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Estimation of Conversion Rate and Test of It's Usefulness in Seoul Office Market
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< Abstract >

This study estimates and tests the usefulness of the conversion rate between security deposits and monthly
rent (hereinafter ‘CR’) of offices in Seoul from the first quarter of 2009 to the second quarter of 2014. CR
is estimated by regression analysis using monthly rent as dependent variable and security deposit as
explanatory variable. The interaction effects between security deposit and time dummy variables are added
to estimate quarterly CRs. The usefulness of CR is tested by hedonic pricing model on the ‘the real rent’ which
is the sum of monthly rent and the opportunity cost of security deposit. The opportunity cost is calculated
by security deposit and CR.

Estimation results show that CR decreased during the investigation period and had a value between the
risk-free rate and the landlord's asking CR. It was over 12% in 2009 but felt markedly to 4% in 2014. The
goodness-of-fit and significance of the hedonic pricing model are high enough to prove the usefulness of CR.
In particular, macroeconomic variables are much more significant in the hedonic pricing model using CR than
in the case of a hedonic pricing model using the risk-free rate. This result suggests that it is better to use
CR estimated by market data rather than the risk-free rate to calculate ‘the real rent’ and for analyzing the
relationship between rent and macroeconomic conditions.
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dt21 0.052579 7.85 t21 17590.32 6.32
dt22 0.067926 8.68 t22 11527.08 3.62
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27| CD91 C_cal C_ask 27| Rent_CD91 Rent_C_cal Rent_C_ask
1 0.0245 0.108695 0.128039 1 19775.99 21789.8 22252.49
2 0.0241 0.109272 0.130149 2 19788.91 21687.82 22153.3
3 0.0264 0.089154 0.129698 3 19914.53 21452.05 22445.43
4 0.0282 0.127135 0.127182 4 19713.64 21908.97 21910.01
5 0.0283 0.110399 0.127422 5 20176.63 22258.68 22690.38
6 0.0245 0.096196 0.126172 6 20194.22 21871.97 22573.43
7 0.0266 0.088683 0.125109 7 20835.39 22427 .91 23362.3
8 0.028 0.109552 0.122914 8 20980.22 22826.15 23128.61
9 0.0335 0.106565 0.121522 9 20801.37 22572.53 22935.1
10 0.0353 0.106785 0.125598 10 20554.31 22222.52 2266157
11 0.0358 0.094846 0.124977 11 20735.55 22071.44 22753.15
12 0.0355 0.106547 0.124157 12 21196.65 22672.04 23037.74
13 0.0354 0.092413 0.120306 13 21318.79 22586.77 23207.1
14 0.0354 0.091818 0.121437 14 214604 226523 23278.04
15 0.0314 0.094551 0.120841 15 21433.68 22869.71 23467.53
16 0.0288 0.105375 0.115313 16 21878.02 23559.65 23777.91
17 0.0281 0.066128 0.121609 17 22659.21 23580.64 24924.96
18 0.0269 0.067049 0.120304 18 21393.06 22353.49 23627.45
