very little in enéouraging price competition
and'disc9uréging various undesiréble aspécts of conduct énd
performance. The'fnilure‘of the Act is evident ‘from the
dearth of‘discounting, the persistence of price
discriminétion,ithe stabilipy bf'COmmission sharirg
.afréngements, and continuing high lévelS‘of excess capacityi;
T::—;;n;;f;n;f;n;;iativé for active measures is unlikely tb‘
come from an individual home owner/buyer (because the ’
‘potential gain accruing to him from a successful anti-trust
suit ‘may not compensate for the anticipated costs (eg. time
-cost and lawyer's fees)), the initiative should come from
the government (eg. Consumer and Corporate Affairs or the
Restrictive Trade Practices .Commission). -
'¢*This is because the local brokerage cartels may have been

greatly stabilized (both in Canada and the United States) by
the successful use of'MLS institutions/practices; =
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Indictments for taeit_cellusion may draw upon:the
'following evidence: the commission rate remaining stable at-
- the traditional compliance levels (7'and 6 percent |
respectineiy”for MLS and ELS transactions) irrespective of
eyclical changes in the upstteam housing“market; use of a
uniforn'nercentage commission structure independent of house
prices/quality of brokerage services provided; the
publication of these commission rates and the "split" as a
means of providing focal points for pligopolistie |
,eoerdination and detecting (and deterring) formal
disconnting;.the publication of the identity of the selling
broker as a means of monitofing changes'in market share ahd
related discounting behaviour{ the infrequency of
'iiscounting,_especialiy in recent yeafe and”by large fifns;
thevpossible price di5crimination~impiicit~in the nniqum;
percentage commission rate (except for the $100,000 break
point) over a wide range of’property values; thenedntinuing
use of thlS break p01nt to determine the marg1nal ‘commission
rate of 3 percent on more. expensive propertles, the marglnal':
rate of 3 percent remaining at the same level over a Yong
:period of time;xthe continuing”high levels of_excess
cépacity/non-price_rivalry; end nigh and ingreasing levele
of~concentrétidn»(due lafgely to merger§/bankru§tcies).
Penalties may:inclnde lerge fines'¢®; elaES actiont o

! ¢*Note that small fines may not have any notlceable effect
in discouraging anti- competitive behaviour because. ‘expected -
benefits from collusion would outweigh expected cost

(arising from any small f1nes levied’ upon them if convicted) -
of such behaviour :
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settlements; injunctrons on .the publioation of commission
rates and the'&dentity’of selling (listing) broker; and
_other restrictions discussed below |

Indictments for mergers (espec1ally 1nvolv1ng largeb
f1rms) should recognize the high and increasing levels of -
1ndustry concentratlon, the large aggregate market share
lnvolved in recent takeovers of the assets/llstlngs of
solvent/lnsolvent companies - (whlch accounts for almost all
the_recent increase 1in industry concentratlon),and the |
tendencé of large nationally—based firms to participate in
these_mergers and takeovers‘of oompany nameS/listings.
- Penalties might include'fazes, injunction on the takeover of
actual listings; assetsAor COmpany names, and restrictions
on tbe establishment of'new branch oﬁfices by larger’
brokers. - | N

IndictmentS’for the market restrictions inherent in the
MLS might focus on the refusal’ to sell offence of Sectlon

- ’;,?
31.2 of the Act Related recommendatlons for structural

‘-\4

N

change 1n the operatlon of MLS mlght /nclude the follow1ng
(i) The prov151on that all brokers ({ncludlng non- ~members)

and homeowners (without employlng a broker as an
L
1ntermed1ary“‘) be allowed to list the1r properties in the

MLS 115t1ng catalogue“’ for an 1n1t1al and a monthly fee
(with home owners. adv1sed but not required to obta1n ‘an

1ndependent appralsal of their property. prlor to

e Currently, a home owner cannot list his property with
the MLS w1thout/h1r1ng a member broker as his listing agent.
1¢7gimilar measures (eg. allowing access to non-— -members)
were suggested by Yinger (1881) and Rosenbluth (1976).
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selfalisting). Potential buyers likewisebshohld‘be allowed‘
‘to purchase the MLS listingvoatalogue‘at.a'reasonable fee -
and then deal)directly with the listing broker or the |
vself—listed home owner. (ii) The listing broker shouldibe
Ipermltted to set his own but not the selling brokers™
commission rate. If selling brokers are allowed to negotlate
the1r own*commlss1ons, a greater varlatlon (due to'prlce )
competition) and innovation in the commission structure
might Dbe observed;“‘.For:ekample, the;selling broker'might'
be nilling to accept a lower'commission rate if he can
obtain a buyer qu1ckly Similarly, a listing broker need not
_dlsclose ‘his commission to the selllng broker and thus
remain undetected from‘poss1ble pr1ce.cutt1ng. (111)
Injunctions on the_publioation of the commission rate and
the "split" in the MLS catalogue. This‘would increase
'brokerage coordlnatlon costs (espec1ally for detec¢tion and
.deterrence) and thus would encourage a greater dlscount1ng
frequency. | |

These measures would not only increase price -
_competltlon among brokers but also have the potential of
reduc1ng communlcatlon ‘costs assoc1ated w1th several, at-
times unnecessary, l1nkages 1n'the MLS transactlon
process“’ and at the same t1me preserve the superior

4% One should of course, bear in m1nd that the Qotentlal
‘benefit (in terms of more price variation) from this measure
may partially be offset by the increased transaction costs .
(due to seperate negotiation of llstlng and selling brokers'
commission rates).

'¢°The communication costs can be reduced, for example, if a
buyer obtains the MLS listings. at a fee and then contacts
the listing broker d1rectly A similar service® is currently



203

'informational.efficiency of the MLS system.

Additional measures may include the requirement that,
d15c1pl1nary/expu151onary procedures not be applled to
‘members for prlce dlscountlng and ethlcal non- prlce
competition. Educat10nal requ1gementsbkon top of provincial
‘requirements) ‘established by boards should be allowed ‘to the
ehtent that they improve service quality} however, they
.should not be allowed .to restrjct entry. In.some cases,
higher educational'requiremenf should‘be‘suggestiye but hot
.mandatory. The. cod‘= of ethlcs and 'standards of business
~practices' should llkeW1se be allowed only to the extent
that‘they are usedvto maintain, ethical«standards and
efficient performahce but not to resirict entry and
discipline members for normal competltlon The.study also
.recognlses the_need for greater federal—provincialf
cooperation (1n cooperation with the real estate
‘boards/assoc1atlons)'1n establlshlng ‘Canada- w1de unlform
educatlonal requirements and ethlcal standards of bu51ness
practlces. » » o

Although tﬁ\‘prev1ous recommendatlons do not suggest
: the dissolution of the local real estate boards and: the ) ¢
dlsmantllng of the MLS peF "Se, they do however argue for

stronger enforcement of the existing leglslatlon to

jdlscourage prlce f1x1ng, mergers and various restrlctive‘;

—— - —— i — —— — ————— — —

"¢’ (cont'd) provided by a new firm, Kumputermatch in -
- Edmonton- for a fee of 300 dollars. It is to be noted that
this firm is viable and that, with changing technology,’
computerised listings c¢an be easily produced and dlstrlbuted-
at reasonable cost.
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practlces, and they do suggest fundamental changes in the
MLS rules of operatlon. In addltlon to. 1ncrea51ng. |
/;bmpetltlon the latter measures are expected to increase
the informational- advantages of the MLS system.

As already mentloned, substantlal economies of scale in
information processing may be associated with the use of the
MLS process. In such a situation, one might consider these
as. a source of market fallure and therefore might recommend
'dlrect public intervention in some form-({egq. to replace‘the‘
MLS system with some other 1nst1tutlonal arrangement (rather
_}han.an unqua}ified dismantling of the MLS},or to recommend
government regulation of the commission rate"°), For
examplet as 3osenbiuth (1076, p ?7) has suggested, the
prov{ncial governme Lz or‘even the munieipalities'oan
establish and : ~rate « centralised (compUterised)_system
such as the MLS w... open access to all interested |
parties.'’' This would preserve the informational advantages
‘of the MLS'W1thout necessarlly 1ncurr1ng the costs-
assoc1ated w1th the various restrictive provisions attached

- to board membership.. It might reduce byt would not eliminate

'7° The problem with this approach is that such a policy has
the potentlal of transforming a private cartel into a public
cartel as’ has occured under the government regulatlon in
agriculture.

'7" Instead of replacing it, one may argue in favour of
organizing a public MLS as a competing institution to the
current MLS. But the existence of two or more such
independent MLS-type organizations would segment the market
and thus reduce the informational advantages of the MLS.
Market may hecome segmented because some home owners or
buyers may not ‘be w1111ng or able to contact more than one
MLS. Those contacting more than one MLS would be paying
hlgher transaction costs (eg. search costs as well as costs
of signing seperate contracts with different institutions).

