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Analysis of Ownership and Management Characteristics Affecting Net

Effective Rate

: For Office Building of Central Business District Area in Seoul
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Abstract

This study analyzes the effect of ownership and management characteristics on the discounted rent (net effective
rate) of office buildings. Despite the rising vacancy rate due to the supply of offices since the 2000s, the contract rent has
steadily increased in the market. As the net effective rent hardly changed during this period, the difference between the
contract rent and net effective rent has widened. This gap is defined as net effective rate (NER) and this study focuses
on the relationship between office ownership and management characteristics. An empirical analysis was conducted by
constructing a ridge regression model using rent information about 118 office buildings from Seoul's central business
district (CBD). We found that ownership and management characteristics, surrounding factors, and building characteristics
affect NER. Professional investment and management companies that owned or operated office buildings had a higher
NER. Although it seems like they are offering a large discount by providing various rentals free, the net effective rent is not
low because the level of contract rent, the basis of the discount, is high. This study confirmed that office buildings used an
active rental discount policy to secure rental income, resolve vacancies, and attract excellent tenants.
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Figure 1. Contract and net effective rent in the CBD area (unit: KRW/m?)

Source: Realty Planet Co. Ltd.
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Table 1. Description of variables

Category Variable Description Unit Sources
Dependent o= &Rl HlE (H=duie-ds =)/ E=U0lE=100 o
variable NER (Contract rent-Net effective rent)/Contract rentx100 ?
Ownership ARFA 2|= 2 HE(Ref), HRIUH dummy  Realty Planet
Ownership REITs or REF (Ref.), Rental corporate Y 2016
and
management  piajgA| T2 22| (Ref.), 2R q
characteristic  \janagement Professional management (Ref.), Direct management ummy
Z XIGFHIA] 72| ZZ Y KISFESMIA| 21742 km Seoul UPIS
§ Distance to subway station  Distance to nearest subway station (2017)
2. AXZ2XIK] HE X|A™ HAKE2XLK| RIA 72
% tH.—o‘m'o 7|' ‘ 1 | X|.L = H'I—o‘rro 7} | = 1 | km TOPlS (2017)
Z 5  Distance to bus stop Distance to nearest bus stop
% % A== NP A= N RSP km Seoul UPIS
o ©  Distance to trunk road Distance to nearest trunk road (2017)
(@}
& z cag (CHRI 4 2F-2 100m BT Lf =2 S5/ I{EE)<100 Land
= 2 = (Road area with a 100 m buffer from the center of the site/ % characteristic
o) 9] Road area rate
= 2 Buffer area)x100 survey (2016)
s = CHA| &4 BH2 100m L 47ER| B2 (3, &, €2, 7 [ERo| chat
‘9 EXjo|g EET Explg2gs
3 gi Land use mix index Land use mix for four uses with a 700 m buffer from the
@ 2l %'T center of the site (residential, coommercial, business, other)
%- g; FHAFNG AR HE thX| S+ BHE 100mof 748 HHE/HIEHEx100 %
= @ x| Residential floorarearatio  Residential floor area within 100m buffer/Buffer areax100 Account book
%] Q 0 — i
Y xuuoimomin ug TR 4 £ 100m0] AR SHBIEY/BT{2Aix 100 for(;%X]ag)'O“
g It oBe . Commercial floor area within 100 m buffer/Buffer %
9 = Commercial floor area ratio
oy areax100
%— FH YRS HHN HIE X &4 B 100mofl ZRE HHA/HIHHAX100 o
@ Business floor area ratio Business floor area within 100 m buffer/Buffer areax100 ?
ZH 7|eF AHA g CHA| &4 BHZ 100mofl 7|ERS HIHHA/HIHHAx100 o
Other use area ratio Other use floor area within 700 m buffer/Buffer areax100 ?
S8HE U528 858 %
Floor area ratio Floor area ratio by building ?
vallil=y =Y nE o .
& Buildings coverage ratio Building coverage ration by building ? Building
= S T management
E E =N Fas = ESIES floor  ledger (2016)
o ¢ Highest floors Highest floors by building
Q5
BE nzom 5B ZBATRE 20164 7[FOR oit Jear
% A Building age Yearly from completion of a building to 2016
2 oo HE2 oloi ,  fecount book
- %) T . km for taxation
o otal floor area Total floor area by building (2015)
g2
21 =z Seg Ass(Ref), Bs= Realty planet
92 Grade Grade S, Grade A (Ref.), Grade B (2016)
=1 _
3 g SHE (1EE2Y SHE o Realty planet
2 Vacancy rate Vacancy rate by building ? (2016)
a' )_\‘|| = k=3 SEEL=)
= g8 1S SO S 75 Ol LY Fo18 SIRi/IBIE 00 .
@ S uiidings residential floor Buildings residential floor area/Floor areax100 °
3 area ratio
() =
g o 718 g88 AUALIE 252 U 418 SIRIEY/S1B11 00 :
5§ Buidings commercial floor Buildings commercial floor area/Floor areax100 %
© £ arearatio 9 Account book
7 A I —— for taxation
g EETSTENUE 7152 B0 Lf A28 GBS0 00 , (@019
7] uridings business floor Buildings business floor area/Floor areax100 ?

