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Impact of Age on Capitalization Rate*

Jen-Hsu Laing**

Abstract

Market extraction method is the most important method to catch capitalization rate
in income approach. In practice, how do we justly compare and adjust the capitalization
rate? Due to the lack of relevant researches, the process of determining the capitalization
rate could not be well supported. Recent rise of urban renewal cause real estate value
to display inverse pattern of “increase after a decrease over time”. With the decrease in
rent income and depreciation inversion, changes in capitalization rate needs to be further
analyzed.

This paper forms real estate rental and pricing model to estimate capitalization
rate in Taipei City. Then we adopt the regression model with capitalization rate and age
of property to compare and analyze the effect by different area and prosperity on the
dynamic movement of capitalization rate. According to our result, capitalization rate
would perform an inverted U-curve over time that varies with location and economic
prosperity. In areas with lower price or at lower prosperity periods, age effect on
capitalization rate is higher and the fluctuation is relatively apparent. During the undulated
periods of economy, for areas with less price stability, age effect on capitalization rate
and their fluctuation is more complicated and would depend on the environment of that
specific space and time. Our analysis provides evidence of unstable capitalization rate

over the useful life of property.
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