I3
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.the level of formal brokerage act1v1ty since many home
owners and buYers would still want to use the serv1ces of
the broker in arranging a match.'

But a .serious limitation of this approach would be that
a publicly owned and operated institution may dlsplay some
disadvantages of bureaucratlc inefficiency and unnecessary
delays. In any case, this approach might be considered only
if the structural'remedies mentioned earlier (inclnding
‘stronger enforcement of several of the more important
sections of the 1976 Act such as those ‘pertaining to
conspiracy, merger, monopoly, and market restrictions and
with the application of a variety of penalties and
'injunctions)lwere to fail to generate effective competition

in thé Edmonton and other brokerage markets in Canada.

7..3 LIMI'I,'A:I'I.ONS OF THE STUDY

A discussion of the limitations of the study is in
order. Thrs std?y_was concerned mainly with the brokerage
market. It did not examine other major segments of the real
estate industry (eg. building and development, speculation
in real estate,‘and financial and other related servjces).
It thus assumes away possible interactions between the .
brokerage market and the other segments of the real estate
industry. The omission of these otherisegments from
. discussion would be inadvisable if the interrelations and
.feedbacks were quite large.

"'72These home owners and buyers presumably have a higher
opportunity cost of own time.
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Second, housing is an expensive commodity and its
purchase isian investment decision Therefore the potential
gains from search may be quite large. Althoughgthis'study
°recognises the importance of search and its implications,
the search process of homeowners and buyers are not
elaborated and explicitly 1ncorporated in the ‘model.

Third, in Chapter 5, a single. equation regression model
of advertising intensity was specified and estimated.
Although the commission rate variable can be considered as
exogenous, advertising 1nten51ty and the market share |
. variables may be jointly determined As a result the
_reported?regre551on coefficients may suffer:from
simultaneity bias. It is hoped that such biases are not very
serious. Fourth, the explanator&lpower of the estimated
regression equations in Chapter 54is not very high,
indicating that some‘important explanatory'variables may
whave'been‘omitted (eg. advertlsing reactions of rivals in
response to own advertising and vice versa from the set of
regressors (or there_may be a lot of randomness in the
datalh Fifth, some estimation problems were encountered due
to the presence of multicollinearity |

Srﬁth, in Chapter 5, the presence of significant
economies of scale and economies of scope in advertising was
observed but this study failed to fully 1dent1fy the sources
“of these economies. .It also failed to determine the extent
to which these economies are pecuniary rather than

"’Multicollinearity may result in unreliable regression
esatimates.
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technical. Seventh, the data collectedlby the.questionnaire
survey may suffer from various biases associated wlth
under- representat1on of small and non- member flrms and
1naccuracy of reporting by the respondents. Flnally, since
the warious. conclu51ons were drawnpfrom the data collected
from the Edmonton brokerage market and although 1t.;s
expected that othk®r .local brokerage markets would displaj
.similar-patterns, generalization of the findings requires

additional research on other local markets.

., 71.-4 scopz-: FOR FUTURE RESEARCH

_ The l1m1tatlons of the study would clearly 1nd1cate the
,dlrectlon in which future research in thls area be '
"conducted. First, 1nterrelatlonsh1ps between/among dlfferent
.,segments of the real estate 1ndustry can be studled
Empha51s may be placed on the 1mp11catlons of these llnkages
}for the»structure, conduct and performanceﬁof the brokerage
" market. Second, similar but 1ndependent studles can be |
conducted ‘to examlne the structure, conduct and performance
oﬁﬁother segments of the'real estate,lndustry. These
seguents include'the,following: the real estate building'and
’development industry;‘real‘estate speculation; and financing
and related services. B
Third, in building a model of the real estate.brokerage
:industry, future studies might consider modelling-the search’
prOcess4of home buyers and sellers. T is might prowvide

richer insights .and predictions concerning the behaviour of

/
/



208

3 <

the differentqparﬁicipants in this market. Fod}th, éther
StudiesvmightAdévelop a more rigorous modél whicﬁ'would
‘,treat}the brokerage ma?két and the housing'mérket'in an
‘integrated faShidn; This model might yield better
predictiéns about the ?ehaViour.Of thé firms “in the
brokerége-market,”it-wdﬁld also allow the researcher to
explore the effects of brokerage behaviour on house priceé
'and efficiency of transac;iohs in the'ﬁoﬁsing market (eg.
the.émountfofvtime or units of informatioh'required to
cdmpiete:a transactioh). Fifth, éddiﬁiohal‘fesearch‘would be
»needed to identify the sources of £he economies of scale in4‘
la;ge scélg advéftiéihg and economies of écope in jbint

advertising.
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8. APPENDIX A

[

8.1 Degree qf market share 1nstab111ty

The market shares and the ranks of the.top 20 firms_ for
. selected years from 1971 to 1981 are given in Table A.1. An
empty cell in this table indicates eithergthat the firm'was
‘1not in business;in_that”year'(the firm.mas not yet in‘or
went'out.of_basiness) or that its rank dropped below the

20th for that year.

8.2 Market~share instability and priceucompetition

| From the analySis’in Chapter 2, the foilowing are
m0?§§£Y§§it£ilMQ9§§id§rable_ihstability;inAtheﬂmarketwghafewu"a“
" of the top 20 firms; (ii) considerable changes in the ranks

~of those firms; (iii) and considerable changes in the

composition of the dominant'groop (Qith increased dominance
’of Lepage). Does the above ‘evidence suggest that there is .
con51derable price competltlon “in the brokerage market? One .
'-may argue.that_the firms which are gaining market shares are
‘those which offer price‘(commissiongrate) rebates exceeding )
those of other firms._Thusian>inverse relationship between
changes 1n market share and price would be observed 1f price
competltlon ex1sted Another variable which mlght affect
changes:in'market share is the advertlslng intensity of‘the;"
f1rm (ADSR ‘the advertlslng sales ratlo) | |

J Table A.2 glves ‘the changes in market share (DMSS) of

‘the.top 20 flrms 1n-1981. The DMSS‘of these firms ;n 1981-

228 .
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‘were calculated by subtracting their 19%97shares‘from 1981
shares. DMSS appears in column 2 ;hd.the commission rate
(CR) and advertising intensity (AﬁSR) are given in columns 3
and 4 respectiveiy. The CR éhd‘ADSR variables refer to 1979.
If one compares CR with DMSS, oné would find that, while.
there is-little variétion'in the cohmissioh‘raﬁe itself,.‘
“firms which gained significant market shares during this
period, such as Lepage, Block Brothers, Royal Trﬁst, Toole,
‘,’Héida, etc., were charging tﬁe‘same cbmmission rate (7.0 %)
as the the other firms such as Friesen, Buxton, Weber,
Pétter, etc., who were losing-market shares. Thﬁs changes in
market share do not appeaf to be related £o the,comﬁission,.
rgte at all. This indebendénce between DMSS and CR is likely
té hold for earlier periods as well, which-is evident from
the fact fhat, prior to 1976, all firms were charging the
uniform_commission rate ofv7.0“peréent (determined by the
local real estate board), when égain the market shares of
these firms were observed to change significantly (Table
A.1). With respec- : the relationship between changes in
market shares and advertising intensity, the association
ahong the top 20 appears to be positive, as expeéted, but
very weak. | o : - ‘ ' ﬂ

For a more rigorous test involving DMSS‘with'CR'and

ADSR,‘the following regression model is estimated:

DMSS = ao + a,CR + a,ADSR + a;MSS,, + error (a.1)
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where MSS79>1s the market share of the firm in 1979, Itvis
expected that a, is negatlve, a, 1s.p051t1ve, and a; is
positive if firms; ﬁhich'were larger in the initial period,
enjoy certain advantages over othet'firms Eguation (A. 1) is .
“estlmated u51ng the OLS method’ and the regression
coeff1c1ents are presented,in Table,A.B;-The-results'showv

" that in all regressions, a, is negative (except equation f),
as expected, but ndt signifihantly SO. This suggests that
the market share 1nstab llty may not be explalned by the
presence of v1gorous price competltlon in this industry. The
coefficient of the ADSR variable has a negative sign and is
also_statiSticaily insignifieant 1nd1cat1ng that
‘advertlslng is not a' very efﬁectlve method of ga1n1ng market
share elther. The coefficient of the MSS,, variable has the
expected p051t1ve'51gn and 1s‘h1ghly stati. Acally
51gn1f1cant (1nd1cat1ng that larger flrms were gettlng
“larger, perhaps due to economies of scale and related
“increase in service qualitf).

