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Summary: The diversity and complexity of the local market is mirrored to a degree 
within the real estate vertical. Real estate could also potentially be seen as a leading 
indicator of what could transpire in other segments, as small business advertisers are 
compelled to respond to consumer adoption of the Internet for local information.   

The data reflect that almost 60 percent of buyers now use the Internet as part of the 
process of looking for a home. By the same token, non-Internet buyers represent a 
declining share of the overall market.  

The data thus show an industry very much in transition, in some cases at an 
accelerated pace. And growing adoption of the Internet and real-estate vertical sites by
homebuyers will ultimately drive a larger percentage of marketing online. 
 

 
Classified Ventures, the newspaper group that includes Knight Ridder, Gannett Co., The 
Washington Post, Belo Interactive and the Tribune Co., last week announced the 
acquisition of HomeGain, a leading real estate vertical. Real estate is among the fastest 
growing of the online classifieds segments according to Nielsen//NetRatings. The most 
popular real estate site, according to Nielsen, was Realtor.com; HomeGain was second 
and AOL Real Estate third. (comScore Traffic data, which differ only slightly are below.) 

In 2004, newspaper real estate ad revenues were approximately US$4.2 billion according 
to the Newspaper Association of America. By comparison, online real estate classifieds 
brought in US$200 million according to Kelsey Group estimates. And in 2003, the Real 
Estate heading in print Yellow Pages generated approximately US$106 million in 
revenues according to the Yellow Pages Association. 
  

 
Most Visited Real Estate Sites 

 

 

 

 

  Unique Visitors (000) 
Homestore.com Network 10,269 
Realtor.com 7,286 
HomeGain.Com 5,003 
AOL Real Estate sites 6,677 
MSN House & Home 4,458 
Rent.com 3,271 

Source: comScore (May 2005) 

600 Executive Drive • Princeton • NJ • 08540 • (609) 921-7200 • Fax (609) 921-2112 
Advisory Services • Research • Consulting • tkg@kelseygroup.com 



A Potential Leading Indicator 
Real Estate is a particularly interesting vertical segment. It could well be a leading 
indicator of what will transpire in other categories, as small business advertisers are 
compelled to respond to consumers that are increasingly embracing the Internet for 
local information.   

Nielsen data from April of this year reflect that approximately 15 percent of the active 
Internet population visited real-estate Web sites, which have enjoyed 26 percent traffic 
growth in the past six months. This may be in part a response to the bubble-like nature 
of the current market and corresponding publicity it has received. More fundamentally, 
however, the Nielsen data also show that the fastest-growing consumer segment to use 
real estate Web sites is households with incomes of US$25,000 or less. Real estate site 
usage is thus becoming more reflective of the U.S. population as a whole. 

Data collected in June, 2004 by the California Association of Realtors (CAR), indicated 
that the share of California homebuyers using the Internet as part of their buying 
process was 56 percent, up from 28 percent in 2000. Offline or “traditional” buyers 
represented a declining share of overall market – 44 percent in 2004, down from 72 
percent in 2000.  

Broadband is the single biggest reason for the trend. Last year saw 34 percent growth 
in U.S. broadband households according to the U.S. Federal Communications 
Commission. There are now roughly 38 million high speed Internet connections, about 
half of U.S. Internet households by some estimates. TKG data indicates a somewhat 
higher percentage of high-speed households, at 57 percent.  

U.S. Broadband Adoption at Home 

 

Source: The Kelsey Group (2005) 
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Regardless of some disagreement about the precise numbers, broadband’s march is 
inexorable. And with it comes a well-documented and very different set of consumer 
behaviors.  

In our most recent “User View” survey (see ILM Advisory 05-05, “A Closer Look at User 
View II”),  51 percent of broadband users said they are either spending “somewhat” or 
“considerably” more time online. Those high-speed users are also turning increasingly 
to the Internet for local information. In particular, the Internet now has the same local 
reach as print newspapers (70 percent of the consumer market).  

Online Experience Is ‘Richer,’ More ‘Efficient’  
The data show that homebuyers who use the Internet have done significantly more 
research than traditional buyers and thus spend less time looking for a home once they 
begin working with an agent (1.9 weeks on average) compared to traditional buyers 
(7.1 weeks), according the CAR study. Internet buyers also visited fewer homes with a 
real estate agent (6.1 on average) than traditional buyers (15.4 homes). 

