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Abstract

Benjamin, Lusht, and Shilling(1998) suggested that the level of deposit can be used as a tool
to resolve the problem of adverse selection by the leaseholder under the circumstance of
information asymmetry. In this respect, this research aims to verify how the level of deposit and
monthly rent mitigate the problem of information asymmetry existing in the office market in
Seoul. So far, the analysis of the office market in Seoul has been difficult due to the fixed rate
of deposit and monthly rent. This research attempts to adopt the concept of occupancy cost, a
global standard indicator that would replace the default risk of monthly payment for analyzing
the market. As a result of a series of empirical analysis, the lessors tend to add about 9 percent
of risk premium to the occupancy cost to hedge against the default risk of monthly payment.
It allows for estimating at what extent one should reflect the leaseholder’s default risk of

monthly payment for operating deposit and monthly rent in the office building lease market

m keyword : | Asymmetric Information | The Risk on the Non—payment of Monthly Rent | Net Occupancy Costs |
Adverse Selection |
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