‘

8.3 Sources of change in market shares
The following analysis discusses Grossack:s measurevto
'analyse'the'QCUrces of change in matket°shares and
B concenttation. As already mentiahed the Herflndahl 1ndex

H, prov1des a useful analytlcal tool for the examination of

structural change.'Given the definition of H as:

H, = Z P?, ' o o | (a.2)
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and its decomposition into

He = Zp?, + ( 1/n, ) . - L (aL3)
where -
Pit+ = Pir - Ppy = P;t.— 1/nt ' - (A.4)

where subscrlpt t refers to time t and P,, is the mean

'market share ( equal fo 1/n )

‘To construct a dynamic measure, data on market share of

~individual firms are required for at least two years Let

-”whlch can be re-written as:

\

P,(,-k) be that of the 1nat1al year (t k), where k can be
any p051t1ve integer and p,, and p.(‘_k) are the dev1at10ns
of P,y and P, (,_y«) from their respectlve mean values, The |
coefficient of ai?egression of terﬁinal year on”inirial year
shares is given by: |

e
N

bici-wy = [Zpit-P.(:-k) / an(t—k)] _ S " (A.5)

/

EN

beciowy =1 + + Zw {p.it = pi(z-s:) /Pi(z-k) Pl (A.6)

‘whg%e

<
k]

:,‘:W‘i = [ p?’u-k) /Z P?(:-k)‘] o _ ':> (A.7)
¥ 5.

‘,1
v ! .
§ equation,(A.6), it appears the the regression

P be the market share of flrm illn the termlnal year t and“‘
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N

coefficient will differ frém unity by an amount and
direction that is a function of the weighted average of the

relative changes from year (t-k) to'yeqp/t in the deviations

of the firms' market shares from their means. The definition.
of w;, in equation (A.7) indicates that the firms which are

farther abBove/below the mean market share in the initial

year' are given greater weight in determining.the_value of b.

‘If n, is large, the mean market share, given by (1/n,),

would tend to zero and the b coefficient can be directly

interpreted.*If b-is less than unity, say 0.85, then the

firms which were large in the initial year lost, on the
average, about 15 percent of their market shares. When b is

greater than unity, say 1.1, théh;;hey,have-increased their

share by 10 percent. '’*

This analysis can be extended -further to investigate

[y

whether the loss (gain) by the larger firms has been to
(from) other large firms or to (from) small firms and/or new

entrants. With a simple manipulation, the b coefficient can

’ ;oW

be rewritten as:

be(e-w) = Ce(tky o RHt(t—kv/ (A.8)

where r,(,.., is the coefficient of correlation between

market shares in periods t and (t-K), RH, (..., is the square

root of RHX,(..v,, and -RHX, ..., is the ratio of the

Herfindahl indices of periods t and.i{t-k). The correlation

a

—— o ———————— Y EE

F Y 5
_‘V‘For details, see Grossack /1965), p 303.
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coefficient reflects the degree to which market shares in

the two periods were stable. If flrms espec1ally large
J

Y

-flrms are able to malntaln their relative shares 1n the two

4y
a3

perlods, r is llkely to be close to unity. Otherwise, it

would be less than unity, indicating 1nstab111ty in the

market shares.'’s The RH coeff1c1ent , on the other hand

would 1nd1cate the trend in overall 1ndustry concentratlon

<

For example, if RH is greater (less) than unlty,
cOncentratlon as reflected by the Herflndahl index is
increasing (decrea51ng). The value of b then depends on the
degree of correlation hetween market shares in the two years
and the trend in o&erall concentration as rcilected in RH.
The following interestlng.casesvwere‘identified by Grossack:

(i) Case I: for b > 1, it is clear that the following two

conditions must hold: concentration rises and the value of r

5. _ . L ' . . .
1s close to unity. In this case, concentration is increasing

and, at the same time, large firms as a grdup are gaining
market share from small firms and/or exiting firms. Since r

is close to unity, large firms do not seem to be losing

‘market share to each other. (ii) Case II: For b < T{ r by

itself is low with RH close to unity. Here, concentration is
notﬂtising and large firms may be‘losing market share to
each»othef. (lii) Case III: For b < 1, RH is low Qith r
close to unity. In this case,” large firms do not seem to

lose share to each other but tend to to lose market share as

‘a group to small flrms and/or new entrants. (iv) Case 1IV:

o

'7*Gort (1963) , p 52 uses r as‘a measure of market share

stability.
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For b < 1, both r and RH are low. Here, large firms appear .
to lose market share to each other as well[as to small firms
and/or new entrants.

Given the above framework of analysis, it is no&
possible to analyse sources of'ehange in market shares in
the brokerage industry. Table A.4 reports the: regre551on
coeff1c1ents of all possible tcombinations of terminal year
and initial year market shares. The top corner entry of
1.0038, for,example, is the estimateo b coefficient when
1981 market share (MSSg,) is regressed on 1979 market share
(MSS;4). Similar interpretations hold for the other entries
in the first row of this table,rwhere'MSSB, islkept as the
'termiqal year market share. The first entry in the second

vrow, for example, represents the b4coefficrent when'MSS7g is
;egressed on MSS,;. Concentrating on one particular row, if

‘L‘one goes tarther back in time, the b coefficient becomes

_amaller in magnitude for the obvious reason that the

I

correlations of market shares are smaller as the terminal
year is farther from the initial ;ear. The'results |
'V}coﬁresg@gdihg to equation (A.8) are presented in Table A.5
' 'for all possxble comblnatlons of ‘terminal year and 1n1t1al
year pairs. Column 1 glves the b coeff1c1ent (from Table
A 4) which is the product of RH,(,_.+, -1n coiumn 2 and
Fy(:-xy 1n column 3. Block A represents results for whlch
the termlnal market share is that of 1981, Block B |

;fcorqeeponds to the terminal market share as that of 1979 ,

and so on up to Block E.



236

,, «.
el

S1UB|D1 ;480D UOISs8I08I BY) MO|OQ SBSALIUD.IL

.

‘Aleajidedseu

san| A auunbsg.y ayy aaw
d puodes au. uj seunbB;

SBN|RA-) By} B8Jw

§1UBID) ) j80D uoiSseIBeu BYY MO|8Q SBSBUIUBIVD YSJ}| ) BUY ) sa.nby 4
’ IL61 'EL6)

"SL6I TLLBL 6L61

T1861 JOJ SWJly JO SBIVUS 18MJUN BYL 8J® | LXW 'ELXW ‘SLXW CLLXW CELXN- 1 8XKW

(8v 0)
(TO'61)
0L+8°0

(tv°0)
(BE 91°)
61EL O

(6€°0)
(18°61)
916L°0

(Or " 0)
(61 °91)
ZTL8' 0

*(81°0).

(1€°6)
Zv89°0

L XN

(EL 0)
(Ov-zE)
TLER'O

(29°0)
(81 '§Z)py
258 0%

(65°0)
(s9°€2z) -
SE06 0

(zv 0)

(v6°91)
SCE8 'O

€L XNW

(08°0)
{12 6€)
0L86°0

(€9°0)
(Zo'9Z)’
£956°0

(Lv'0)
(1S°81)
TLS6'0 .

SL XMW

~

(587°0)
(18°9¢p)
6000 |

(L9°0)
(8€°82)
L6ED "}

Le xm

(vl 0)
(V¥ €E)
. BEOO "}

6L XW

€81Q9} J@A JUBPUBTAPU] 4O JUBID} 4,800 ,Q, PBITW| IS ]

SOUVUS 18XNJEW JEBA {R]IIU] UO JREA |RUjWJB]| 4O SUO)EsB.BBY p Yy 378v1L

(e)

{z)

S&1 0N,

€L XnW

SL XW

LL YW

6L W

86 (1Qqu | UeA

daQ



237

LZO0L

ESP9
ozse

€9¢C9

906¢ "

8668

rer9 -

€St
€908
LGZ6

g8ece
ri99
£9¢L9
. 9628
6698

© UOI1WJ3ueduo) puw seueys

o

[oNeNe]

eXeNoNol

[eNoNeNoRe

(4 4T oitie

viCr ) g1cL
9Z86°'0 - . zLee:
PPz 31 6L
6LL0 | rzse
6960 '} oLes
1SPE ) zTL8
X1 TR SE06
0981 ) €956
Zi80 6000
Z6GS Iry9g
605C 5C68
BrLE ZL56
€EGZ | L6EO
T6S1 1 8€00

“bg .q.

ol oX o)

- 6000

(v L61 "gre1)

Jee, _Q:.ELﬁh SV £.64

(VL6 .61
(€161 "5¢61)

€A Jvulwae) sy g,

(VLB L1611
(CL6L. "Lt
(St61 1161

8B VWU IwIe ) su tLut

(LL6Y 6161 )
(CL6Y 6161 )
(GL61 6L61L)
AL161 6161)

. i

SUBA Jvurwae | el gy

(Bt 1461
(EL6L " 1H6y )
(SL6L 1861
(LL6L 1861}
(6161 "186)

FLXINY IVujwaue ] uv LUb |

19nuen uy eBuwyy o §3dunog

(Sspuy EL VY

$PO} 4By Bw) |

S v wumq_

.

