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Motivation

Depreciation is important in many ways

� Rent depreciation a�ects in
ation statistics (this paper)

� Rent depreciation a�ects price depreciation, which in turn
� determines a building life span (sustainability)
� a�ects resource allocation in an economy
� a�ects housing user costs
� a�ects investment returns

Rent-Price-Relation
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E�ect of rent depreciation on in
ation

� Aging a�ects rent changes
� For CPI, estimated rent depreciation rates are added to rent

changes to estimate constant-quality in
ation
� Age adjustments range from 0:11% for Houston to 0:36% for

New York and Boston (Lane et al., 1988; Randolph, 1988;
Campbell, 2006)

� Housing accounts for 33 percent of CPI and 41 percent for
core CPI;

A 1% bias in depreciation will cause 0:33� 0:41%
underestimation in in
ation.
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Findings

1. The annual depreciation rate is large and non-linear in age.
� New properties: 0:90% for SFR and 1:50% for condos
� 46{50 years old: 0:46% for SFR and 1:49% for condos

2. Depreciation is larger for larger properties (one-s.d. larger
structure ! 0.13 and 0.43 percentage points larger
depreciation for SFR and condos).

3. The estimated depreciation rate changes when controlling for
census-tract �xed e�ects.

4. Functional obsolescence cauases large depreciation for condos.
The sum of physical and functional depreciation for new
properties is 1.2% for SFR and 1.8% for condos
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Data

Source: GLVAR MLS from 2009Q1 and 2019Q1
Listings: 283,818 leased and 45,976 withdrawn/expired
(compared to 32K rental units in the CPI Housing Survey).

Criteria: contract rent less than $10K per month, living area
between 400 and 6K sqft, lot area between 0 and 50K sqft,
bedrooms are between 0 and 5, bathrooms are between 0 and 6, no
more than three �replaces, and structure not older than 60 years,
commission amount is less than $2,400.

Variables:
� Contract Terms
� Property Characteristics
� Neighborhood Amenities

Merged with Clark County Tax Assessor Records

Validated that sample is representative of the housing market
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Data { Location of SFR and condos

Light blue: Single family residences
Red: Condominiums
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