“It’s much more of an efficient medium than [print] classifieds for properties,” said Phil 
Strohl, HomeGain’s Senior manager of business development. “Consumers are able to 
look at pictures; they’re able to take virtual tours and do intelligent searching, filtering 
and really drill down to the properties they are interested in.”  

These capabilities have allowed customers to prescreen and qualify properties so that 
they use their time (and their agent’s) more efficiently.  

“Instead of driving around all weekend, spending a lot of time on homes you ultimately 
aren’t interested in, you can find the two or three that, based on the pictures and 
[virtual] tours, are really relevant,” says Strohl. “And it’s more efficient for agents; it 
frees up their time to work on other things.” 

Beyond being better prepared, Internet buyers are also more attractive to real estate 
professionals. The June CAR study showed Internet buyers tend to have higher incomes 
and are better educated than traditional buyers. They also cast a broader net, 
searching for homes in a much larger geographic area than traditional buyers (a 
median distance of 100 miles vs. 12 miles for traditional buyers).  

The CAR findings also point to continued online growth. Internet buyers have an 
average age of 38.5 years, compared to 43.5 for traditional buyers. They are also three 
times more likely to be first-time buyers. This argues that Internet usage will continue 
to grow as younger, Internet-savvy consumers take over the ranks of the home buying 
population. 

Online Spending Picking Up Steam 
Growing adoption of the Internet and real-estate vertical sites by homebuyers will 
ultimately drive a larger percentage of marketing online. As mentioned, The Kelsey 
Group estimated online real estate revenues of US$200 million in 2004. Others argue 
the number is much higher. And Borrell Associates has projected online real estate 
spending will reach US$3 billion by 2009.  

Regardless of disagreement over precise figures, directionally there is consensus that 
online ad spending on real-estate related advertising will continue to grow 
substantially. That growth is already starting to happen and can be seen now through 
the lens of real estate vertical revenues.  

Lead generation site HouseValues.com recorded US$17.6 million in revenue in the first 
quarter of 2005, up 89 percent from the year before. It also saw 30 percent growth in 
its customer base over the previous two quarters and projects an 80 percent year-
over-year revenue increase in 2005. IAC/Interactive Corp., which owns RealEstate.com 
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and LendingTree.com, reported 83 percent growth in real estate closings in the first 
quarter of 2005, compared with 2004. ZipRealty Inc. reported 63.5 percent revenue 
growth during the same period. 

Brokerage firms and individual agents were some of the earliest adopters of Internet 
and paid search marketing. While prices fluctuate, these advertisers typically pay about 
US$2 per click on the major engines. In some markets prices are higher, such as 
Portland, Oregon (US$2.99), Northern Virginia (US$3.00), Orlando, Florida (US$5.03), 
San Diego, California (US$6.00) and Palm Springs, California (US$6.79), according to 
Yahoo! search data.  

For Local Realtors, ‘Online Is Here’ 
“I think the industry as a whole understands that online is here to stay; consumers 
have adopted it and accepted it so eagerly,” said Anne Casanova, director of marketing 
for HomeGain. “So now you have agents that say ‘O.K. I understand that I’ve got to be 
online,’ so it’s been more [a question] of how do I do it and what is the best method?” 

Another CAR survey conducted in October 2004 measured local realtor attitudes and 
behavior regarding the Internet. Among other things, the survey found the following:   

• 70 of realtors are doing some form of Internet marketing (vs. 10 percent in 
2003) 

• 53 percent of realtors have a personal site (up from 41 percent in 2003) 

• 45 percent use e-mail as the primary means of client communication 

• 45 percent of realtors consider Internet marketing to be “extremely important” or 
“important,” compared with 22 percent in 2003 

• 82 percent have broadband at home (up from 71 percent in 2003) 

• 24 percent of residential real estate business was generated from the Internet in 
2004, compared to 19 percent in 2003  

• Realtors themselves use the Internet to check and send e-mail (92 percent), 
access the multiple listings service (91 percent) and to check listings (83 percent) 

These data show an industry very much in transition, in some cases at an accelerated 
pace. The first bullet above – the jump from 10 percent to 70 percent of California 
realtors who now use the Internet for marketing – is particularly striking.  

Push and Pull Market 
The diversity and complexity of the local market is mirrored to a degree within the real 
estate vertical. “What we’ve noticed when we added new products is that [the way] 
consumers and agents are using the Internet continues to evolve,” observes 
HomeGain’s Casanova. “Agents are different, they each have their own preferences 
about how they’d like to work with the Internet and that’s why we’ve continuously 
developed new products.”  