4

8]

H

v

I



238

8.4 The Analysis and measurement of permanent concentration °

'The level of.concentration'at a point in time or .its
‘trend:over a period of.time may not properly rerlect'true
monopoly power in an industry. This is because the‘
'underlying‘forces of change may be temporarylrather'than
permanent. In another,paper, Grossack"(l972) developed a’
framework } follow1ng Fr1edman and Kuznets (1954 oh7),
'wh1ch can be used to measure permanent 1ndustr1al
_ooncentrat1on.11n the spirit-of Friedman and Kuznets; the
market share of a firm is conceived to comprise two '
icomponents, one permanent and the other tran51tory The
'permanent components are those portions of the market shares
that the flrms are able to maintain over a period of t1me
‘and the tran51tory components are those portions present in
.only one year. L~ 3 4 - | R

Flrms that have large shares of -a particular market in
a particular period'may enjoy a set of'advantages such as
-branding, patent holdings, control of‘scarce:resources, good
trade connections, control of'strategic distrihutive
outlets, favourable f1nanc1ng, etc., relatlve to those of
smaller firms and potential entrants. Some of these
‘advantages may be permanent and others may be . temporary or-
tran51tory Grossack empha51sed that these advantages are -
'reflected‘ln observed market sharesyand that.the‘more‘

permanent advantages are the ultimate bases of the market

- power of larger firms. Since permanent advantages operate

1Te Grossack (1972) p 746,
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over several years, one can.isolate the permanent from the
transitory»chponents“of advantagés and market shares in any
particular "base" year only with respect to some "reference"

year. Of course as one changes the reference year there

should be changes in the'pérmanent,ahd tr?yéitory components
. . . N v £ .

in the base year, Thus, in empirical appIicationS,'itsis
.desirable- to work with/d;ta from several years to gain more’
vinéight into these issues.

In developing“ﬁhe methbdology, the Herfindahllihdex is -
again ;sed as a struétural méasure of concentration. Since
the metﬁodology'and tﬁé'underlying assumptions are available
in GrossackV(iéiéj;r£ﬂé§:;£ii-ﬁéf be élaborated here, Aséume
Pio éﬁd p;,‘are'the deviations’of‘the ith firm's shares from.
the mean market share'’’ in each of the two periods (0
reférfing to‘the‘"base" periqd and t referrihg‘to the
"reference"‘period). These4observed'deviations'are,
decbmpbsea ihto two parts in each®of the years, a permanent
component (subscript z)_and‘a_éfénsitory component
(subscript s) and, aséuming the permanent and transiﬁory

components are additive, the following equations can be

written:

Pio = Pio: “*'p’io.. _ (A.9)
pi'x'=y pipz +* DPics | ’ ) (A.JO)'

'?7 the mean market share remains same for all years, ‘i.e.
(1/n) because n remains same because of the way entries and
exits are handled. For details, see Grossack (1972).
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and the observed Herfindahl index for the base year is given

'by:
Hoo =[ Z p?o + ( 1/.n) ] | SO S (AL11)

Now 'substituting the sum of squares of the permanent
components of the deviations for'the observed deviations,

the permanent Herfindahl index. can be written as follows:
Ho, = [ Z P20, *+ ( 1/n ) ] | : (A.12)

With this definition of He,, the ‘statistical problem is to
: derlve a value for the expre551on of the first térm on the
R.H.S. of equation (A.12) from the obserJed market ;Lares.
'In deriving an empi:ical form of equation (A.12), Grossack

proposes'two alternative models as follows:

8.4.0.1 The proportionality model

Hor = [Epor + (1/m)]1 = [ r . Zplo + (1/n)] (A.13)

where r is the correlatiog*@oefficient of the two year's
observed market sharés. The underlying assumption in
this model'’*, Friedman and Kuznets, is that the ratios

of permanent to the observed variances are the same for

"'For details of derlvatlon 1nc1ud1ng the underlylng
assumptions, see Grossack (1972), pp 749-51.
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both years.
8.4.0.2 The equality' model,
Ho: 2 [ plo, + (1/n) 1 = [ bZ ple+ (1/n) ] (A.14)

where b is the”cggfficient of régfession of thé"ébserved'
market shares in the reference year.on'the observed‘
market shares in‘the base year. The ﬁnderlying
assumptibn of this model'’’, again due to Friedman and
Kuznets, is that the permanent advantages have the same
absoluté impact oﬁ the permanent components of‘ever&
ﬁifﬁ'é market shar;lin both yéaré.

It is difficult to determine which model is to be
preferred. Grossack méintains that while the 1
proportionality model has easier interpretationé and
more realistic assumpﬁions, the equality model has the
potential.of generating richer insights. He suggests
that if datavforvmofe than one reference year are
aQailable,’the equaiity quel may be\employed ih spite
of its hazards. This study uses both odelsvih deriving
estimates of the permanent Herfindahl/index and also
uées.two alternati&e base yéars, i.e. 1975 énd'1977vto

: . ’ i
examine the sensitivity of the results with respect to
basé changes. The results are given in Table A.6 for
both models. The estimated permanent Herfindahl index, .

'7°See Grossack (1972), pp 749-52 for details.
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Ho,, with respect to base year 1975 is graphed in figure
A.1 and for base, year 1977 in figure A.2. H,, in fiqures
A.1 and A.2 are expected to trace out through t1me the -
dlstrlbutlon of firm sizes of the base year A p01nt on
this graph would represent the permanent Herfindahl
1ndex for year 0 (base year) for a particular reference
.year. The Ho,‘for year 0 with 0 ‘as the reference year , .
H s the observed Herf1ndahl index.

~Cecnsider the case 6f the 1975 base first. While the
obser.ed Herfihdahl'index +Hoo, 1is increasing rapldly
from 1971 to 1981, the Ho,-of the equallty model is
_ebserved to gain stablllty after 1975, ‘but the H,, of
the'éroportiOnalitylmodel centihues to deglihe
(slightly). A similar pattern is Qbseréed-in figure A.2
”for the‘case of the base 1977. Uszng the equality model
it is now p0551ble to compare the shape of this curve
w1th the hypothetlcally generated curves reported’ by
GroSsack (flgure 1, panels & through f in
Grossack(1972), p 759). With’lew values of Ho . reiative
to Hoo, 1t is possible to infer that the transitory
tactbrs played a role in increasing concentration in
_}975 with respeetrto the reference years. The guestion
is hew stronéfwasvthe influence of transitory factors?
If Hy, rose rapi . ~ver time prior to the base year and
fall rapidly thereafter, as_depicted in Grossack'’ g'
figure 1, panel a, one ceuld conclude that size
advantages or disadvantages were absent and that streng

¢,
A
CI
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transitory advantages were responsible for increasing
concentration. A similar inference but with a weak '
~ransitory effect would be 1nferred if the shape
corresponds to Grossack s figure 1, panel b. The
.emplrlcal shape of Ho, 1n‘thls study corresponds cioselv
. to the.shape of figure 11panel‘b of Grossack and
therefore,_lt can be concluded that in the brokerage
industry, the scale effect (size. advantages or
'dlsadvantages) was not promlnent and that the observed

. lncrease in, concentratlon was partl due ‘to weak

ST
T M her e

,tran51tory advantages and partly due‘to permanent x
'advantages. A s;mllar,lnterpretatlon can be offered. to
the shape of Ho, in figure® A.2 which has.1977 as its

base year.’
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‘9. APPENDIX B

9.1 TYPES)OF LfSTING CONTRACTS IN THE BROKERAGE INDUSTRY
, a
' The listing contract between a seller and a broker can
oo .
take’ many forms. The three most common'types of listing

contract that are observed to exist in-either ‘the ELS or the
_g:j-" ) ' 4 , : .. ‘ ot
CMLS-market are as follows: = . .

‘( ) Exclu51ve nghts To Sale':

‘b). Bxc1u51ve Agency Llstlng, and

9. (a) Exc&us1ve nghts To Sale

5, In thlS type of llstlng contract ;a provisionﬂrequires
V {/ .‘

that durlng a prespec1f1ed perlod of tlme, the, seller (home

owner) is obllged to pay the comm1551on to the. llstlng

S

broker evennlf the seller himself . flnds the buyer. Thus,

there need not ‘be any Gonnectlon between the broker s

o

4./, 5‘

*.efforts and the sa}eﬂnl thls casel the seller ;,cannot list

g
5%0 one, not “‘even thé seller

~‘~ ’

.