19 0.0266 0.069847 0.120221 19 22520.94 23633.23 24928.8
20 0.0265 0.077486 0.11885 20 21632.75 22763.59 23681.04
21 0.0265 0.056116 0.119619 21 21360.38 22109.06 23714.39
22 0.0265 0.040768 0.118387 22 21414.49 21743.91 23535.9
o+ 0.029218 0.091608 0.123174
A7) olAkg W HEHE-S o] RalAl AR RE A
<13 3> BARICHE 20| At Ants <32 3> 9 <E 93} 2T} oj7]A
Rent_CD91& CD912S A &st ghitelt g, Rent_C_
oy cale AEE AMES A3t AR, Rent
s oo C_ask= 37PH5H8-2 A3t sharoltias 717} of
e ojgtey.
- /\/J/_\V/\\ Al 71A] gkl a s 20099 o] % tiH| 2 AHSat
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2. Mekgol g4 44 <H 12> MeEQ 98Y EMZEY
2= Rent_CD91 Rent_C_cal
C_caIEI —.9.—%’\3 %@% Rent_C_calﬂ]— Rent_CD A 446 825%*x* 4 237 537%%x
R CBD L T
91of ol MaAFo|A Felido] YFH HAPHSE (778.358) (771.841)
S Zslo] AR Q01S BASH }S AWE H|wol= VBD 1,642.211%x 1,054.753
b o 2 A A]slct (720.373) (723.080)
EA7IHoR s IjdEAS Aoty , ETHA] GBD 4,263.3448xx 4,415.155%xx
BE5Ate] 541 AIAGA AARLY JFFE D% (514.245) (518.096)
uliLs7) 9ol SEaTRY e HEdh O oAb 2jsta 72y A7 B
or g9lo) AR E 1) 0|8 A9 AT WL o —
E517171 o]g7] WiZol 2f eujAde Pr|d Hd A2 e (0'915) © '920)
ol 2 s P R=Rm e "o AAE - .
\:lEHE—e ?0}?1 dggﬂi ~—S=E e/\] ‘_}q S 976.740%* 1,152.787*xx
HA 2RO QAL A|GA o] EAloH=A] H (421.998) (421.802)
1.5 =lstr] Ysll Wooldridge Tests AAIGH 2 0.154%+ 0.156%xx
o
= <# 10>3} 2t} Rent_CD911} Rent_C_cal & s (0.025) (0.025)
FollA AlGgH2 BALR] Aottt me -34.117 -39.502+
= (23.355) (23.949)
<H 10> 3| HZFo| ofst AGLY 4% gxs 4.326%x 4.659xx
° (1.267) (1.309)
;--E— Rent_CD91 | Rent_C_caI _ 118.413%x* 118.797***
7t no first order autocorrelation ugE (24.981) (27.343)
F(1, 314) 0.000 0.229 1.185.901* 1 404.025%*
AtsAdH| ' '
Prob > F 0.9970 0.6326 (669.479) (709.319)
-23.839xx* -27.70 7%
ERIRS
gl B A 2P0 eAtl oleato] EAfsHA of 6237 16.300)
B2 sholsty] gis) 2 2ol ofs) FGLSE AlAIa wolag o .
S Modified Wald TestE AA|st Z3t= <& 11>1} (45 5'24 ) (50 9.18 )
2} of7]Al= Rent_CD9137} Rent_C_cal B5ofA £Q2f ' '
Erj;x‘ Lj en —]C oL ir: C_cal 2704 SR (22.240) (22.515)
= sk 74 O
o]Ato] EAfjsh= Z1o2 LEGT FRE Eataie 1914 3373+
e (2.212) (2.031)
<H 11> 3| HZHo|| CHgt o] 24t AY 0.037#+ 0.027%+
GDP(Z7])
2= Rent CD91 | Rent C_cal (0.012) 011
7t sigma(i)*2 = sigma”2 for all i Qm A IEF ~0.000 ~0.000+
- (0.000) (0.000)
chi2 (618) 2.0e+06 1.2e+06 0.000 0.000
Aol Q H & AL X i * %
Prob > chi2 0.0000 0.0000 cEoT oL
Al 713 A (0.000) (0.000)
Arolg BE AL -0.000** -0.000**x
o] @4hg aefsto] gt BF AXHRobust SE)& Mg EA (0.000) (0.000)
Mgt gEaBAS A A <@ 12>9F 2Tk A -1,237.782 5,288.775
STt A o] AuieiAso] A0 £ nal 7F 00|40 e (3,381.041) (3,333.344)
zpol= wAsH| oleigct. A2 25 90X o] Overall R2 43.89 46.93
<E 7>9] Ao} SAlSt 7ter), AA = YBDoJ| tij5] Wald chi2 415.06%*x* 471.95%%*

*xx p<0.01, ** p<0.05, * p<0.1
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