area ratio

US V|ErE EX HIE

Buildings other use area
ratio

HES A LY 7|EF /S0 A 00

[l | (e P |

Buildings other uses floor area/Floor areax100

%

06 =EAZ, Me7HE M= (2022)



Table 2. Descriptive statistics for all variables

Category Variable Mean/Frequency S.D./Ratio Min. Max
Dependent variable Net effective rate 11.0 9.0 0.0 28.1
} REITs or REF 44 37.3
. Ownership
Ownership and Rental Corporate 74 62.7
management :
characteristic Management Professional management 46 39.0
Direct management 72 61.0
Distance to subway station 0.299 0.130 0.041 0.778
w  Accessibility Distance to bus stop 0.090 0.051 0.013 0.235
3 characteristics -
Q Distance to trunk road 0.041 0.061 0.000 0.225
>
e Road area rate 31.24 10.36 8.57 60.44
(@]
g Land use mix index 0.78 0.09 0.56 0.99
Q
) Residential floor area ratio 4.3 7.2 0.0 379
z Land use Commercial floor area ratio 309 14.0 104 724
9 characteristics
& Business floor area ratio 40.1 14.5 89 67.6
Other use area ratio 24.7 9.9 2.7 48.0
Floor area ratio 7749 257.0 298.6 1,716.9
Buildings coverage ratio 48.6 12.2 31.0 89.1
Highest floors 19.7 5.1 10.0 37.0
o  Buidng Building age 209 13.7 0.0 480
S characteristics  Total floor area 0.048 0.032 0016 0176
3 Grade S 25.0 21.2
3 Grade Grade A 44.0 373
Q
& Grade B 49.0 415
%. Vacancy rate 10.4 15.4 0.0 91.0
? Buildings residential floor area ratio 09 57 0.0 451
Usage Buildings commercial floor area ratio 10.0 93 0.0 66.0
characteristics
Buildings business floor area ratio 65.3 16.7 14.2 100.0
Buildings other use area ratio 238 13.0 0.0 70.8
Table 3. Descriptive statistics by ownership and management
Contract rent Net effective rent
2: 2
Variable N (KRW/m ) (KRW/m ) "(‘5';
Mean S.D. Mean S.D.
) REITs or REF 44 73,001 15316 61,401 12,716 15.89
Ownership
Rental corporate 74 58,063 15,486 52,736 13,250 9.17
Professional management 46 72,086 14,770 60,633 12,544 15.89
Management -
Direct management 72 58,233 16,163 52,985 13,592 9.01
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Table 4. Determinant factor analysis of net effective rate
Model 1 Model 2 Model 3
Variable
Coef. Coef. Coef.
Constant 13.7 11.0 9.3
Ownership
Rental corporate -2.043*** -0.883*** -0.406%**
Ownershipand ~ (Ref. REITs or REF) P
management Management
characteristics  (Ref. Professional Direct management -2.305%+* -0.943%+* -0.433*%+*
management)
Distance to subway station 0.326 0.151
Accessibility Distance to bus stop -4.068* -1.922%
characteristics Distance to trunk road -4 7817 -2.129%*
Road area rate 0.005 0.002
Surrounding Land use mix index 1,837 0.938*
characteristics
Residential floor area ratio 0.014 0.007
Land use Commercial floor area ratio -0.002 -0.001
characteristics
Business floor area ratio -0.005 -0.003
Other use area ratio 0.008 0.003
Floor area ratio 0.007***
Buildings coverage ratio 0.005
Highest floors 0.044*+*
Building o ] e
characteristics Building age ooz
Total floor area 6.868***
Building Grade S 0.437%**
characteristics Grade B -0.363%*
Vacancy rate 0.077%+*
Buildings residential floor area ratio 0.0719**
Usage Buildings commercial floor area ratio -0.003
characteristics o
Buildings business floor area ratio -0.000
Buildings other use area ratio -0.002
R squared 0.1554 0.2278 0.3751
Adjusted R-squared 0.1407 0.1477 0.2222
*P<0.1, **P<0.05, ***P<0.01
©u)2 WY 548 FURE opet wesolE 20 W BE 2 Bl ulgo] 9kTh AF 27] BAL HAHOR Fasy]
549 S FLF, T oA Y 4S5 et 95 dtie E¢lo] BEEI S & 4 AU ol 8EA T ¥
deolM AZEARAL 278, Aedegipt 95k AEC] w25 ddlE ¢l HlEo] AL, &Y 8 AHA
QA Y USE QvE dRlo] Ak, AFE 82 AHESE HE F AL AW vlEo] 2255 Y= Ielo] Fitk
AleRt ®E Maprt AXCR o3t 48] a1, il AEFA 9 WAt 2f8HAY &96ks Hde A
S7F EL, AuAo] S45 AR TRl Hjgo] =9tk AT Mkl ASF o diAshHA wWE g2 Y=ol St
o v SeEYsE Tl Hlgo] =th WEY S IE 6k e o 4 ok 2 FY Wele FEf A=Aem
5 A& SR HlEo] ETh ST LAY A, U dARRle BEYske AAE HolAnk, AAFlEs PRddE
& FAs] 98l Hep =20 i D& ANk A & wolal IS Ao g AA| dARle] A&k dad
o7 FAEY e Ak ddjE Il HlEo FAARJN gk diEe BA gtk ddiE dRlo] AEEARAR Bl sake] A
Folch, e eulA g Ry 2o Xoj7l WS o] 2 S & 4 Qo
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Table 1. Variable correlation analysis