-0

.
1;-,;/\

l1st1ng broker. It is to ‘be noted

pay a comm1551on to tf
’ Crase

here that a vast ma]orlty of the property listings 1nvolve L1

: thms type of l1st1ﬂg contractu

\, F EEA

4, "" - - . .

M .
. E-:«

T

(b). Exclus1ve Agency L1st1ng : - ;*,;

RN C
«.’J

~l;n an‘%xc1u51ve agency llstlng, the seller can av01d
g 2 i ?t =

RE



.

[

w;whereas in terms of the broker
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Vo ‘ N
N ) \

1 vr\ &

can produce.’d
' z b,
'e}g.r (owner) the commlsqvon mﬂst be pald

other thaﬁ' h
”th

to the broher“

;;@Loﬁ' the l1st1ng cont;ac:w Thug* compared

* o

o <~
‘ﬁroportlon of

more flexrbxgr, toftnefséirer;

".
Y
=

el

9llst1ngs of th1 type is. no+ very hfﬁp,L

T )

1nd1cat1ng its
Arelat1ve unavallab:ll y‘to _he home}éeller S

C . , T4 TR

T o . . ! A . "4' ) ARt
o : ¥ . & - D LT
i d 5

_9&1;} (c) Open List1ng
In an ooen llstlng, the oblfggtion of the seller to,pay

a commission to the llstlng broker :1s contingent‘upon the

4y

latter’actually produc1ng a buyer. Contract type (¢) ‘is thus
most” advantageous from, tne p01nt of v1ew of sellers but is

v .

»rarely observed in the. re51dent1al hou51ng market (a&thougb
1t is more frequently observed in the commerc1al and

1ndustr1al property transactlons) ' o,

an

:In choosing from among the three avallable contracts .ﬁ‘

‘it appears that the 1nteres* of *he sexler confllcts w1th

.+

that of the brokers. In terms of broker s pxererences,
oontract (a) is’ preferable to contract_(b),-and convzact, - 5)
over. (c), but the reverse is the case with seller's

preferehCes. The brokeruprefers cohtract (a) over}(b)wand
’ . f) '

(b) over: (c) because«b%erqiare positive costs +hich he must
- ' C R

.1ncurr(1n attempt1n to seil the llsted property) once the

. P + :~-i> f
?7
contratt is 51gned whatever*ﬂs the form“o; contrac}_cnosen;

s - return,-ohly contract f(a)’

prov1de§ a full guarantee of a return. In an aftuar market .
o _

o e awe

s
S

y L s . FRRGE
. 3.

\

e



situativon %r;_is observed ¢t contract (a) is mc
frequently available compared to (b) and (c). This
obéervation.perhaps indicate that brokers have the upper
hand ih deciding the‘rype of contract (most suitable to

their interests) to be made available in the market.ﬂw

9.2 THE bEMAND F-OR BROKERAGE SERVICES .

. This sectioﬁ develops a demand function’for-brokerage/
services qsing.the standard iframework ofigkalth
‘maximization. The following notation is ueed in developing

r

the analpsis:' .
- . >

TU(.) = Utlllty fUﬂCthﬂ of a typlcal home owner (seller)

Y1 Income of a typlcal home owner in year t

Y o In1t1al 1ncome“of the ho:i 2 owner

w =-PDV of wealth given by y ot Zy; N o o
H = Hours (timigyaVailable tg the home owner u'j B
H = Hours~allacatea to work N |

Hi = Hours allocated to leisure s , - }
él'é Hours a710&ated to own search for buyersA

P:v= Prree (wage rate) per hour worked

PB ¥ Re;%ryathn prlce of a typlcal home puyer

P§ = Offef\price of'a tYpical home owner.;‘

Péﬁ = Mlnlmum offer price of a typlcal home owner

T = Hours (quamtlty)-of brokeragesserv1tes utlllsed-

P;L.Prlce per hour/jquaﬁtity) of brokerage services

?-purchased

s = Kronecker s delta‘='1 if T > 0, zero. otherwise

T



e

*

Assuming identical sellers, a typical seller's utilisy

1 1

function is given by equation (B.1) aS a function cf his

-

wealth and leisure. He maximises (B.‘) jec’ tc the

e

3g@pstraints given by [B.2); (B.3), (B.4)’ and (B.S) beloyz

¥ (B. ™)
. .
v.o=(H-H -H )P +(PE-PS ) - 6.P,.T (B.2)
c 1 o h
H=H +H +8 (B.3)
w 1 o S
PB = f( H , T ) (B.4)
O .:
&
H + T <H. - : | (B.5)
O ’» v.." _". "7’ B .

The initial'lncome 1s specified by (B.2) and is derived as

follows'?hls 1ncome consists of wage. 1ncome (first¥€erm on

(

'the R.H.S. of (B.2) plus the potentlal surplus generatec

the cost of brokerage services employed (thlrd term) The

last term is p051§1ve 1f Kronecker's delta 1s unity, zero

otherw1se. Equatlon (B.3) gives the allocatlon of tot 1
. \

\

'from the sale of his home (second term on the R.H. S ) minus

“hours, 'H, into hcurs allocated to work, hours allocated for

leisure and hours allocated for own'search in order.to fing

a prospective buyer. In equations (B.2) and (B.3), hours

’

available to homeowners, H, is consider&d as exogenously

Ly

given, 1.e. it may be interpreted 'as ™% maximum time

/

¢ ) ‘ . : BN

&
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’

available .wo the homeowner after which the house must be

sold.'*® Eguation (B.4) assumes that the gross selling
Ny
price, PB, depends positively or his own efforts, H .and the
°
hours (quantlty) of brokerage serv1ces T, employed.

Equatlon (B.5) represents another constraint which spe@gﬁles
- that *he hours allocated to own search plus the hours of
fbronerage services employed‘must not exceed the total time

availaBLEbto'the'homeowner. The positive but'diminishing

ot R
ol

“.returns to both factors are specified by equations (B.6) and

T S RN
(B.7):  ©

J .

PB/3H > 0 ; 3*PB/3H? < 0 - o (B.6)
.50 Yoo

5 | | |

OPB/3T > 0 ; 3?PB/3T? < O : - (B.7)

Ve
"\

It 1is assumed that’ the home owner wants to sell his property

1n1§gally by ‘his own efforts but after'a lapse of' some tlme,.

.1

contacts a real estaxe broker (NOte that H can be

Saé ,
s o o

"zero) From th1s model two corner solutlons are p0551ble.

'~~4' ")a
R

First, 1f the seller S own. efforts are s aessful in flndlng

a buyer ;'T'; 0 and .$ = O ThetmodﬁJ can’ no‘jbe;solved for
x*x. x 8% :

*

Eoptlmal values of H , H', ‘and U Second aftef the Iapse of

: 1 o © 1
time H the seller dec1des to employ the serv1cestof a
o L

broker, and since the property is not yet sold T > 0 and &

. _..,_;t‘_;,..___.._... _______

""°ﬁlthough this assumptlon may appear to be too restr1ct1ve
but in some cases (eg . *when the seller faces a deadline for °

sale due to moving away) it may represent a reasonable
approximation. In any case, a more realistic assumptlon

3

would make the analysis more compllcated but would nat alter

Xo-4N

the basic conclu51ons. R , , N
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=. 1. The mode. car now. be sclved for the opiimal values of

the above mentioned variables including the optimal value of
x .
T , 1.e. the optimal level of brokerage services demanded.

1 t.

Note that. in this model, P can be interpreted as the
v : . }

‘opportunity cost of own search by sellers ,H . Thus'an

. , 0 e
increase in P would induce substitution of T for H .
g h ' c. .

-

Further, since P, reflects the opportunity cost of employing™
the services of a broker, it is hypothesised that an.

