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Impact of Changesin Jeonse Deposit Return Guarantee Requirements on

the Probability of High-Risk Jeonse Occurrence

: Focusing on Row Houses and Multi-Family Housing Market in Seoul

- M C
Kwon, Hyuk - Sung, Hyungun

Abstract

The Jeonse system has long served as a vital mechanism for tenants to transition toward home ownership. However,
it remains inherently susceptible to high-risk contracts due to persistent information asymmetry in the housing market.
To address this issue, the South Korean government introduced the Jeonse Deposit Return Guarantee in 2013. However,
this system has faced criticism for inadvertently promoting moral hazards among homeowners and tenants, thereby
contributing to the proliferation of high-risk Jeonse contracts. This study examines the impact of changes in guarantee
requirements on the likelihood of high-risk Jeonse contracts, using multi-level cross-classified ordinal logistic models
with transaction data from Seoul's row and multi-family housing from February 2015 to March 2024. The results show
that relaxed guarantee requirements significantly increased Jeonse price ratios and the probability of high-risk Jeonse
contracts. Conversely, enforcing stricter standards contributed to the stabilization of Jeonse price ratios and a reduction in
the likelihood of high-risk Jeonse probabilities. Notably, the relaxation of requirements led to a more significant increase in
high-risk Jeonse probabilities in newly constructed properties compared to older ones. This study quantitatively analyzes
the effects of guarantee policy changes on the Jeonse market, confirming that policies intended to protect tenants may
unintentionally increase market risks. These results underscore the need for the government to address potential moral
hazards and to establish balanced guarantee policies that reflect market conditions.
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Table 1. Main contents and expected effects on policy revision of Jeonse guarantee requirements
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1% Tightening Strengthening the criteria for determining the housing price required for guarantee Risk |
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2" Tightening Lower the jeonse price ratio, which is a requirement for a guarantee subscription Risk |
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Table 2. Summary statistics
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characteristics ikl
Number of houses - 137,188 39,584 37478 233,731
Ratio of row and multi-family
houses 0.34 0.086 0.09 0.62
Number of redevelopment B
project 36 24 3 179
Ratio of public rental housing = 0073 0.026 0.01 0.13 SH,KOsSIS
COFIX rate (%) 2 15 064 08 43 KFB
GRDP (one million won) - 13,611,184 11,948,839 2,769,140 88,384,469
Macro KOSIS
economic Employment rate (%) = 60 076 57 62
characteristics - yoysing Lease Protection Act
revisions (dummy, ref. = “Before 3,770 038 = = = =
2020.07.31")
Obs 10,023

MOLIT: Ministry of Land Infrastructure and Transport, SH: Seoul Housing & Communities Corporation, KFB: Korea Federation of Banks, KOSIS: Korean

Statistical Information Service
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Figure 1. Trends on Jeonse price ratio and housing market indicators by month
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Table 3. Analysis results on multi-level cross-classified ordinal logistic modeling

Model A Model B
Variable Odds. 0dds.
Coef. Ratio Z-value P-value Coef. fakio Z-value P-value
1> Relaxation 0273 1314 206 0040 0243 1275 172 0085
ﬂd .
Guarantee 2™ Relaxation 0444 1559 383 0000 0327 1387 275 0.006
policy 3™ Relaxation 0154 1167 087 0385 0035 1.036 020 0843
el 1% Tightening 0430 0650 -119 0235 0553 0575 -146 0145
% o Tightening -0989 0372 -322 0001 -0994 0370 -321 0.001
gj 1% Relaxation - - . - 0079 1083 088 0380
—+ nd = " " - o
% I — 2" Relaxation 0016 1.016 023 0820
% multi-family 3™ Relaxation = 2 = - -0091 0913 -098 0327
a houses o -
S 1% Tightening = = = - 0.050 1.051 017 086b
@ Interaction 2™ Tightening . - . - 0025 1026 014 0887
= termsto = :
@ revision 1% Relaxation - - - - 0377 1457 168 0093
2™ Relaxation & - = - 0759 2136 452  0.000
with new d :
it 3" Relaxation = 5 = - 0929 25631 360 0.000
1* Tightening = = = - 0815 2259 108 0281
2™ Tightening . . - - -0580 0560 -096 0338
Floor 0.041 1.042 176 0079 0042 1.043 179 0073
Area -0446 0640 -1598 0000 -0456 0634 -1622 0.000
House “pyilding age 0870 0419 -21.06 0000 -088 0412 -2126 0.000
characteristics
New construction 0839 2313 1040 0000 0277 1320 179 0073
Sales price per area by complex (log) -1295 0274 -2699 0000 -1324 0266 -2708 0000
Subway density (log) 0012 0988 -013 0900 -0.016 098 -0.16 0875
Population density (log) 0436 1547 368 0000 0437 1549 367 0000
Number of parks per 1,000 people 0.077 1.080 069 0493 0069 1071 061 0542
5 Number of schools
o per 1,000 people . i 5
g under age 19 (Iog) 0.028 04971 0.78 0435 -0.009 0991 025 0803
S Locational ~ Number of primary hospital per 0083 1086 073 0466 0081 1084 070 0482
ol characteristics 1,000 people
. Number of houses 0273 1314 228 0023 0285 1330 237 0018
Ratio of row and multi-family houses 0350 1418 366 0000 0320 1377 294 0003
Ratio of public rental housing 0057 0944 -069 0486 0065 0937 -079 0429
Number of redevelopment projects(log) 0016 1.016 036 0727 0021 1022 046 0645
COFIX rate -0.111 0895 217 0030 -0109 0897 -215 0032
Macro y GRDP (log) 0312 1367 209 0036 0322 1379 214 0032
economic
characteristics Employment rate -0066 0936 -180 0072 -0069 0934 -191 0056
Housing Lease Protection Actrevision 0206 1229 213 0033 0216 1241 227 0023
Cut[1] -0574 0563 34 0.001 -0658 0518 -389 0000
Cut[2] 3946 51.750 2251 0000 3876 48253 2198 0.000
Likelihood ratio test statistic 1,668 35" 1,691.16"*
AlC 13137.79 1312499
Model =2
Sniietos McFadden's R 0.106 0.109
Cox & Snell R? 0144 0147
Nagelkerke R 0.188 0.197
Note: (log) indicates variables transformed using the natural logarithm.
*% pyalue < 0.001
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