-2 Category

XIBHEIMI| 72I(XT)
Distance to subway
station (X1)

X1 X2 X3 X4 X5

1

X6

C]

Appendix

X7 X8 X9 X10 X11

X12

X13 X14 X15 X16 X17 X18 X19

HAZSEIIR] 742(X2)
Distance to bus stop
(X2)

081 1

FIMEE7IR| H2)(X3)
Distance to trunk
road (X3)

301%% 452%% 1

E28(X4)
Road area rate (X4)

-406%%-335%*-.484** 1

EX[0IZ2.I=(X5)
Land use mix index
(X5)

-012 -237%-0.112-255"* 1

i 4G oiory
HIE(X6)

Around residential
floor area ratio (X6)

-0.091 -199* -0.044 -.280** .689™*

]

ZH JYE oiny
HIE(X7)

Around commercial
floor area ratio (X7)

-203* -125 -188* .001 .015

196*

1

FH U2 oiHK
HIE(X8)

Around business
floor area ratio (X8)

201* 191* .230*

0.144 -522**-553**-697** 1

ZH 7|EHE o1HE
HIE(X9)

Around other use
area ratio (X9)

057 .041 -039 -011

245" -188* -528** -083 1

BXE(X10)
Floor area ratio (X10)

047 -134 -160

264 -190* -169 0.067 -031

074 1

HHE(X17)
Buildings coverage
ratio (X11)

004 014 -049 133 -105

- 148

131 -059 .010 .689** 1

H1E4(X12)

Highest floors (X12)

-044 -308**-341* 234* 057

-007

005 -113 .163 610" 0.147

1

7HEMBH(X13)
Building age (X13)

034 .089 .048

132 -320%*-

245

038 150 -097 -083 .090

-230% 1

AHE(X14)
Total floor area (X14)

-082 -105 -232% 137 044

-.039

-036 -023 .113 206 024

539 -192*

SHE(X15)
Vacancy rate (X15)

007 .032 -033 -044 -021

-003

-018 -098 .170 .130 .151

.099 -.047

016

U= FHE AT
HIE(X16)

Buildings residential
floor area ratio (X16)

066 -131 .082 -139 .166

.230*

087 -188* -013 .083 -006

3157 -0.128

120

.068

7S A8 AHA
HIE(X17)

Buildings residential
floor area ratio (X17)

-039 .068 .025 -006 -147

-.051

-030 .053 .002 -208* -102

-110 -.004

-.024

-027

.0M

1

[S=E=Xetlaps|

a% HTOS
HlE(X18)

Buildings residential
floor area ratio (X18)

-024 080 -055 .174 -125

- 168

-014 119 -032 286" 118

.042 110

010

041 -332**%-539**

712 7Bt
HIE(X19)

Buildings residential
floor area ratio (X19)

042 -086 .022 -166 .193*

161

007 -107 .037 -247** -070

-104 -087

-.054

-.058

-.020

-023 -754* 1

*p<0.05, #p<0.01
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