‘increase in P, would induce ‘a substitution of B for T. In

other words, the optimal demand for brokerage services by

the ith home owner , T¢, would be relategd inversely to P, as -
- F 4 .

given by equations (B.8) and (B.9):

0T1/8P, < 0 o t ST | (B.9) ¥

"

-

The vector J .in (B.B)'rebresents_othgr variableé such as P ,
és*,'y_,et cetera which inf;uenbe the_demandffor b'ro_kerageh
servic;s.'sﬁmming over 'S’ séliers, the relevant market

demand functibn for brokérage servicés ka., isﬁ;epgesedta

&

by equatioan%.lOL:

T = ZT¢ = IZTY( P, , J ) =T P, ,J) . (B.10)

’ | - .
3T /3P, < O | (B.11)
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9.3 .COST AND SUPPLY OF BP“KERAGE SERVICES

3

Acsumlng N identical brokers,rcompetltlve input markets

and the production function T(w,»AB;;AS), where W, AB, AS
. S .

stand respedtively for btokefage peréohal selling effortsh'

units of search to attract buyers, and units of ‘search to
attract llstlngs, the supply function can be derived as

follows. G;ven'the cost co@;tralnt (equatlon’( .12)), the- L

‘Lagrangian.function is represented by (B.13):

w . ‘ab as - . £

¥, = T(w;.gg,.AS) + MTC - P .W -'P  .AB - P .AS) (B.13)"

W fab .-.-as

The first order conditions'fdrfmaximising the Lagrangian

. function (B.13) w.r.t. W, AB, AS and \ are given in

equetions (B.14) thrbﬁgh (B.17) below:

L

24/0W = T'( W, AB, AS ) - AW = 0 I (B.14)
. w . - ‘ ) .

d%/3AB = T' ( W, AB, AS ) - A\.P = 0 (B.15)
-ab ab - :

9¥/3AS = T' ( W, AB, AS ) < X.p. = 0 (B.16)

o ‘as ' "as

3%/9\ = TC - P .W - P .AB - P .AS =0 . . (B.17)

. w  ab as : : ‘

&

Assuming that the second order conditions are

satisfied, equat}ohs (B.14) to (B.17) can be solved for the
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optlmal demand for 1nputs Wwe, ABY, and AS® which, in turn,

can becfubstltuted into equatin - (B 12) to obtain the total

]

"‘cost function of ith firm, TC, 1is. represente& by equatlon

-yt

(B.18): ' - o 1 . v
TC, '= TC,( \TA; P ' -D " P ) /l ﬁ'.“ . (B.18\

This equatlon expresses brokerage costs as a ith firm's
brokerage services, T,, ceLePIs panlhus . The marglnal cost

_fonction,,MC, of ith broker is given by equation (B.19):

3TC, 3T, = MC. = MC.(T,; P , P , P ) ~ (B.19)

Bl
LS

Lf the brokerage 'market 1is competitive, P, is given for the
" individual firm and the ith broker's supply funotion,'Tt can

be obtained from the marginal cost function as given in

RPN
- E

equation (B.20): , : e
MC '( P, ) ; aTi/aP, > b'forv

L}

P, = MC{( T! ) or T

large T, , o ' , (B.20)
‘This supply function, T!, has the usual upwerdﬂslope. The
Taéérege;e'(industry).supply function, T, is;gi§en’by

1/* . . . : .

'equation (B.21) (summing over N identical brokers):

TP = T = ZMCT'( P, ) (B.21)
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9T*/dP, > 0 for large T, - (B.22)

Y

.9.4.CYCLICAL VARIATION IN BROKERAGE_ PRICING
Earlier (Chapters 2 and 3)+it was mentioned that the

demand for brokerage output, X, ‘is essentially a derived

i

demand. Therefore, output and price in the,brokerageAmarket
]

should reflect the demand and supply conditions in the
: , _ .

upstream housing market. Without developing any formal

model, Bartlett (1981) argued that the brokerage price would

move 1in counter cycllcal fashlon i.e. 1ncrea51ng durlng

rece551on and decrea51ng during a period of boom in the

. hou51ng market. Dur1ng recessions, for example, to quote

[

.. .when there is a- large énveﬁt@ry of homes offered
for sale and the average turnoVér time for'each is
high, the value of a listihg decreases....
Convggggyyr:since selling a home is more difficult,
the vglue of broker's efforts in steering_the |
limitedibuyers toward a particu;ar‘unit increases.
Both effects woulditend to bid commission rates
upward in response to a ;soft“'housing market.'
Accoréing to him, an exactly opposite result holds
aurlng a perlod of boom in the hou51ng market. Although
Bartlett s result may hold under certain c1rcumstances, it

_unllkely to hold.as a general rule. First,ohis analysis

"*' .Bartlett (1981, p 89).
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e

cléa}iy distinguish between the forces operating from the
demand as well as the supply side. Second, different forces
which operate on either side may exert opposite'influeﬁces
so that the net outcome becomes ambiguous.

Consider price movements during regessions first. The

following féctoré afé’likely to put upward pressure on

,brokérage price from the cost/suppf?hside: (a) Because of a

limited number of buyers, a broker's cost of finding a buyer
(personal efforts and other selling expenses) would rise;
(5) His costs of holding inventories (eg., advertising

(due possibly to an increase in the

repeats) of listings
V Y

average time required‘to sell a listing) would increase; and

(c) Since brokerage price is usually expressed as a

¢ ) . ‘
percentage commission on property value, the lower property
: . a“t . L

value during recession would automatically reduce commission
_ e .

income if the rate is not adjusted upward in order to
. . _w e N .- )
maintain commission income 'at the previous level. E there

‘are oppésite forces operating from the supply sige. For

“examplé,‘although the cost of finding buyers may increase,

listings are more readily available (since ‘it is'diffgguit
to locate bdyers by own efforts, more home owners would seek
out brokers). As a result, the broker's cost of finding

listings would be reduced. In additdogagit 1s not clear why

previous level by raising his rate (to compensate for

falling housezprices) when factor prices (including the .

opportunity cost of his time) are declining as well. Thus,

-
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given these opposing considerations, the net effect on
brokerage cost and supply remains unpredic able.

From the demand side, on the other hand, since‘buyers
are more difficult to find, the demand for‘brokerage |
serv1ces may rise for 1nd1v1duéi home owners. Again other
,forces may tend o offset tnis effect First, fewer home
owners would want to seil tﬁgér homes because of lower house

prices. Second, home owners may have more time available -o

invest in selling their homes (due Dossib‘y‘to reduced hours’

;at.work or lower opportunity cost of tnelr time). This

‘ SUbStltUthn of own efforts for broker" time’would reduce

-+ demand for brokerage serv1ces The net eff ect on the cnange

1

.1n demand |, thus remains uncertain as weil Sincéxtne net
A

effect on demand/supply is uncertain ‘the effect on

o

price/output cannot be predicted on an a DPIOPI baSIS
During an upswing or boom on the other hand a similar
but opp051te set of arguments would apply "Again the forces

may operate to influence supply as well demand. Thus, the

magnitude and direction of price movements in the brokerage,

market in response, to cyclical changes in the upstream
housing market»would depend on the relative shifts of the
demand and supply functions in the former market Since the

net effect on supply as"® “well as on demand is uncertain

because of opposing forces in either case, the non- collu51ve

- ce . o Is 4\-
-~ R

model cannot predict apriori, the outcome 'in unamblguousfupA

terms. ThlS‘TeSUlt differs from but 1s,more general than the

,unamblguous result claimed by Bartlett

8

£




10. APPENDIX C .
4 . @
LA

“Department of Economics, .
University of Alberta.
Edmonton,Alberta
Canada, T6G 2H4

June 2, 1980

Dear Sir:

As part of a. research project in the Department of
Economics, Universipy of Alberta, I am sending you a mail-
return Questionnaire which is intended to survey the Real

‘Estate Brokerage industry in Edmon-cn,

varjoustaspects of e 1ndustry and possibly to make some
pclicy recommendatiohs to improve the efficiency of ° ‘
transactions in the market. The major concern of this study
may include,, among others, such areas as entry into and exit
from the industry, excess capacity, the relative efficiency
of MLS transactions vis-a-vis the Non-MLS transactions, the
size distribution of Agents, the optimal structure of
Commission rates and the _efficiency of transactions as
reflected in the sales- to listing ratlos or selling time 'in
the market. :

The purpose of the'éﬁudy 1s to understand and analyse

The study is expected to be of benefit to the Real Estate
. Board as well as individual members of ‘the Board. It is to
‘be mentioned in this.connectdon that a somewhat similar
study was conducted in the province of British Columbia by
professor Gideon Rosenbluth of the Department of Economics
at the University of British Columbia in which he
acknowledged the cooperatlon he received from the Vancouver
Real Estate Board as well as member agents of the Board. I
eagerly anticipate similar. cooperation from the members of
the Edmonton Real Estate Board. I have already received
valuable assistance from Mr. J. Arthur Jones of the Edmonton
Real Estate Board (ERB) in thlS respect. o _ %

o
Y

I would like to assureﬁyou that the informationi you will
provide will be used *with extreme care and strictest
confldentlallty, and the results of the study will be
released in statistical groups only: 1n order to preserve the
anon1m1ty of 1nd1v1dua1 agents.

s

Al
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" Thank you in advance for yodr.time and attention. I will
urge you to complete and return the enclosed Questionnaire
by 15th of July, 1980.

If you have any guestions or comments, pleaée do not
hesitate to contact me at the University of Alberta
(432-5144) . ‘ ' -

Yours. Sincetely, . - — -
M. Anisul Islam , , Lo ,
Lecturer ‘ -’ : o

PR
K
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1. APPENDIX D
QUESTIONNAIRE v . _
A Survey of the Real Estate Bnokenage-'Industh in

~

Edmonton I

' Department of Economics, The University Of Alberta.
Name of - the Brokerage agency(and branch, = if
applicable):

.'2.'

