
The Value of Connections - Evidence from Commercial
Real Estate

Walter D’Lima

Florida International University

Friday 28th October, 2022



Introduction Background & Hypothesis Development Data Results Conclusion

Overview

Examine the efficacy of commercial real estate brokers

Specifically, examine the effect of connections

Estimate the effect on pricing and liquidity
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Overview

Data suggests a significant variation in brokerage “rolodex”

Brokers that have served the role in prior transactions increase the price
their principals receive and reduce the time on market

Evidence on the contributory value of connections in the commercial
brokerage market
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Past Work

Past work on frictions in real estate brokerage has focused on residential
markets

Not much is known about commercial brokerage

Focus is on the value of brokers
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Past Work

Numerous studies that link connections to economic outcomes in the
finance literature

Nguyen (2012) - Impact of social connections on the effectiveness of
firms’ board of directors. Evidence suggest that the CEO is less likely
to be dismissed for poor performance when the CEO and directors are
connected

Engelberg et al. (2013) - Effect of CEOs’ networks. An additional
connection to an outside executive or director increases CEO
compensation by $17,000
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Conjecture in this paper

Brokers have the potential to influence transactions

They create relationships in the real estate market

Testable Conjecture - Connections have a positive effect on price and
the time on market
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Connection between Seller and Broker

Sellers that repeatedly transact with a specific broker may develop a
relationship that has implications on subsequent sale outcomes

Brokers that are connected to a seller may expend greater effort during
the sale of a property as the relative gain from potential future business
is higher

Hence, observed sale prices may be higher in “connected” transactions
due to additional effort by brokers resulting in a price premium
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Connection between Buyer and Broker

The set of “connections” for each sale broker may come into play during
the marketing of a property

Brokers may identify a buyer from the set of connections that they have
and such a match may be beneficial to the seller

Sale prices may be higher for transactions that involve a connected
buyer as the broker optimally matches the property with a buyer from
his/her set of connections and enhances liquidity due to a larger set of
potential bidders
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Data

Property transactions from CoStar over the 2010 to 2021 time-frame

CoStar maintains a comprehensive database of more than 6.8 million
commercial assets including 4.3 million verified transactions

Data includes details on the property and transaction characteristics
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Data

CoStar also records buyer and seller brokers, along with the names of
the principals involved in the transaction

Such information enables to identify “connectedness” between brokers
and sellers/buyers
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Data

Primary analysis focuses on four primary property classifications:
commercial office, multifamily, industrial and retail

Since the study is considering the value of connections in commercial
brokerage, the analysis is restricted to brokered sales, i.e. sales that
have an identified sale broker
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Summary Statisics
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Measure of Connections

Compute measures that proxy for the connection that a sale broker
may have with a seller or buyer

Broker & Seller Connection - Number of sales that a seller has transacted
with the sale broker in the 36 months prior to the sale

Broker & Buyer Connection - Number of sales that a buyer has transacted
with the sale broker in the 36 months prior to the sale
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Top Connections
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Bottom Connections
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Summary Statisics
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Empirical Model

Model Price/Sq. ft. and Time on Market

Include an array of controls and fixed effects
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Modeling Price
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Modeling Price - Economic Significance

A one standard deviation increase in the number of sales that a seller
has transacted with the sale broker in the 36 months prior to the sale
is associated with a 1.6% higher sale price per sq. ft.

A one standard deviation increase in the number of sales that a buyer
has transacted with the sale broker in the 36 months prior to the sale
is associated with a 2.1% higher sale price per sq. ft.
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Modeling Liquidity
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Robustness Checks

Subset of transactions that do not have a buyer broker involved

Subset of transactions that do not have the same broker representing
the seller and buyer

Alternate measure - the dollar amount of transactions that the sale
broker has transacted with the seller or the buyer in the 36 months
prior to sale
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Robustness Check - Subsets of the Data
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Robustness Check - Alternate Measure of Connections
Based on Dollar Amount
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Modeling Connections

Linear Probability Model to examine the occurrence of a connected
intermediary

Connected Broker & Buyer is a binary variable coded one if the number
of transactions where the sale broker has transacted with the buyer in
the 36 months prior to sale is greater than or equal to one

Connected Broker & Seller is a binary variable that takes a value of
one if the number of transactions where the sale broker has transacted
with the seller in the 36 months prior to sale is greater than or equal
to one
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Modeling Connections
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Modeling Buyer and Broker Connections

Transaction involves a buyer that is connected with the sale broker for
properties that are larger in terms of building square footage, have a
smaller number of floors, are newer, and rated higher

Relative to Industrial, connected brokers are significantly more likely
to be engaged in multifamily transactions, while the inverse is true for
office and retail

The links between buyers and brokers are more prevalent in transactions
involving high caliber properties
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Modeling Buyer and Broker Connections

The coefficient for Distant Buyer is positive and statistically significant

This implies that the sale transaction is more likely to involve a buyer
that is connected with the sale broker for buyers that are distant

An interpretation may be that connected brokers enhance the auction
house by bringing distant buyers to the table
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Modeling Seller and Broker Connections

Sellers are more likely to contract with brokers they have prior experience
with for transactions involving properties that are newer and of a better
quality

The sale transaction is more likely to involve a seller that is connected
with the sale broker for sellers that are distant
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Potential Path Forward

Effect of connections based on market conditions

Matched Sample Approach
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Summary

First view on the value of connections in the context of commercial
real estate

Comprehensive dataset that enables the measurement of connections

Evidence suggests that connections have a positive effect on pricing
and liquidity
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Summary

Results suggest that a sale transaction is more likely to involve a buyer
that is connected with the sale broker for buyers that are distant

This may highlight the channel and imply that connected brokers enhance
the auction house through distant buyers
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Thanks! Questions?
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