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I, =MqmIso] st M2 AIZHE

1. ZiMlofl chet MIHHTE
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71&0] Syt FEAEA dFolMe AMESES FAAHISE
Alse o gt w7kl =) =ARE Adstste] Feulu Al
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et ARe &2 ARE 7] ofHthe AEAIRYe] e gt &
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oft7] Al RFERlo] Mg i tial AldAtelAl s FEs 2 4 3=

=
F8A(put option)o] Akl gHEAo R EFE ] QI & 7 7|7k 391 (T

60 - 2a|Ltzt FEHUHAS TN L] HASH AT ZI5URE SMo=



) A HEEe EeEw o R8s 4 s 84l
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37) Institute for Public Policy Research, ‘Property and Wealth Taxes in the U.K.,” March
2013.
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Kingdom, Individual Taxation,” 21 March 2014,
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Abstract

On Korean Housing Rental market and the
feasibility of presumptive income taxation of
Chonsei deposit

Younghoon Ro

Recent changes in Korean housing rental market can be epitomized as
the housing tenure transition from pure chonsei toward hybrid rental with
various combinations of deposit and monthly rent payment. Chonsei has
been the most popular and dominant form of housing rental tenure up until
1995 Census, taking 30% proportion after the 53% of owner-occupying
household. Chonsei is a lease contract in which landlord and tenant swap
the property and the lump-sum cash and agrees to convey both assets to
each other at the end of the lease, while netting out implicit periodic rent
and interest payment streams during the contract period. This kind of
unbundling the right of use and exclusion (usufruct) from property rights
and transferring to the tenant in return for the deposit money can be in-
terpreted as a secured lending with the property itself as the collateral.
Chosei is not unique in the world since the antichresis contract in civil
law countries like France, Spain, Boliva had been into practice for long
time. In that sense chonsei can be called as the South Korean version of
the antichresis. Currently, the top 4 major cities of Boliva has 10 to 12% of
homes under antichresis, which is around 1/4 of the total rental housing.

First, this paper tried to estimate the total amount of deposit money in
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Korean housing rental market, and found that the total sum reached 430
trillion KRW in 2014 after the chonsei deposit escalating period of 2012-
2013, With the low interest and inflation rate prevailed landlords would
not lease their house in the pure form of chonsei and tenants also can
not afford to come up with the increased lump-sum deposit money. As
the investment opportunity return on the deposit money become so low
and chonsei offering so scarce that landlords’ started to transform the
pure chonsei tenure into some hybrid rental tenures with the combination
of deposit and monthly rental payment. We call it semi-chonsei hereafter.

Second, we examined how chonsei renters changed their housing ten-
ure and what is the main driver in tenure change based on the 3,021
sample household data of Korean (panel) Survey of Household Finance
and Welfare, We classified the year 2012 chonsei renters into 3 groups:
(D continuous chonsei renters, (2)year 2012 chonsei renters who experi-
enced semi-chonsei or some rent payement rental mode afterwards, (3)
year 2012 chonsei renters who became owner-occupiers afterward, The
multi-nomial and ordered probit model was adopted and the following
regression results obtained. As the net wealth accumulation become low
and the current income become large in the sample household, the year
2012 chonsei renters will be more likely to experience semi-chonsei or
rental with deposit and monthly rent payment. The explanatory variables
like householder’s age, sex, education level, marital status, and the size of
the household have statistically significant impact upon the tenure change
from chonsei to owner-occupier mode, while these demographic factors
do not affect the behavioral tenure change of chonsei to semi-chonsei or
monthly-rental. All these findings can be anticipated a priori since becom-
ing a homeowner involves various demographic considerations while the

choice between chonsei and hybrid rental with the combination of de-
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posit and rent is purely a financial decision-making matter.

Third, even with this trend of rental tenure change from pure chonsei
toward some form of monthly payment so important in the market, we
predict that in near future pure chonsei will not become extinct and
Korean housing rental market will witness the various forms of rental con-
tracts. Then the differential income tax treatment towards deposit money
and explicit rent payment would result in the equity and economic
inefficiency issues, By reviewing the long history of Korean taxation of
housing rental income, we come to the conclusion that taxation-or-exemp-
tion-principle on the basis of whether the landlord owns three of more
houses, or whether rental house is expensive one, etc. is not an adequate
criterion for rental income taxation. The previous presumptive taxation
methodology of transforming chonsei deposit money into implicit rental
income by multiplying some rate of investment return could no longer be
viable in the times of low interest rate. It also needs to be reminded that
the deposit money provided by tenant is in essence landlords’ debt
incurred together with house rental, and should be returned to landlords
at the end of contract.

Fourth, we surveyed other countries’ tax policy towards housing rental
income and conclude that rental income should be assessed within the
comprehensive individual income tax scheme. All the features of self-as-
sessment type compliance, progressive tax rate schedule, design of proper
penalty toward non-filers and under-reporting, and tax auditing would

contribute to the desirable housing rental income taxation,
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