.~ -vinces)

Year in wh1ch your agency first rec1eved a llcenSe to

operate in"Alberta (if known)
Nature of ownership: (circle one)

(i)~ Single: properietorship (ii) Partnership

(iisi) Corporation ’ 8, ' o
(a) Please indicate how’ many licensed salesmen your -

‘ agenéy/branch (specify) -did employ® in 1979 to do

business in the Edmonton area ,
" Total salesmen : No. Male: No. Female No

(b) How many of the above (total) sales personnel did
work full-time (35 hours per week or more). _

Full time salespersonnel: No. . iy
(a)Does your —agency sell real Estate In any-major city-
in Albgrta other than Edmonton ? '

(i) YES (ii) NO | -

(b)If yes, please indicate the name = of “that "¢ity (or

cities) in Alberta: , AR

a)Does your agency sell real Estate 1In any province in
Canada other than Alberta?
: (i) :YES . (ii) NO
(b) If yes, indicate the name of that prov1nce “(or

(a)From the follOW1ng llstqbplease check the act1v1t1es
1n which your agency is curﬁently engaged:

(i) Residential Brokerage ( = (11) Commerc1al'
and Industrail Brokerage
0 Appraising (iii) Property management R
(iv) Counselling (v) 'Bu1ld1ng Develpoplng &
subdividing . _ o &
_ - (vi)y o ~ ‘others : , (please,,'
specify): = ) i o

(b)From the above list, please indicate one actizity
which generates most of the income to your
agency: =« ‘

~(a)How are your sales personnel compensated? (check one)

(i) salary (ii) Commission (iii) Salary
plus Commission : : . . : :

(iv) Commission plus Bonus (v) Commission plus
profit sharing , P

(vi) others(please spec1fy) . . =

A

b)If sales personnel are ‘compensated bn the basis
of comwzsslon, please indicate what percentage of the
comms’s : ‘s given to the sales personal?
(i _or a listing ~percent.
(ii)for a’ sale percent.
(a)What is the approxlmate annual (yearly) turnover. rate
l

*

‘ . 7259
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L x S . . "

(approx1mate ‘number ‘of salesman leaV1ng your agency
‘divided by total 'sales force) for ‘sales- vpersonnel in

- ydur. agency7 S pe€rcent.

B

1N

'uv,zsﬁ.x

" b)Do. you con51der,thls h1gher “or.;lower than “industry’
[aVerage7 . : f' ‘ - ,
) : O;ngher B "0 Liowe
(a) Do you have a membershlp in the Edmonton Real Estate .
Board?,, .
e T0.¥YES Y w0 NO
b)T‘ yes year ‘of 1nltlal membershlp 1n the ooard was'
(year) .
lease 1nd1caﬂe 'total : number app?ox1mate)or

@

. ¥

13. a

» Oon.MLS transactions?(check one)

14,

15.

S

“iii) .$75,000 - 100,000

16.

'(B) If Yes, please 1nd1cate the Commission ra% chargedj

‘-.ﬁpropertiesW Listed «by your, agency/branch(spec1fy) in

Edmonton in 1979 Ng.

(b)Out ,of these llstlngs ,approx1mately what p@rcentage

wepe inftially listed through: -
“. % (i)The MLS listings " percent.
(11)The NON-MLS(open & e¥clusive) . percent

Please  indjgcate ~.total ° number (approx mate) . of~
properthes(botn MLS and NQN MLS) sold - by your

agency/brangch in Edmontgg in 797 u i -
",(1)Total ‘propertie sold AN S T
(11)Approx1mate total dollar 'valueﬂfﬁoﬁg' sales

u

( fout this total properties ., g4 M@ in - 1979
approx1mately what percentage were sold throu%h;ﬂ7v

o (1)The MLS. - (percent) -.. T s
. 119 The Nen- “MLE . (percent). }éﬁ

)Wﬁa commiSsion rate do yeur salesmen

(1) less than 5% (11f 5-6 percent 7 (111) 6-7-
.percent o ‘ ' ' o
1(1v) 6-7 perceﬁ% S (v) 7 percent f (vi)‘Above 7
percent .

usuallx charge"

e

b)What - Comm1551on ‘rate do your salesmen usua]ly charger_

on Non*MLS tranSactions?

(i) 2-4 percent ; (ii) & percent - (111)
-5-6 percent . (iv) 6 pércent .(v) Above ‘6. percent.
Concernlng question-number 13{a) and“1B(b) above, what

~percentage of , propert1es involve commission rate. whlch

“differ. from, the ™usualf upcomm1551on rate ?

percent. ) ) '

(a) Does the Comm1551on Yate charged dlffer dependlng on

the'value of the property (assume ‘the property is valued

. Tess than"$100,000)7 . | o RS
(1)-YES v - (ii). NO

on the follow1ng category of property values: *.
.Property Value : COWFISSIOH Rate(PePcemt)

(1) Legs than $50, 000 ¢ . e .

(11) $50,000 - $75 000" ™ ' T

(iv) Aboye $100, 000(Spec1fy‘Breakdown)
(a) In the . case. ‘of MLS transactlons, if the llstlng

Y
~

’.
=5

\\ v
.

N



K R ﬁ?“,”‘b‘ .
e . o

g . i i o -
o ) ) . k&"’ RN T K ' . . 261 : Y
e, & . . ' S N ' . - : v R

S 7 . - L0 “lﬂ-: ' . - S
' agerit differs. rrmm‘«&ne)' t agens, " how s che
5. .commissior incbme .d: szriburedt
L AR GO Llstlnggﬁgeut‘\ﬁi“' ent ) )
) : (31, Selllngvhgen" ) (p ent) , : e
(144 MLS (for its services) percent) . - TLad

+ {b)-In the case of Mo&y actions, if. the ,sellirg
agent 1is a non- memoergﬁv v .18 fhe ”omm‘551on“imcome
dlstrabuted7 ¥

(l)fu‘stlng Agent ‘‘percent) iﬁ;‘jg '
¢ (il) .on-Member Selrrng Agenr e '~"ffer;
- (iii) MLS (for its servicesd. J' .‘ ~tperc
17. In the* case of QUeszxons 16(a .16(b) abagv

determihes the commission. sh ing arranoemep s? .
(¥) The’ Lrsrlhg Agent (11 The 'Selj ing: Agent
(111) Both. *he Listing Aoen' and . *he Serrlno

together' o -4 : PR

Agent .

: iv) The Rear Esta:e Boarc -(w)” Othersw Leéase .-
.spec1fy) SR o~ ' : Rﬂj, s
(a) Has you svoiume oﬁ bUSrness in Edmon on oeer growi no' R
- et time? Ty o , - wo :
“ &F (1) yes T T (Ui no B _ﬁ,ﬁfﬂ o
A ' ;{b) If yes,)please lnolcate the aooroxzma e, gros _
5.« rate per annum:-. o th - ) v
" (1) «0-10 percenw LI O 2& peroent- N S5
. - = . percent. . LW ;. o T :
) (iv) 30-- 40" berCen&-- ”“,DO percgnt ";,'(yiﬁ;y : '.‘_ Y
. 79 50 percent. o e ¢ LT . -
19: (a) From’ the follow1ng List, please phec ﬁe form(S) of
';,advertlslng used bymyyour agency: - S I
. (i), Classified’s ‘Ads; (11) Other Newspaper Ads (111) -
.- Direct Mail;(iv) Televzs1on (v) Radio; (vi) Lot Signs; o
’ AVii) Bildk Boards (v111) Form and- Personal Letters; (1x$ .
Yellow Pages; (x) Others (specrfy) . o o N
(b)  Please - indicate’ which one. of the above form 53 is
S ‘the single most 1mportant form of advertxslng by ‘your L,
' Agency7 ' = , ;/)Q: )
(c) Plea’se, 1nd1cate, on average, approx1magely ‘what RN

_percentage of. your Yearly Commlss1on lncome 1s spenr‘on Ty

N "~ Advertising?- _ o . . e
7 (i)~ Less than ' % ;(ii) 5 - 10%',(111) 10”—.]5%‘% oy ﬁ?
. (iv) 15 - 20%°; - . e R
(v) Above 20% .. o ' S S
20. (a) Does the yLS 'serblce seem- to be- operating -7 -
effictively? . S L i .
| o (i) Yes. * (ii) NO I T -
, S u}b)" If No, please explain the  difficulty } '
S e e L TR |
. " Sl Loy ‘ o ) . . Sy W P L
. - ‘J;‘:‘ . . . <
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(a) “*What is, ind

'T'
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wspecific’ pr pblem?
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y !
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-problem. fac1nc the Rea;.
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Estate

e
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‘the most
‘Brokerage
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even with a large number of firms.-and easy encry.
. AR

(1.) Second, the findings a LSO sugges:t that the larger f{irms
have beer successful ir'maintaining monogy 'y power in spite

of entry occurino at tne lower tail of the size
. " ~ N N . N

act xhat -he varlous local and

rn

d: strlbu’lqgh Fur= ne :he

';Drov1nc1a7 assoc atlons seem tdwwan* more strlngent
k4 ‘-. -

’res'rlcrlons on entr y'*ntouqh higher educational standards

(.£0r "an agent-to obtair a license), still nigher’educational

re qylrements ﬁo. membe sn p in -ocalxboards xarlous

o

1pllnarv protedures aoalnst members v10lat1nc board

Ju I

regulatlons~ett., has :ertainly)no; been conducive to o

com‘étutlon in thiS'indus;ry; ﬂ. .
P : B ‘ . ' ’ .'5‘"';:.. ) ’
(i) As dlSCUSSQd in Chapters JWand 4, tne.W1éespread and
) T g ﬁw . g
grow1ng use of ‘the MLS prOCESSvhaS beqp effectlvely utlllseo .

