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An Analysis of Factors Determining the Security Deposit Rate
in the Office Rental Market

o
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I Abstract |

The monthly rent contract with a security deposit has become a prominent form of lease agreement in
the office rental market, This study aimed at understanding the mechanisms underlying security deposits
and examining their characteristics and functions in the market; and ultimately perform an empirical analysis
of the factors that determine the security deposit rate,

Aa a result of the empirical analysis, it was found that the security deposit rate was high when: 1) the
lessor was an individual, 2) the ratio of the lessor's debt was high, 3) the building had a small number
of lessees per unit area, or 4) the business types of lessees were very limited, On the other hand, it was
found that the security deposit rate was kept low when the building prices were high, or when the buildings
were large. However, in Seoul, medium-sized buildings also tended to have a high security deposit rate,
possibly functioning as leverage, In the case of offices in Seoul, the lessors traits such as owner’s identity
and loan ratio had significant effects on the security deposit rate, whereas in other suburban areas, these
traits had no significant effect.

Key Words : Office building, Return on investment, Leverage, Deposit
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