Real Estate Agents Are Making a Fortune – Myth or Reality?
By Dennis Paradis
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You often hear the opinion expressed these days that real estate agents have as they say; “a license to print money”– that being an agent is a sure and easy way to make a fortune. This general attitude gets some homeowners feeling resentful when it comes time for them to sell their own home and they “do the math” and feel agents are making “way too much money” and at their expense. In this article, I would like to set the record straight or at least set it up a little straighter because it has been a one-sided debate for far too long. I put the question: “Is real estate the lucrative profession it is purported to be? Are agents overpaid and making too much money at the expense of their clients?  Is this myth or reality?”  Let’s take a closer look.

Everybody can do the basic math; that is part of the problem. Few do the math the whole way through.  Here is an example: A House sells for $300,000. Commission is, for example, 5%. Real estate fees are $15,000. Wow!  Looks like easy money. How hard can it be?  

Well, let’s finish the math:

Table 1: Doing the Math on Real Estate Earnings – An Example

	Item
	Examples
	Deductions
	Earnings

	House Sale Price
	$300,000
	
	

	Gross Commission %
	5%
	
	

	Commission $
	
	
	$15,000

	Seller/Buyer Split – 50%
	
	(7,500)
	7,500

	Brokerage Split

Varies – 0%-60%
	25%
	
	

	Brokerage Split - $ 
	(1,875)
	(1,875)
	5,625

	Brokerage Sales Fees - $

Varies 
	($875)
	($875)
	4,750

	Overhead Expenses       (see below)
	50%
	(2,375)
	 

	Before Tax Net Earnings
	
	
	2,375

	Income Tax - varies
	30%
	(713)
	

	After Tax Net Earnings
	
	
	$1,663

	% House Sale Price
	
	
	Less than 1%



All amounts are for illustrative purposes but are a close approximation of a “typical” sale in the 
author’s 
opinion.  

Overhead Expenses

Table 1, above, simplifies the math since the overhead fixed costs become more favourable as sales volume increases. On average, given the fixed and variable costs involved, 50% is a good approximation for the “average” agent. 

The True Picture 

Therefore, when you look at all the numbers, as in Table 1 above, the average sale is not providing a “lucrative” payout for the average agent.  In fact, the net earnings are quite modest for the work involved. Add to this the fact that many listings “expire” and the agent pays for all the selling expenses for 3 months or more. 
In fact, if you take into account the number of hours most agents put into their job, many working seven days a week and ten hours or more per day, most are making below the minimum hourly wage. What is worse, they get no medical or dental benefits, no paid holidays, no worker’s compensation or no employment insurance. I will not detail all the fixed expenses involved whether they sell anything or not but most people would be surprised at the cost of doing business in real estate.  
Another Perspective
Let’s move from a “typical agent” and “typical costs” to the bigger picture.

Competitive Marketplace – Most Agents Struggling
There are over 46,000 real estate registrants (brokers and agents) in Ontario. The Greater Toronto Area (GTA) has almost half of this total with 20,000 agents registered in 2005.
The forecast by the Toronto Real Estate Board (TREB) is for the GTA to have 84,000 resale units sold during 2005 - a new record.
If the 20,000 agents working in the GTA shared those 84,000 sales evenly among themselves each would have sold only a little more than four homes for the entire year. However, 20% of the agents are selling 80% of houses. Therefore, the bottom 80% (16,000) Toronto agents are selling 17,000 homes or about one or two per year. In addition, the top 20% (4,000) are selling 67,000 homes or 17 homes per year. This is in a historically high sales year so usually the numbers would be less then this. The simplified math makes a valid point – most agents are not selling very much. 
It is real estate axiom that “to get by” or “break-even” in real estate as an agent you need to sell a minimum of one home per month (sell or buy).
The sad fact is that the majority of real estate agents are barley getting by or losing money selling real estate.

Here are some interesting facts:
Turnover – Drop-out Rate

· 10% of real estate agents leave the profession within one year.
· 50% of real estate agents leave the profession after five years.
Average Earnings

· Median gross income (after brokerage fees but before operating expenses) is $25,000 to $30,000.  (50% of the agents earn this or less).
· Above average gross income: $40,000 - $60,000  (30% of the agents earn this)

· Remaining 20% of the agents (top producers) are making 80% of the income.  

· A very few are making six figure incomes.

Bottom Line
Like most myths about “sure things” and “the easy life” – the reality is not so pretty. The notion that selling real estate can be a great way to make a living is not untrue, it is just that it is harder than the current myth makes it seem and only a very few excel at it and do earn huge incomes. However, like the world of sports, entertainment and big business, many people just hear about the highly visible and successful ones and generally are not exposed to some of the harsher realities.
Purpose – A new Perspective 

Perhaps this article will come across as whining and self-serving given that I am a real estate agent myself.  However, my purpose was to provide a counterpoint to the often one-sided reporting and hype concerning real estate agents. This unrelenting refrain of the good times is making many homeowners resentful and luring so many unsuspecting rookies into the profession looking for easy money. I hope this article will cause some of these folks to separate the myth from the reality.  By the way, I love being a real estate agent but I do wish I had known more about the reality and less about the myth to better prepare myself. 
Next Issue: Reader’s reaction to this topic (see below) and exploring pros and cons of using agents and other alternatives.

Note: The opinions expressed by the author are his own and do not necessarily represent the opinions of his affiliate brokerage. 
Reader’s Comments would be appreciated – Please take a moment to email me
