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1. This paper deals with the Swmiss rent index, the nethodol ogy for
calculating it, and its novenent in recent years.

l. Met hodol ogy

2. Switzerland’s consuner price index (CPl), the present version of which
was introduced in 1993, after a maj or overhaul, neasures the novenment of the
prices of a basket of standard goods and services. As a conmon consuner
service, rent accounts for approximately 22% of the basket. This weight being
consi derabl e, changes in rents have a significant effect on the CPI and are
therefore particularly carefully nonitored.

1.1 Surveys

3. The rent index shows rent variation for the country as a wh ol e and has
not been designed to provide information for nore limted areas. The Federal
Statistical Ofice, the body responsible for producing the index, perforns its
task by means of a quarterly survey, for which the base days are 1 March,

1 May, 1 Augu st and 1 Novenber respectively. The survey covers sone

5,000 dwellings spread throughout the country. The sanple conprises

apartnents and private houses that are rented out on a long-termbasis for

1/ Prepared by M. daude Wffray and M. Ernst Matti, Federal
Statistical Ofice, 3003 Berne, Swtzerland.
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resi dential occupancy; it does not include apartments with nore than five
roons, holiday flats rented out by the week or nonth or apartments used for
non-resi dential purposes.

4, For dwellings neeting the criteria for inclusion in the sanple, a nunber
of variables is recorded, chief among them being the net rent (rent exclusive
of service and heating charges). The other factors that influence the cost of

housi ng, such as the prices of electricity and heating oil, etc., are
reflected in the CPI under other headi ngs and are therefore excluded fromthe
rent index. Information collected in addition to the net rent includes the

year of construction and type of the building, the nunber of roons and surface
area in square netres of the dwelling and, where appropriate, the date of the
| atest renovation. These supplenentary details are collected on the one hand
for the purposes of the calculations and on the other hand to be able to gauge
the plausibility of the responses and anal yse the results. The rent survey is
conducted by neans of a witten questionnaire sent to | andlords every
quarter.

.2 Structure and choi ce of the sanple

5. To ensure the greatest possible representativeness, the dwellings are
chosen at randomin the national tel ephone directory. In addition, in order
to take account of the changes in the rental stock (new construction,
renovati on, denolition, etc.), an eighth of the sanple is replaced each
quarter. The sanple thus changes entirely over the space of two years. The
procedure underlying this randomselection is Bernoullian, thus guaranteei ng
an accurate reflection of the real situation: the various categories of

dwel ling are all covered and proper allowance is made for new construction.

6. The rents for the dwellings surveyed are disp layed in an age/size matrix
in 20 groups of maxi num possi bl e honbgeneity. Placing simlar dwellings

t oget her enabl es time conparisons to be nade and an index to be conputed. The

wei ghts for the 20 groups were determned fromthe structure of the country 'S
housi ng stock as reveal ed by the 1990 federal housing survey. In view of the

l'i kelihood of change in the structure of the housing stock in the ten-year
interval s between federal housing surveys, it has been decided that fromtine

to time structural surveys should be nmade in parallel with the rent survey so

as to have available information for updating of the weights when necessary.

The first such structural survey was nmade in Novenber 1996 and the results are
expected in the course of 1997.

1.3 Met hod of cal cul ati on

7. The first step is to calculate a nean rent for each of the sizel/age
categories. Each of these 20 rents is conpared with its equivalent for the
base period to give a set of indices. The individual indices are then
aggregated through application of the matrix weights to give the national rent
i ndex.

8. After the extreme rents have been renoved, the cal cul ati ons are repeated
on the sanple by two different nethods and the results are conpared to test
their stability.

.4 Treatment of quality changes
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9. As a general rule, the problens encountered in cal cul ati ng an i ndex
i nclude qualitative change in the observed variable. In the case of the

housi ng stock, quality changes constantly: on the one hand, it declines

because of ageing; on the other, it inproves because of renovation, conversion

and new construction. This nakes measuring the novenent of “pure” prices very
difficult, since changes conputed directly fromrents always include a

“qual ity ” conponent (which may be positive or negative).

