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Abstract

The School of Graduate Studies,
The Open University of Japan

Kazunari Shinozaki

The functions and limitations of real estate brokers in housing transactions

Information on housing is diverse because it is an individual product with
strong regional characteristics and uncertain quality; therefore, it is essential
to collect considerable information when undertaking housing transactions
because 1t is not possible to perform accurate and smooth transactions
without information. Information on the housing market is limited, and in
addition to sellers and buyers, there are complementary trading specialists.
In Japan, real estate brokers are involved as intermediaries for both the seller
and buyer.

This study will therefore elucidate the functions and limitations of real
estate brokers by examining the measures available, alongside discussing the
business function of real estate brokers, and investigating whether issues
exist between the real estate brokers and the sellers or the buyers, alongside
finding ways in which the arising issues could be avoided or resolved.
Chapter 1 states the background and purpose of the research, the position of
the previous research studies and the present research, and the research
method. In this study, the following four research questions (RQs) are
answered.

+ RQ1: If information is required for housing transactions, what is the status
of information provision and its limitations?

+ RQ2: What is the function of a real estate broker involved in the transaction
as an intermediary?

+ RQ3: Is there a principal-agent problem between a seller or buyer and a

real estate broker?



* RQ4: Are real estate brokers working toward avoiding the principal-agent
problem and building relationships of trust with the sellers and buyers?
Chapters 2-5 discuss RQ1, 2, 3, and 4, respectively. Chapter 2 analyzes the
literature on Real Estate Brokerage Act, which governs housing transactions.
Chapter 3 constitutes of an interview survey of buyers of second-hand
detached houses; the asymmetry of information between sellers and buyers
1s remarkable in second-hand detached houses transactions. The KJ method,
which is used for qualitative analysis, was employed, and A-type illustration
and B-type writing were performed. Chapter 4 comprises an interview survey
of real estate brokers who serve as intermediaries in second-hand detached
housing transactions and states the analyzed responses deduced employing
the KJ method. Chapter 5 states the web questionnaire survey of real estate
brokers that was conducted for this study. Chapter 6 summarizes the study
results based on the findings from each chapter, presents the limitations of
this research, and specifies the future research areas.

The following elaborated the study results in line with RQs based on the
findings in each chapter.

Regarding RQ1, real estate contract disclosure statement is a legal tool to
eliminate information asymmetry. Before the contract, a real estate contract
disclosure statement with a certain information provision function is required
with the real estate broker being obliged to engage a qualified real estate
transaction agent to explain essential aspects of the transaction to the buyer.
It has functions for both information on deciding to conclude a contract and
how to prevent disputes so that the buyer does not suffer unexpected losses
after occupying the property. According to the questionnaire survey of real
estate brokers, the real estate contract disclosure statement is the most
important intermediary service. According to a buyer who was interviewed,
the content is professional and complex, and it is difficult for a layperson or
someone who lacks experience and knowledge in housing transactions to
understand everything. Some information, such as local and environmental
information that affects the buyer’s lifestyle, is not statutory.

Under the Real Estate Brokerage Act, neither the seller nor the buyer is
obliged to conduct the home inspection, and neither the seller nor the buyer
1s motivated to conduct the home inspection due to the lack of awareness of
the system and cost of the home inspection, with assessment of home
conditions requiring the real estate broker to arrange the home inspection
during the mediation contract, but the current implementation rate is

surprisingly low.



In addition, real estate advertisements used by buyers for property search
are not enough because they are limited to basic information. According to
the survey on real estate brokers, they maintain a high level of trading
attitude and a high sense of professional ethics internally, but they do not
utilize the Internet to actively disclose information about their management
policies and sales performance, which are expected to have a signaling effect,
with the register of real estate brokers managed by a government agency not
being published on the Internet and being inconvenient and the facts about
the real estate brokers being unknown. Due to the lack of information
dissemination by the real estate brokers, there is a possibility that the seller
or buyer cannot easily select real estate brokers.

It is apparent that simply eliminating information asymmetry is not enough
to ensure accurate and smooth transactions; real estate brokers would have
to supplement advice and suggestions, with, as described above, the housing
market having certain information provision functions, such as real estate
contract disclosure statement, assessment of home conditions, real estate
advertisement, and registration of real estate brokers; however, the
information about the housing market is limited.

