Analysis of the Real Estate Industry Transaction Volume,
Gross Commission Revenues, and Lead-Generation Advertising
Spent by Brokers and Agents

SUMMARY
This author has called upon various resources to extract data points and insights
to measure the transactional size of the real estate industry. Special attention
was placed on the residential sector since it accounts for nearly 76% of the
combined revenues from commercial and residential transactions.
Given the nature of the residential industry’s infrastructure of trade associations,
MLS organizations, franchises, national vendors, and state licensing boards,
there is a wide range of information available. Some of that information provides
hard data, while some of it is assumptive or anecdotal.
The results of this author’s data collection suggests the following:
•

The Residential industry sector, including single family and condominium
resales, together with new construction home sales, amounts to a
transaction volume of approximately $1.4 Trillion

•

The Commercial industry sector creates a transaction volume of
approximately $423 Billion

•

Total industry transaction volumes are approximately $1.8 Trillion

•

Total industry Gross Commission Revenues are approximately $70 Billion

•

Based on his research, this author estimates advertising expenditures in
the industry are $5.4 Billion, or 7.71% of Industry Revenues

•

This estimated ad spend differs considerably from the Borrell Associates’
Estimate Of $13.6 Billion, Or 19% Of Industry Revenues

•

Both estimates differ considerably from the NAR Member Profile survey
which suggests agents are spending $1,210 per year on advertising and
business promotion…. for an Industry Total Of $1.3 Billion, Less Than 2%
Of Industry Revenues
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The Author’s Ad Spend Projections
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Borrell Associates Ad Spend Projections
This 2015 report by Borrell indicates a total ad spend of $13.86B on all forms of
advertising in the real estate category. Of that amount, Borrell estimates that
75.6% - $10.48B – has already migrated to online channels.

The author took it upon himself to understand the implications of the Borrell’s
forecasted real estate advertising spend by brokers and agents. Borrell
Associates is a highly regarded research firm that measures and reports on ad
spends in many industries, real estate being one of those.
Based on the authors research, assumptions, and calculations, it appears that
the ad spend projected by the Borrell research would consume almost 19% of
the gross commission income of the entire industry.
If that 19% were applied to the individual agent or broker, that level of
expenditure would be unsustainable. Spending that much to generate leads and
impressions would literally put agents in an unprofitable situation, especially
when added to the fixed and variable operating costs of agent and broker
activities.
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Does Online Advertising Produce a Positive or Negative ROI?
Lets play make believe. Lets assume Borrell is correct that $10.48B will be spent
by brokers and agents for online advertising and lead generation.
Then, lets assume the industry will close 5M real estate transactions this year,
with 88% of those transactions involving a real estate agent (4.4M units). The
remaining 12% of home purchases will consist of buyer-direct purchases from
home builders or FSBOs (for sale by owner).
Now, if we accept NAR’s survey results, we should expect that 52% - or nearly
2.3M homebuyers – will use an agent that they have worked with before, or an
agent that was personally recommend to them by a friend or family member. For
demonstration purposes, we’ll assume those homebuyers will not be attracted
or captured to real estate advertising, leaving just 2.1M homebuyers who will
likely select an agent due to advertising.
Follow the logic in the spreadsheet, and you see that over $6,500 is being spent
for every ‘qualified’ buyer lead, which will result in a sale. And on average, that
‘cost per lead’ will produce a negative return of -$234.
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How Does This Affect Wall Street and Individual Investors?
Yet, search portals like Zillow tell Wall Street analysts that the addressable ad
spend market is a robust $12Billion (I presume based on Borrell’s numbers) and
that Zillow only has 2% of that pool, plus another 2% from its newest
acquisition, Trulia.
Zillow Q3 2014 Investor Call Transcript
Spencer M. Rascoff - Chief Executive Officer and Director
“While we are growing our advertising revenue very quickly, we still only
represent a fraction of the $12 billion addressable market for real estate
advertising. This is still very early days in the shift from offline to online
advertising, especially in mobile, and we have a long runway ahead of us.”
Spencer M. Rascoff - Chief Executive Officer and Director
“It's really unrelated. I mean, remember, the reason that we are advertising at all
is to grow brand awareness. It's not drive near-term revenue either from Display
or from Premier Agent. So as long as we feel that advertising is continuing to
grow Zillow's brand awareness, Zillow's audience, Zillow's relevance to home
shoppers and really set us up for a future, a couple of years from now when
most of the $12 billion of ad spend is online and, therefore, we're in a great
position to have a lot of revenue from it, and that's why we're advertising today.
So display, what happens to Display or even frankly, Premier Agent, is not
relevant to our advertising decisions in 2015.”
Spencer M. Rascoff - Chief Executive Officer and Director
“Not -- haven't focused on that particular situation. I'm still confident in our
situation. And I mean, you've heard the numbers, Lloyd, that it's 2% of agent ad
spend on Zillow, 2% of agent ad spend on Trulia. There are lots of
alternatives, lots of other places they choose to advertise. And I think that's what
the government is going to be looking at for us, and so that's why I'm confident.”

As an investor myself, I would be attracted to a media business with only 2% of
a $12Billion market, especially if it could demonstrate its roadmap to capture
more of that $12Billion.
•
•
•

But, what if the total addressable ad market isn’t $12Billion? 	
  
And, what if 75% of real estate ad spend is already online? 	
  
And, what if most agents who advertise online experience a negative
return?	
  

	
  

Might that affect my appetite to invest in an online media company? Or alter my
enthusiasm for other software innovators that believe the ad spend category is
$12Billion, or for other companies planning to build software products based on
ad revenues?	
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