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INSIDER TRADING
How does it happen in real estate?

I

nsider trading is strictly defined as
the trading of a public company’s
stock or other securities (such
as bonds or stock options) by
individuals with access to non-public
information.
The definition of insider can be broad
and may not only cover insiders
themselves but also any person
related to them, such as brokers,
associates and even family members.
Any person who becomes aware of
non-public information and trades on
that basis may be guilty.
While insider trading usually relates
to stock market activity, make no
mistake that it could equally apply to
the property market.
Just as self interest can permeate the
trading of stocks, it also permeates
the trading of real estate. In fairness,
the stock market is regulated much
more than the real estate market on
such matters. It’s fair to suggest that
insider trading and versions of it are
rife in the property market.
Once you are aware of the subtle ways
in which insider trading can apply to
real estate, you have then taken the

8 Ainsworth St Lilyfield sold in January in a positive start to the 2016 property
market. Buyers were out in force to start the New Year, dismissing the myth that
there are ‘no buyers around in January’.

first step towards protecting yourself.
Real estate agent (or employee) is
the purchaser.
Real estate agents need to live
somewhere. That’s fine. What agents
don’t need to do (nor should be legally
able to do) is purchase a property
through their firm, whilst the agent
also takes a commission from the
vendor. The transaction can be above
board, yet too many questions can
arise later. If an employee of a real
estate agency wishes to purchase a
property listed through their firm, the
vendor must not pay any commission
and full disclosure to the vendor

Buying from
business.

a

client

is

messy

The very worst form of insider
trading is where the agent purchases
a client’s property, for their own
benefit without any disclosure to
the vendor. This usually occurs in
instances where the vendor may be
unaware of true market value and/
or generally vulnerable. When you
work in real estate, whilst most of
your clients want above market price,
it is amazing how many clients have
literally no idea of the value of their
asset.

Continued on page 3
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WIN/LOSE TRANSACTION

I

Overprice and undersell

n a rising market, vendors can overprice with minimal risks in doing
so. However, in a normal or falling
market, overpricing often leads to
underselling. The opposite is also
true: if you price at market price, you
increase the chances of selling above
market price – even if the market is
falling or flat.
Vendors who list above market price
often languish on the market unsold
and inadvertently turn the best
buyers off their home. The vendors
have unintentionally set up a win/lose
negotiation – I will only sell if the buyer
overpays. Naturally, many buyers reject
this equation.
Many home buyers are reluctant to step
forward on a home that has gone stale
in the eyes of the market. Home sellers
are better off withdrawing from sale
than languishing unsold and unloved.

If you price at market price,
you increase the chances of
selling above market price.

Pre-internet,
the
vendor
that
deliberately overpriced and waited for
someone to ‘pay my price’ had fewer
downside risks in doing so. In the digital
age, the advertised history is on record
for all time.
Every property now has a digital
footprint. Buyers can easily access the
advertised history of properties. If your
home is overpriced and unsold after a
lengthy sales campaign, the educated
buyers have been gifted crucial
information in the negotiation process.

The auction system offers no protection
against failed campaigns given true
auction clearance rates plummeted
to 50% in late 2015. The principle of
market price holds true regardless of
the sales process.

Buyers are more accepting
of genuine buyer competition
than they are of a vendor who
is blatantly trying to ‘beat the
market’.

Understanding the fundamental (fair)
market value of your property is the
key to a timely sale at the best possible
price.
Understanding fundamental value for
your primary asset is simple in theory
but challenging in practice. Putting
a market value on something that is
emotionally and financially precious
to you is difficult. The fact that some
agents will overquote in an attempt to
buy the listing, combined with normal
market movements, makes the task
of establishing fair market price even
more challenging.
However, the benefit in establishing fair
market value ensures that you don’t
reject the best buyer or, conversely,
jump at the first (cheeky) offer.
Once you have established fair market
price for your home, you need to ask
whether that is an acceptable price to
you. If it’s not, you may be best served
by not listing on the market at all.

The risks in overpricing are usually higher
than the reward.

A failed campaign can haunt you in
the future.
If the market price is one that allows
you to comfortably move on, you
can then list on the market for the
highest offer at or above fair market
price. You have set up a circumstance
of a win/win negotiation.
Fair market price often creates
buyer competition. Sellers want to
negotiate but buyers want to buy. The
best way to attract the best buyers
is to price accurately and fairly. This
maximises the number of bidders for
your home, ensuring a win for you
and a win for the buyers, who are in
competition against buyers rather
than an overpriced vendor. Buyers
are more accepting of genuine buyer
competition than they are of a vendor
who is blatantly trying to ‘beat the
market’.

Suburb Snapshot: Rozelle
2005

2010

2015

Average House Price

$706,583

$1,016,346

$1,465,090

Average Unit/ Strata Price

$675,711

$712,008

$1,261,514

Sold by Auction

25

40

45

Sold by Private Treaty

201

188

200

Highest House Price

$1,900,000

$2,100,000

$3,000,000

Highest Unit/ Strata Price

$1,700,000

$2,800,000

$2,250,000

Continued from page 1

With full respect, it is often the elderly
who are the least informed about the
market. They tend to be the most
trusting also. If you have an elderly
relative or friend trading real estate,
volunteer to assist them through
the process. It’s an offer that could
save them hundreds of thousands of
dollars.
The developer’s promise.
Real estate agents would hear the
developer’s promise almost daily: ‘If
we buy it from you, you can have the
resale.’ The developer is offering the
agent an unwritten inducement to
favour them during discussions. Here
are some facts – every developer
makes the promise; some agents fall
for it and some don’t. The vendor
is paying the agent but the agent
is being wooed by the buyer. The
best agents won’t fall for the empty
promise. But if you are selling a
property that is a development or
renovation opportunity, it’s prudent
to look for any signs that the agent
is favouring one buyer over another.