According to the results of the interviews and survey, currently, for real
estate brokers, real estate contract disclosure statement 1s the most
important task; however, regarding RQ2, because the real estate broker is a
“broker,” it is assumed that the property information provision function,
which collects a large amount of property information, matches the
information disclosed, and concluding a contract is the main function.
According to the results of the survey of real estate brokers, co-ordination or
negotiation between the sellers and buyers; co-ordination of transaction
processes, such as advice and proposals; and progress management are
important functions, wherein, to accurately and smoothly perform the
housing transactions, a real estate broker will represent the seller or buyer
to conduct specialized and complicated surveys and procedures as a
transaction expert. Thus, the intermediary service provided by a real estate
broker is not limited to the property information provision function but
involves the agency and adjustment management functions because
advanced services require specialized and complicated experience and
knowledge.

Regarding RQ3, an intermediary contract is concluded between the real
estate brokers and the seller or buyer to form a coalition and agency

relationship, and this aspect causes the principal-agent problem, caused by



the dedicated intermediary contract in which other real estate agents cannot
be involved, and the dual agency problem wherein the same real estate broker
serves as an intermediary for both the seller and buyer in a transaction.
According to the results of the survey of real estate brokers, most contracts
are dedicated mediation contracts, which is more than 3/4. However, in
housing transaction, the contract rate for dual agency is 43%, and the
contracts for intermediaries on the seller side are approximately the same
(37%). Real estate brokers prioritize dual agency, but they have not been
realized.

There is a wide array of information required for housing transactions, but
most of the time, the real estate broker explains real estate contract
disclosure statement and issues on the day of the contract. The response to
the home inspection is also passive. The mediation of sellers and buyers of
real estate brokers is obligatory, but utilization is not recommended. The
trading attitude of these real estate brokers causes the principal-agent
problem because of moral hazard.

The Real Estate Brokerage Act also stipulates the principle of good faith and
requires sellers and buyers to build trust, where, regarding RQ4, trust is an
important foundation in economic transactions and facilitates market
activities. According to the results of the interviews and survey of real estate
brokers, examples of best practices are communicating disadvantageous
information from the customer’s perspective, listening to the wishes of
customers, and not recommending properties that do not suit their purpose.
Real estate brokers have a sense of professional ethics because they are
trading in high-priced property and consider that gratitude from and
connections with customers are to their own benefit. Because the real estate
broker is a licensed agent and the real estate transaction agent is a qualified
person and has general trust in specialists, the seller or buyer trusts real
estate brokers and entrusts the transaction to them; the real estate broker
thus tries to build a relationship of trust with the client, whether the seller
or buyer. Housing transactions are credence goods services for which it is
difficult to evaluate the services provided. Building a relationship of trust
between a real estate broker and a seller or buyer plays an important role in
a housing transaction, wherein interactions between the real estate agent and
the client through effective communication is essential, and it is
indispensable for real estate brokers to disclose their information, which has
a signaling effect, and improve their communication skills. It is not just about

what happens when the principal-agent problem arises, but what happens at



the informational stage or trust in pre-trade professionals.

In addition, there are two peculiarities of the intermediary function of real
estate brokers. The first is to have a product composition function. Housing
has strong regional characteristics and is owned by an individual as a single
good. Owners do not have sufficient literacy to sell their homes legally and
reasonably, and hence, when offering them in the market, they cannot provide
accurate information. Real estate brokers use their experiences and
specialized knowledge to conduct activities such as market research, property
surveys, and price assessments for various homes that are individual and
single goods in the region. Then, it is commercialized as a regional good that
meets the needs of the buyers who select the existing homes. Moreover, they
are responsible for the product composition function of publishing to the
housing market and advertising.

Second, real estate brokers are established business professionals who
receive brokerage fees when they undertake a housing transaction.

In summary, real estate brokers have three major roles to play.

The first is the role of providing information, as it is apparent in the property
information provision and product composition functions. The second is the
role of transaction brokerage, which includes the property information
provision, adjustment management, and agency functions, in ensuring
accurate and smooth transactions as a housing transaction expert. The third
role is to ensure the safety of transactions and client’s trust by making full
use of the property information provision, agency, and adjustment
management functions of the homebuilder.

The real estate broker will ensure the safety of the transaction by executing
the transaction accurately and smoothly while making full use of the property
information provision, product composition, agency, and adjustment
management functions. As every housing transaction in Japan involves real
estate brokers, the economic utility of ensuring the safety of transactions is
greater than the brokerage fees.

This study has the following limitations. There was no survey conducted on
the seller. As the questions on the survey of real estate brokers were detailed,
the number of responses was only approximately 200, and most of the
responses were from only highly conscious people; this aspect may affect the
study analysis and results.

Based on the study results, the role of the real estate broker as an
intermediary is extremely important in housing transactions. Many real

estate brokers perform transactions in good faith and strive to build



relationships of trust, but their information dissemination is insufficient. In
the future, I would like to use these study results to examine the situation of
real estate brokers in detail.
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