HomeGain has both consumer and advertiser-facing aspects. On the advertiser side, 
the company has a range of lead-generating options for realtors. Indeed, it has been 
among the most progressive and creative of the real estate sites. HomeGain was one of 
the first to test Yahoo!’s Local Match product and, more recently, has been 
experimenting with pay per phone call.  

HomeGain’s principal offering, however, is a local agent finder. It allows homebuyers 
and sellers to find and compare realtors. HomeGain receives a fee upon the closing of a 
transaction where it referred the buyer. The company also sells traffic (in the form of 
clicks) to local realtor Web sites.  
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HomeGain finds itself in a position of both responding to advertiser demand and 
educating local advertisers as well. “It definitely works both ways. We do a lot of 
marketing to agents: we attend trade shows and produce white papers to help them 
understand and realize the value of online,” says Casanova. “At the same time agents 
have also realized, with the statistics of home buyers coming online, that they can’t 
ignore those numbers. So they come to us as well; it’s push and pull.” 

Innovation and Mapping 
As rich as the online experience currently may be, there remains a long way to go. 
“Our feeling here is that we’ve been at this six years and we’re still just scratching the 
surface of what both the agent and the consumer can do online,” said HomeGain’s 
Strohl. “We have lots of different models that we’re testing out,” adds Anne Casanova.  

Though reluctant to share specifics, Casanova hinted that HomeGain is trying to 
address what it perceives to be inefficiencies in the process of home buying and selling. 
This includes a range of potential innovations, from digital signatures to electronic 
transaction management and increased use and enhancement of virtual tours. 

Another very interesting area of innovation is online mapping; and the competitive 
search environment is helping to drive surprisingly rapid product development. Though 
mapping transcends real estate, it has obvious application to the real estate market.  

Google and Yahoo! (and soon MSN) have mapping APIs (application programming 
interfaces) and are encouraging third-party developers to creatively use them. An early 
example that has received a good deal of attention, Housingmaps.com, combines real 
estate listings from Craigslist with the Google Maps interface. The site was developed 
by Paul Rademacher, a software engineer at DreamWorks Animation in Northern 
California, in his spare time.  

Housingmaps.com (Google Maps + Craigslist data) 

 
Source: Housingmaps.com (2005) 

The site allows searches for rentals or homes for sale within a geographic area and 
specific price range. If the properties offer pictures (via Craigslist), those are reflected in 
the pop-up window associated with each listing. One can immediately see the value of 
such a site for renters and prospective home buyers.  
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Taking this idea quite a bit farther is the Seattle-specific Redfin.com, which has MLS 
data and many more search and refinement options for buyers (e.g., neighborhood, 
number of bedrooms/bathrooms, etc.).  

Redfin.com: Map-Based Real Estate Search  

 
Source: Redfin.com (2005) 

Redfin is also quite a bit more evolved in terms of monetizing consumer traffic. 
Advertisers on the site (e.g., Compass Mortgage) can assume that consumer-users are 
very qualified potential leads. There are also a host of contextually related advertising 
opportunities (e.g., moving services) on a site like this.  

Yahoo! has also gotten into the act, recently adding dynamic mapping to its real estate 
classifieds. While the Yahoo! mapping tool only works with rental listings for the time 
being, homes for sale will probably be added soon. 

The Bottom Line: Responding to Necessity 
The fact of a commission-based compensation structure and the assertive personality 
type of many realtors may combine to potentially make them more open to online 
marketing than other small business segments. (This conjures up the character of 
Sheldon Levine in the David Mamet play Glengarry Glen Ross. Levine is a beleaguered 
real estate salesman who, in order to get his hands on a stack of good leads, breaks 
into his manager’s office and frames it as a burglary.) 

In industries or professions where there is less hunger for leads, there may be more 
inertia around existing marketing strategies and less of an inclination to pursue new 
methods. Accordingly, small business adoption of online marketing is happening 
unevenly. However, anecdotal evidence suggests that professionals in financial services, 
insurance, health care and law, in addition to real estate, are among the current, early 
adopters of Internet marketing.  

Yet without the clear evidence of a shift in consumer behavior, discussed above, few 
local realtors would have any incentive to be online. These small business professionals 
are responding out of necessity to changes in how their clients, especially home buyers, 
are increasingly using the Internet for local, real estate searches. This consumer 
behavior pattern, generally speaking, will continue to play out. And we believe it will 
eventually compel other small business segments to follow real estate’s lead.  
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