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A Study on Economic Utility of Tax Support System of Commercial Lessors
for Preventing the Side Effects of Gentrification

- Focused on Seongsu-dong Urban Regeneration Area -
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Abstract

The purpose of this study is to provide a logical basis for guarantee the effectiveness of
the tax support system, which is one of the main measures to prevent the side effects of
commercial gentrification. For this purpose, this study analyzes the combination of tax support
to replace the loss of net rental income due to stabilize commercial rents and annual rent
increase rate that can be substituted through the tax support system based on economic
utility of commercial lessors in Seoung-dong, Seoul. The result of this study shows that the
tax support system can be used as an effective means to substitute a considerable portion of
the net rental income loss due to stabilize commercial rents of Seongsu-dong. However if the
rent price continues to rise every year, the tax support system does not work. In order to
guarantee the sustainability of the tax support system, annual rent increase rate should be
kept below a certain level.
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Table 1. Overview of Survey

Overview Contents
Subjects 74 Stores in Seoulsup-gil district
- From May 2016 to July 2016:
Period & Present condition investigation
Method - September 2016:
Survey and Interview
resaEden Basic condition, Type of store,
. Length of lease, Monthly rent,
items .
Deposit
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Table 2. Major Policy for Gentrification of
Seongdong-gu
Major Policy
Legal and
Taxtation Support
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Contents
Respond to the infringement
of the commercial tenants
Constitute public-private
institution that leading
community cooperation

Consultative
Group of Resident

Sustainable . L
Specify the district where the
ST olicy focuses
District policy
Public owned Provide stable space for
Store commercial tenants
. Mutual cooperation between
Coexistent
lessors, tenants and the
Agreement .
public
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Agreement

Contents
Keep reasonable commercial rent
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Table 4. Tax rate of property tax of land

olf
ol
N

ol
-

I

Z

15
ST

Tax Base Tax Rate

Below 200 million won 0.2%

400,000 won +
0.3% of the increment
above 200 million won

Over 200 million won
Below 1 billion won

2,800,000 won +
0.4% of the increment
above 1 billion won

Below 1 billion won

H 5 SYLSM2 ME o FESHY

Tabla 5. Tax rate of general income tax

Tax Base Tax Rate Deductions

Below 12 million won 6% -

Over 12 million won |50 |4 460600 won
Below 46 million won

Over 46 million won | 6 | 5 550,000 won
Below 88 million won

Over 12 million won | 550114 900,000 won
Below 1.5 billion won

Over 1.5 b.|||.|on won 38% 19,400,000 won
Below 3 billion won

Over 3 billion won | o0, 155 400,000 won
Below 5 billion won

Over 3 billion won 2% 35,400,000 won
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Table 7. Economic Utility of Commercial Lessor according to the Tax Support

Combination 1 2 3 4 5 6 7 8 9
General
General General Income

General Tax:

Camazl Income General General s e Income Propel
o] Income Property Tax Income Income 100% Tax TZerEy

Scenarios of ; ’ )
Inic;rlne Pr;)ra:rt Tax Pr(;zirty Tax 100% Tax- / PrT(;zény Property | Additional

T I it 50% sz Y| 00% Additional|/_TOPEWY| PrOPEMty |\ iional | 12X 100% | Tax

? Tax 50% | Tax 100% Additionall  100%
S L s Tax 50% | (Reduce

50% 50% ?
total

amount)

Additional annual

economic utility
of individual | ;3 599 | 18,819 | -16340 | -2032 | -1.560 | +13,220 | +15,227 | +30,007 | +46793
lessors when

participating in

association (&/m2)

Additional annual
for | economic utility
1 of individual

year lessors per -3,165,026|-1,772,750(-1,539,228 | -191,414 | -146,952 | +1,245,324 | +1,434,383 | +2,826,659 | +4,407,901

average store size
when participating
in association (&)

=

The number of

lessors who have 0 3 4 25 18 49 52 53 56
positive economic| (0.0%) | (54%) | (7.1%) | (44.6%) | (32.1%) | (87.5%) | (92.9%) | (94.6%) | (100.0%)
utility (%)

Additional annual
economic utility
of individual
lessors when
participating in
association (¥/m?)

-91,989 | -76,379 | -75,231 | -53,922 | -59,621 | -44,011 | -43,163 | -27,553 | -11,096

Additional annual

for L

5 | economic utility

car of individual
ys lessors per -8,665,365|-7,194,902 | -7,086,760|-5,644,652 5,616,298 | -4,145,836 | -4,065,955 | -2,595,493 | -1,045,243

average store size
when participating
in association (&)

The number of

lessors who have 0 0 0 0 1 3 1 6 14
positive economic| (0.0%) | (0.0%) | (0.0%) | (0.0%) | (1.8%) (5.4%) (1.8%) (10.7%) | (25.0%)
utility (%)

* BH2 a5 WM K2|0M, HlEE2 2 W R2(0A 2SS &7

=]
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Table 8. Upper limit of Rent Increase Rate for
the Tax Support System