10. In order to reduce the problens caused by the quality changes associ ated
with age and renovation, the Federal Ofice considers that the rents to be
recorded and conpared do not have to be those of identical dwellings, but
those of dwellings of conparable age, since age (at least partly) synbolizes
quality. Thus, a dwelling that is ten years old in 1997 is assuned to be
conparable to a dwelling that was ten years old in 1993. The dwellings
included in the sanple are divided into age groups (0-5 years, 6-10 years,
11-20 years and over 20 years; see table 1), so that the nean rents for each
class are conparable in tinme. This approach also entails the constant
inclusion of newWy built dwellings (in the 0-5 years class). Dwaellings are

pl aced in the relevant groups in keeping with the constantly changi ng
structure of the housing stock. Wen a dwelling becomes too old for one
group, it is assigned to a higher age class; in visual terms, it noves further
down its colum in the matrix. For exanple, in 1997, a dwelling built in 1991
has to be transferred fromthe category of dwellings aged 0-5 years to that of
the dwel lings aged 6-10 years. 1In a period when prices generally are rising
(as has been the case in the past few years), the effect of such reassignment
is to draw nmean rents upwards, as the nore recent and general |y nore expensive
dwel I i ngs nmove to a new category that sinmultaneously |oses its cheapest

dwel I'ings upon their reclassification. This we termthe ageing effect.

11. Dwel 1ings nmay al so be assigned to a new category because of renovation.
If the renovation is substantial enough, a dwelling may be considered to have
been “econom cally rejuvenated ” and will therefore have to be placed in a new
age class. Wich class that is will depend on the position of the work on a
scal e that can be summarized as follows: |ight renovation, in the sense of
repairs or maintenance, will not entail any change of category; renovation
that significantly enhances the quality of the dwelling will entail upwards
noverrent of a magnitude that will be deci ded on a case-by-case basis; heavy
renovati on including structural alterations to the dwelling or building will
be considered the sign of a conplete make-over with, as a corollary, the
novernent of the dwelling to the newdwel lings category. For assessing the
extent of renovations there exists a list of standard types of work, wth
poi nts assigned to each. How the dwelling noves within the matrix wll depend
on the points total for the renovation. Reclassification because of
renovati on generally exerts downward pressure on rents: the renovated
dwel lings are assigned to “younger ” age groups and are usually | ess expensive
than the dwellings already in them W call this inpact on nean rents the
renovati on effect.

12. In practice, few dwellings undergo renovation justifyin g a change of
category during their time in the sanple and reassignnent in the course of
that two-year period is, therefore, rare. Reclassification oninitia
inclusion in the sanple is, however, common: if a dwelling has been
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renovated, its age class will depend not on its actual date of construction
but on its notional age as determ ned by the Federal Statistical Ofice.

13. The conclusion after the first four years of use of this procedure is
that the ageing effect and the renovation effect partly cancel each other out.

14, However, further study is needed of the ways in which our criteria
affect the measurenent of rent trends. Judgi ng how extensive renovation has
been is, at least in part, a subjective exercise, and the definitions of the
age classes and the time dwellings spend in the sanple may al so have a hi dden
i mpact on our results. Unfortunately, there are no benchnarks agai nst which
we could calibrate our nethod or quantify the influences.

1. Results

15. As graph 1 bel ow shows (see alsot able 3), the trend of rents in
Switzerland during the past fifteen years can be divided into three distinct
periods. During the first phase (from 1983 to 1989), rents rose by an average
of approximately 3%a year. During the second phase (late 1989 to early
1993), the annual rise was stronger (approxinately 9%, due mainly to
substantial increases in nortgage rates. The third period (May 1993 to My
1997) was one of relative stability, since the index only rose by an average
of 0.8%a year. |t should be noted that from 1982 to 1993 rent changes were
neasured by the old index, which was calculated in a very different way from
the present one. Since the overhaul in 1993, the results have been determ ned
by the new nethod. In graph 1, the curve for the old index is renarkable for
its stepped form attributable to the half-nonthly sanpling interval

16. The flattening-out of the rent curve is linked primarily to the
reductions in nortgage rates that began in the autumn of 1992 and were
subsequently reflected in rents. Rent rises were also restrained by the

sl owi ng-down of the econony and the slight drop in housing construction costs
in 1992/ 93.

17. To identify the true rent trend nore precisely, the Federal Statistica
Ofice also calculates a confidence interval. The confidence linmt is 95%
nmeani ng that the true value of the index falls within the calcul ated range 95
tinmes out of 100. The larger the confidence interval, the greater the
variability of the sanple and the | ess precise the results; conversely, the
smal l er the confidence interval, the closer the value estimated fromthe
sanple to the true val ue.

18. The results show that the confidence interval is a range of + 1.5%
around the variation of the index. It exhibits remarkable stability from
quarter to quarter, as can be seen fromgraph 2 or table 4.

