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Analysis of Rent-Free Determinants : Evidence from Seoul Office Market
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Abstract

This study is to review methodological limitations of previous studies, propose Tobit Model as
an analysis model. We model used annual rent-free as dependent variable and considering to
contract characteristics and building characteristics as independent variable. We model was
consisted to the three model as follow: Basic model, Time control model, Quadratic model.

As a result of the analysis, existing variables revealed through previous studies such as contract
period, contract area, total floor area, and building age were all statistically significant. These
results were robust when considering time effects. Also, floor area and annual rent-free was
quadratic relationship by inverse U shape. This result provide to methodological contribution for
related research. Also, provide to more accurate information for participants in seoul office market.
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Table 1. Introduction to Variable

Variable Group Variable Unit Definition
Dependent Variable Annually . Month Total Rent Free Period/Contract Period
Rent Free Period
Lender Dummy Corporation= 1, Individual = 0
Contract Dummy New Contract = 1, Renewal = 0
Contract
ontract Contract Period month Contract Period
Characteristics
Contract Area m Log(usable area + common area)
Indep.endent Transaction Year Dummy 2014-2017 (base group 2017)
Variable
Age year Building Age
Building Gross Area m Log(gross area)
Characteristics NOC Won Log(Net Occupancy Cost™)
District Dummy CBD, GBD, YBD, ETC? (base group CBD)

1) Net Occupancy Cost = Net effective rent + gross management fee/efficient rate
Net effective rent = (Deposit*interest rate/12 + monthly rent)/efficient rate

2) CBD(Central Business District) is located in Jung-gu and Jongno-gu. GBD is Gang-Nam Business District. YBD is
Yeouido Business District.
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Table 2. Summary Statistics
Variable N Min Max Mean Std.
Dependent Variable (Annually Rent Free Period) 251 0.000 6.000 0.864 1.594
Lender 251 0.000 1.000 0721 0449
Contract Contract 251 0.000 1.000 0275 0447
Characteristics | Contract Period | 251 3.000 120,000 20932 15.270
Independent Contract Area | 251 | 12190 | 21441450 | 947.561 | 2,087.172
Variable
Age 251 1.000 55.000 18717 10.224
ChaBr:!fe":iSﬁcs Gross Area 251 | 438630 | 852,209.00 | 31,95553 | 69,986.10
NOC 251 | 448254 | 3383863 | 1367092 | 69,857.47
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Table 4. Tobit Model result

Model 1 Model 2 Model 3
Division Variable (Basic Model) (Time Control Model) (Quadratic Model)

B Z B Z B YA

Dependent Variable

Non R Free=0(N=182), R F N=
(Annually Rent Free Period) on Rent Free=0( 82), Rent Free>0(N=69)

Contract 0.981" 1.869 0.845 1.639 0.924° 1.825
Contract Period 0.046™ 3.259 0.045™ 3.109 0.046™ 3.242
Contract Contract Area 0.439" 2.240 0.430" 2.247 0.379" 2.095
Characteristics 2014 - - -2548" | -1799 2670 | -1961
2015 - - 0.046 0.049 -0.133 -0.149
2016 - - -0.962 -1.249 -0.89%4 -1.210
Age 0.055" 1.995 0058" 2151 0056" 2,049
Gross Area 0.683" 2.594 0.662" 2.587 11.228™ 2.842
Gross Area’ - - - - -0.520™ -2.697
Ch:r:ic'f:ifﬂcs NOC 1749" | 0033 | 1736 | 2153 | 1684" | 2142
GBD -2.268™ -3454 -2.054™ -3.121 -1.654" -2.577
YBD 0.632 0.537 1.098 0.950 0.978 0.880
ETC -2491™ -3.203 -2.244™ -2.927 -1.425 -1.790
o 2.520™ 10.423 2434™ 10.409 2337 10.461
Log likelihood -204.536 -201.775 -197.107
Total obs (Left Censored obs) 251 (183)

Notes) Sign for independent variables indicates hypothesized relationship; * denotes significance at the 10 percent level ;
** denotes significance at the 5 percent level ; *** denotes significance at the 1 percent level.
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