Period Upper Limit of Rent Increase for a

year
For 1 Year 40.5%
For 2 Years 18.8%
For 3 Years 12.4%
For 4 Years 9.3%
For 5 Years 7.5%
For 6 Years 6.3%
For 7 Years 5.5%
For 8 Years 4.9%
For 9 Years 4.4%
For 10 Years| 4.1%
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Table 9. Economic Utility of Commercial Lessor according to the Tax Support System
Scenarios of
Tax Support System 1 2 3 4 5 6 7 8 9
(Combination)
Additional |1 year| -1324 | +13,456 | +15935 | +30,243 | +30,715 | +45495 | +47,502 | +62,282 | +79,068
e:g:;anlic 2 years| -20,581 | -4,971 -3,823 | +11,486 | +11,787 | +27,397 | +28,245 | +43,854 | +60,312
utility of |3 years| -40,330 | -23,910 | -24,062 | -7,775 | -7,641 | +8779 | +8493 | +24,913 | +41,048
individual |y eqrd| 60,668 | -43393 | -44,888 | -27,575 | 27,613 | 10339 | 11,795 | +5.480 | +21,208
lessors when
participating
in association |2 Years| -81,703 | -63,506 | -66,431 | -47,998 | -48,217 | -30,020 | -32,709 | -14512 | +996
(&/m2)
* 2 AW AR2[oA BeEot &7
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Tabla 10. Economic Utility of Commercial Lessor for 5 years according to the Tax Support System
Tax Annua'l amou.nt .O f fax Annual disbenefit of net Additional annual economic
support reduction of individual . . s
. monthly rent of individual utility of individual lessors
scenario lessors when N L
. S lessors when participating when participating
(eermielm participating in in association (¥/m?) in association (®&/m?)
ation) association (¥/m?) = =
1 year 2 38,636 25,180 +13,456
2 year 4 62,709 51,223 +11,486
3 year 6 86,966 78187 +8,779
4 year 8 111,610 106,130 +5,480
5 year 9 136,111 135,115 +996
Total 436,032 395,835 +40,197
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Fig 14. Change of Economic Utility of
Commercial Lessor for the Tax Support System
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Table 11. Economic Utility of Commercial Lessor according to the Tax Support System
Scenarios of

Tax Support System 1 2 3 4 5 6 7 8 9
(Combination)

1 year | +7,074| +21,854 | +24,333 | +38,640 | +39,113 | +53,803 | +55,899 | +70,679 | +87,466
- 2 years| 3,550 | +12,060 | +13,200 | +28,518 | +28,819 | +44,428 | +45,276 | +60,886 | +77,343
A‘:i';fanlal 3 years|-13988| +2,432 | +2,280 | +18566 | +18700 | +35,121 | +34,835 | +51,255 | +67,390
economic |4 years|-24405| -7,131 | -8625 | +8688 | +8,650 | +25924 | +24468 | +41,743 | +57,561
utility of 5 years| 34832 | 16,635 | 19,542 | 1,127 | -1,346 | +16,851 | +14,162 | +32,359 | +47,867
,e;:g'rvs'dxln 6 years|-45221| -26,054 | -30422 | 10850 | -11,255 | +7,912 | +3,949 | +23,116 | +38,320
participating |7 years|-55,634| -35463 | -41,322 | -20,557 | 21,151 | -980 | -6245 | +13.926 | +28,832
2 af;‘/’;i?tion 8 years|-66,078 | -44,869 | -52,250 | -30256 | -31,041 | -9,832 | -16428 | +4781 | +19,395
9 years|-77,554| -54271 | 63207 | -39044 | -40,924 | -18641 | 26597 | -4314 | +10,013

10 years|-87,017| -63,623 | -74,148 | -49,577 | -50,754 | -27,360 | -36,708 | -13314 | +732
* g J AR2|ofA e Este] 77
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Table 12. Economic Utility of Commercial Lessor for 10 years according to the Tax Support System

T g Annua.l amou.nt .of tax Annual disbeneﬁ.t o.f.net Ad.d.itionallan.m.JaI economic
scenario reduction of |nd.|v.|du:t1| monthly rent of |r.1C?|V|d.uaI utility of |nd|V|.d.ua| .Iessors
(combination) lessors when participating lessors when participating when participating
in association (¥/m?) in association (&/m2) in association (§l/m2)
1 year 1 20,839 13,765 +7,074
2 year 2 39,603 27,543 +12,060
3 year 2 43,773 41,341 +2,432
4 year 4 63,851 55,163 +8,688
5 year 6 85,866 69,015 +16,851
6 year 6 90,815 82,903 +7,912
7 year 8 110,758 96,833 +13,926
8 year 8 115,591 110,809 +4,781
9 year 9 134,851 124,839 +10,013
10 year 9 139,659 138,927 +732
Total 845,606 761,137 +84,469

* g JW AR HeEstel ®7)
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