Has the agent ever sold
a property for the developer
that is now trying to buy your
property?

Feel free to ask the agent which
buyers/developers they have done
business with before. It’s crucial
to know if the agent is negotiating
with someone they have just met
as opposed to a developer that may
have bought several sites from them
in the past. Has the agent ever sold
a property for the developer that is
now trying to buy your property?

Insider trading
Agents are in constant role reversal in
their respective markets – the person
that is paying them today is the
person they are employed to extract
full market value from tomorrow.
In sport, when a team or athlete fails
to give a full effort in the name of
winning, it’s called tanking. Watch for
any signs that your agent is tanking
when negotiating on your behalf.

can elicit surprising responses.
Just because the agent is likely to
gain the buyer’s listing, it does not
mean that something untoward has
occurred. As a homeowner, you are
entitled to know about all potential
areas of conflict of interest though.

As a homeowner, you are
entitled to know about all
potential areas of conflict of
interest.

Once you are aware of potential
areas of conflict, you can then make
an assessment. The best agents
will declare their previous dealings
and relationships upfront so that
you are aware of all elements and
undercurrents at play.

The developers promise: ‘If we buy it from
you, you can have the resale.’

You can sell ours if we buy this
one.
It’s a fact that most homeowners
trade up or down within the same
marketplace. Today’s buyer is
tomorrow’s seller for the agent. In
a competitive market, buyers may
attempt to engage and influence
agents with the promise of their
listing.
The best agents are fanatical about
separating the two transactions in
the interest of their existing client.
Ask the agent if the interested buyer
has another property to sell. If so,
does your agent expect to be their
agent in the future? Direct questions

The best agents lead with disclosure.
If the purchaser’s name on the
contract is a company, take a moment
to find out who the individuals behind
it are. Once you sign the contract, it’s
extremely difficult to go back.
It’s an unfortunate reality that you
need to stay on guard when it comes
to insider trading in real estate. It’s
not rampant, but it does happen. To
suggest it does not is naive in the
extreme.
The cleanskin sport of tennis has
recently been infiltrated with match
fixing. If professional tennis can be
afflicted with match fixing, real estate
can be afflicted by vested interest
and insider trading. If you ask the
tough questions, and document the
responses, you have gone a long
way to protecting yourself against
untoward play. Game, set, match to
the empowered consumer.
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HOW WILL YOU BE PAYING TODAY?
Finance the new frontier

C

heap finance has powered
the
booming
property
market over the past 3 years.
That’s ‘cheap and readily available’
finance. Expect finance to remain
cheap throughout 2016; just don’t
expect it to be as easily and readily
available.
Cashed-up, ready to buy buyers
have been in abundance to the point
that vendors did not even need to
entertain conditional offers. As
the banks clamped down, firstly on
investors and then home buyers in
late 2015, the abundance of cashedup buyers began to tighten.

gimmick otherwise known as a
‘loan calculator’ claimed? Secondly,
can they attain the finance in the
required time frame?

buyer. If you receive an appealing ‘offer, subject to finance’. Keep the
bubbly on ice. There is still a long
way to go!

The banks have become slow and
cautious. No amount of harassment
from a mortgage broker is going to
see the banks by-pass proper due
diligence.

The Inner West market is actually
holding up well, although it’s off
it’s peak from mid-2015. Greater
Western Sydney has been hardest
hit by the tightening in finance.
The end of the boom does not mean
that a market crash has begun.
However, it does mean that the time
where dozens of “cashed-up (ready
to sign a contract) buyers fighting
to buy real estate” is probably over.
And that’s a good thing.

Buyers need to be aware that
‘qualifying’ for a home loan on an
internet quiz is not a loan approval;
it’s called marketing. This marketing
is simply a ‘lead generator’ for the
respective financial institution.

The single consistent factor in
global property markets that
crashed has been easy/excess
credit sold to buyers by banks.
Sydney and Melbourne were both
recently named in the Demographia
International Housing Affordability
Survey for the Top 5 most
unaffordable
global
property
markets.

Buyers are being led to believe that
they have a binding loan offer from
a financial institution, - when in fact
they don’t.
If you are dealing with a mortgage
broker on your finance, note that
they are inherently optimistic about
attaining finance. They have to
be; that’s their job. There are two
areas of caution with mortgage
brokers. Can they actually attain
the amount of money the marketing

The banks have become slow and
cautious.

Sellers need to be aware of nonbinding/subject to finance offers.
A subject to finance offer is not
an offer. It’s an aspiration from the

The fact that our banks are being
forced into prudent lending is a
positive, albeit with some short
term jolts.
Before asking the buyer what will
you pay, it’s better to first ask, how
will you pay?

Harris Partners Recent Sales
1 Hancock St, Rozelle..................................... $950,000

3 Rowntree St, Balmain ..............................$1,200,000

34 Quirk St, Rozelle ..................................... $1,260,000

15 College St, Balmain ..........................$ - Confidential

12/18 Buckland St, Chippendale .................. $845,000

10/49 Henderson Rd, Alexandria ..............$1,030,000

8 Ainsworth St, Lilyfield ......................$ - Confidential

31/120 William St, Leichhardt ...................... $960,000

1/8 Kensington Rd, Summer Hill ................. $700,000

6 Reed St, Croydon ...................................... $1,250,000

7 Allman Ave, Summer Hill ........................ $1,525,000

105 Cecily St, Lilyfield .................................$1,280,000