'by brokers as 'a-cartel coord‘natlng dev1ce.

a . - ¥

(1v) The argd%ent oy the CREA that federal leglslatlon would

C g

fluous and even confllctlng deserves discussion in _ 3

~ -

be ,su

some detall Sectlon 92(16) of, the Brltlsh North Amerlca JACt

o. Q"".‘ ‘t..a 0 - * .
glves authorlty to provgn%1¢&mg§§ern7ents“to leglslate in, .Y
areas, of real estate."’ As a consequg the real estate "o
7 ) ° ! ) T, T &
. . S

brokerage 1ndustry is presenﬁly regulated By prOvihc1al .

al estate brokers ‘

and salesmen are LlcenQEd prov1nc1all -and/ some of their

activities (eg code of conduc@) are-reéulated by provincial

'governments. The CREA strongly argues agalnst federal

'2°This feature is reta1ned under the new constitution of

Canada.
13°Note that prov1nc1al regulation has resulted in

non-uniform standards (eg education/entrance requirements) .-
: . g N [l
. . e ) .

- : Y
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legislation in this industry. '’
A careful analysis would. show that the CREA arguments
cannot be accepte d First, th&gmere fact that the 1ndustry

has been "regulated ‘by prov1nc1al governments in the past'

;does not'lmply tnat it has té #be so 1in the future as well

A .
P :

with‘the changlng needs of

c1ety, new leglslatlon is

‘ﬁ

2y R

enacted, qld needs cnange a&@ the federal prov1nc1al
L - @ ..
‘division of powers and responslbllltles may be rev1sed 1f

circumstances dem nd. Second 1tvf% dlfflCUlt to understand

\"QMVCREA argument that federal leglslatlon would be

b

;‘uﬂnecessary ;,con radlcto.w and Yastetul". Federal
‘ @ ' ’ o @
leglslatlon would not be so 1f 1t 1s ‘enacted in 'such a way

»

and inv such areas where prov1nc1al leglslatlon is 1nadequate\

a

¥ or la‘c-klng."2 In areas whéere cOntradlctlons-may arise, it 7
L , - s : i

;o may indicate tne'need”for closer federal4provincia1_

u

'cooperatlon to protect the publlc 1nterest -and enhancel

econom1c eff1c1ency rats In addltlon 'such cooperatlon may.

/ﬂead to the adoptlon of a uniform educatlonal/entrance
s

13 A ]

'requ1rements for llcens1hg across Canada
. v ‘
(v) The CREA also ]UStlfleS the superlorlty of .
«"°(éont a) across dlfferent provfnces.
131 See the CREA RepoTt, (1974) . pp~ 20-21,
.-'32Note that" federal leglslaﬁaon has the. advantage over
provincial .jegislation in that the latter may result:in ,
non-uniform r&ies regulatlngﬁﬁtokerage activities (eg prlce
fixing, price, dLscrlmlnatlon and restrictive MLS pracgh&gs
across Canada. For example, 1f Drov1nc1al leglslatlon \ :
differs with respect to price flxlng, this activity might be
‘legal. in some provinces and illegal in others. Note that
non-uniformity across different provinces ha's arisen in .the
case of licensing requirements (see CREA Repbrt (l975b) \\
" 3IRCC Report (1976), pp 147-148. \
'34These requ1rements currently vary W1dely across Canada \
(See CREA Report (1975b)) \\

! : - B

Iy
.4
F
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'"self—regulation" of the industry by the‘local-real»estate“
, boards over regulatlon py the federal government It clalms
that federal,Qﬁﬁﬁ~at10hsfwould not serve any- purpose in

o
W ic 1nterest This’™ argument is also very

dlfflCUlt to accept glven the’fact that self- regulatlon by

local boards serves°the 1nterests of. themmembers %go happen

to be real estate brokers rather thanuconsumers (home buyers

AR Q S

-« -

,Br sellers) whlle federal regulatlon lo%%s to Ehg_g/nerél

'well benng of soc1ety . o ‘”1 f’ﬁkﬁs?ﬂA

o o P T ‘ o -
wu(VI) Slnce_the broﬁerage'ipdustry“operates on a local basis,

_the extent of monopoly power ekencised»by rela

ﬁfirms may bénqu1tdfﬁlgh;7Noﬁe%thatiif»the“Edm-*[d
o e

‘otner local markets)‘market c0n51sts of sub markets 5§ ,;d.

monopoly power would even be hlgher. :‘V, o . o '-_ ‘ &
(v11) Unllke many gther product markeﬁs the brokerage and TR
[ & o . J‘ > o

other serV1Ce 1ndustr1es are C;. ed by theéabsence of

forelgn‘competltlon (as an. ultl

,\.rr

power) ‘fherefore~ %&petltlon podxcy maywbe needed more 1n ‘;1

'the ser&lce ﬁmrkets than those product markets fac1ng

EER

oy

ﬁorelgn competltlon .even though relatl\e1y easy entry 1n
. L

thls“lndustry prov:des some check - on the abdse of market‘

: . . ook : J' ' S RN s
-power. e L e . oo : .
o s . i k S

’
(v111) Real estate boards«at varlous levels have attempted A
. ‘1-:?’3, > . "'-.ll“,l
to standardlze serv1ces prov1ded to the home buyers and '

sellers. It has already been argued in Chapter 3 that such

practlces may be conduc1ve to pr1ce standardlzatlon and

therefore, have the potentxal of reduc1ng pr1ce competltlon.



*

w%~

They also reduce the consumegws choice among various o Ca
prlce quallty comblnatﬁbnsi? < .Q L

s

i

6 3 THE 1976 COMBINES INVESTIGATION . ACT AS 1T APPLDES TO THE
_ BROKERAGE, INDUSTRY - :
leen the need for strong epforcement of competltlon-
EA}‘ LT

o pollcy, thlS sectlon 1s devoteﬁ to4the 1dent1f1catlon ah&% Mﬁ.'.

oA

oS

a

Wt

<

‘ examlnatlon of the. va%
‘Investlgatlon Act as t ey apply £0. the Canadlan)brokerage

1ndustry The ECC Report (1969) strongly recommended that

the service 1n@ystr1es be 1ncluded w1th1n the jurlsdlctlon

.7:

of competltlon polrcy More spec1f1ca%ly, the Repgrt-

referred in general and spec1ﬁ1c herms to, real estate “(p

af’ B S

:141) and servrces prowlded in conneé@lonjwlth‘the sale or.

rental of land and bu1ld1%gs (p 147), Two years later,,a\
2 ‘
" bill known as- the.'Competltlon'BillL was 1ntroduced 1n the

r - \
-

Ho$se of Commonsv(June 1971) 'It 1ncorporatéd most of the

recommendatlons ofhthe ECC report but the blll dld not Hj”
- " , ’ .
recelve second readrng because of trememdous Opposrtlon from - -

v
. A
- /v_‘ . & AN

varaous 1nterest groups.xIn any case, 1n 1976 Parllament éff

i

Y o
K S

amended the Act so as to 1ncorporate somezof the/BCC L I

- £ -

recommendatlons In the sp1r1t of_the Report the Act .d-\;

wézuded serv1ce 1ndustr1es under ltS ]urlsdlctlon IIn"

= o .,

1ncorporat1ng the:serV1ce sector,bseqtlon‘Z of.the Act~reads_,

.as follows' product' includes an"article'*and a 'Seryicé';

' «.( - : - : ~ n-

135 See Chapters 6 'and 7 of the ECC. Report (L969) whlch

"‘deals with the case for the inclusion of service- 1ndustries'

R o o ' A I

’

w1th1n the scope of’competltlon pollcy