19. The sanpling nethod can therefore held to be reliable both as regards
the matrix and as regards the periodic refreshing of the sanple.
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I1l. Conclusions

20. It is essential for nmeasurement of an econom ¢ phenonmenon to be unbi ased
both as regards the observed vari able and as regards the nethod enpl oyed.

That is why, in the case of the rent index, the Federal Statistical Ofice
opted to use a random sanple. The reclassification of dwellings on the
grounds of age or renovation enabl es account to be taken of the constant
changes in the quality of the housing stock.

21. The Swi ss net hod does, h owever, have a nunber of features which could
indirectly influence the neasurenment of rent novenents and further study is
needed to eval uate their inpact.
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Table 1: Age/size matrix of dwellings
( Per cent ages)
1 room | 2 roons 3 roons 4 roons 5 roons Tot al
0-5 years 0. 2949 0. 9557 1. 6867 2.5131 1. 642 7.0924
6- 10 years 0. 3169 0. 8852 1. 6364 2.6298 1.7419 7.2102
11- 20 years 1. 7209 2. 3767 4. 4858 5. 5899 3. 145 17. 3183
Over 20 years 5.121 11. 039 23.7734 19. 4087 9. 037 68. 3791
Tot al 7.4537 15. 2566 31. 5823 30. 1415 15. 5659 100%
Table 2. Age/size matrix for a sanple of 5,000 ideally distributed dwellings
(Nurbers of dwel |ings)
1 room 2 roons 3 roons 4 roons 5 roons Tot al
0-5 years 15 48 84 126 82 355
6- 10 years 16 44 82 131 87 360
11- 20 years 86 119 224 280 157 866
Over 20 years 256 552 1 189 970 452 3 419
Tot al 373 763 1 579 1 507 778 5 000
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Table 3: Rent index (Base 1993 = 100)
Survey date | Rent index* |Survey date | Rent index* |Survey date [ Rent index*
Dec 1982 60. 6 Nov 1987 70. 4 Nov 1992 97.5
Feb 1983 60. 6 Feb 1988 70. 4 Feb 1993 97.5
May 1983 61.5 May 1988 71.5 May 1993 100.0
Aug 1983 61.5 Aug 1988 71.5 Aug 1993 100. 4
Nov 1983 62.2 Nov 1988 72.4 Nov 1993 99.7
Feb 1984 62.2 Feb 1989 72.4 Feb 1994 100. 6
May 1984 63.0 May 1989 73.7 May 1994 99. 3
Aug 1984 63.0 Aug 1989 73.7 Aug 1994 99. 6
Nov 1984 63.9 Nov 1989 77.5 Nov 1994 99. 8
Feb 1985 63.9 Feb 1990 77.5 Feb 1995 100.0
May 1985 65.1 May 1990 80.6 May 1995 100. 9
Aug 1985 65.1 Aug 1990 80.6 Aug 1995 101.5
Nov 1985 66. 3 Nov 1990 84.9 Nov 1995 101. 8
Feb 1986 66. 3 Feb 1991 84.9 Feb 1996 101.9
May 1986 67.5 May 1991 89.2 May 1996 102.1
Aug 1986 67.5 Aug 1991 89.2 Aug 1996 102.5
Nov 1986 68. 5 Nov 1991 92.1 Nov 1996 102. 7
Feb 1987 68. 5 Feb 1992 92.1 Feb 1997 103.0
May 1987 69.5 May 1992 94.9 May 1997 102. 6
Aug 1987 69.5 August 1992 94.9
* Until My 1993 surveys were biannual .
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Table 4: Rent index and 95% confidence interval
Survey date Rent i ndex Confi dence i nterval
(base 1993 = 100)

May 1993 100.0

Aug 1993 100. 4

Nov 1993 99.7

Feb 1994 100. 6

May 1994 99. 3 + 1.45%
Aug 1994 99. 6 + 1.47%
Nov 1994 99. 8 + 1.45%
Feb 1995 100.0 + 1.51%
Mar 1995 100. 9 + 1.53%
Aug 1995 101.5 + 1. 50%
Nov 1995 101. 8 + 1.51%
Feb 1996 101.9 + 1.51%
May 1996 102.1 + 1.52%
Aug 1996 102.5 + 1.51%
Nov 1996 102. 7 + 1.51%
Feb 1997 103.0 + 1.49%
May 1997 102. 6 + 1.46%




