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Can the RIR Measure the Housing Affordability among Korean Renters?
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Abstract

Rent to Income Ratio (RIR) is the most popular housing affordability index not only in Western countries, but also in Ko-
rea. In Korean housing policy, RIR is accepted as the representative index to measure housing affordability among renters
and to analyze the effectiveness of housing programs. However, using RIR has two critical theoretical flaws. One is that the
RIR approach does not explain the housing affordability where households pay housing cost not only with their income,
but also with their asset. It is much misleading in Korea, since 90% of renters are paying deposit and the median ratio of
deposit to rent is 25. The other is that the RIR does not control housing consumption of each household. As a result, it cat-
egorizes the households with over-consumption as households with problems and in converse, the households with un-
der-consumption as households without problems. In this paper, | design the alternative index minimizing these problems,
and find that RIR underestimates the overall housing cost burden. The new index also shows that RIR misleads us as RIR
reports that Chonsei-tenants, households with higher income or larger asset experience a much more serious burden of

housing cost.
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Figure 1. The concept of RIR
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Figure 2. Trend of housing tenure composition among Korean renters, 2006~2017

*Data: Korean Housing Survey
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Table 1. Ratio of deposit to monthly payment

Frequency Percent (%)
3orless 152,974 4.00
3~12 888,802 23.23
12~36 1,147,340 29.98
36~120 847,747 22.15
120 and over 789,944 20.64

*Data: Korean Housing Survey — 2017 (Renters paying monthly payments
with deposit)
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Figure 5. Flow chart of producing the KoRIR

100 "=EAR, M54HE M4Z (2019)



RIR2 I YXP7IH2| FAHH|IREE SHE + U7

FARP} Eth A= BelR A )
e ASGRA A 71202 st 9
oh FANEA A2 20174 SUHE 927 2ApEg o
2 o] 71710 St A 0] Hrs At Tel
2 xwm— FSV1s} B 12 S AL, A S

l

c

Table 2. Average housing size by household size

7 4= glek. weba WA A4t QA7) | ARSE B
e 508 Hgkeh= Zo] AYslct, o &g 77t A4

ol R} EATE, o TzHATxH—*xwL &5
2 =5

et slelek, @alg) 2AvEselo] e a&a #7}
7] tEolc, WMol HAfio] nETur 2 A4 450w
AghEl A Gl A0R ) A4S A50= A3t v
oollA] AFETE AYAIEE TPITIA R ol i}, FrulE
Sths A4 Sloll 4 ARS GO MBSt ol A
APo] BB FEAA] AU G AR )2 AL

382 A8k 2] Higsic

IV. RIR2} KoRIRS| H|u!

KoRIR-Z RIR| H]3} 1 Zho] W8 &=

Housing Size _ =
Household Size o _ G, RIRe1A) 20181 29051 12pdto] 27l etk 4
Mean Median A 5802 F7hE R RIRG) B3 glol Wobd 4= gk, 1

“ oo S et 42 SIS 71k, oln] el aha awista glglehd
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*Unit: sq. meter
Table 3. Regression result of the MW model
Independent Variable Parameter Standard Error t-value
(Intercept) 25.999 0.372 69.81
Number of Household 04 8102 0.4m 19.69
Members in Each Cohort 5-9 5975 0.401 14.91

10-14 6.133 0.432 1419

15-19 6.809 0.423 16.08

20-24 4.750 0.385 12.34

25-29 7.778 0.383 20.32

30-34 12.503 0.370 33.80

35-39 13.968 0.365 38.32

40-44 15.124 0.381 39.65

45-49 15.143 0.373 40.59

50-54 14.694 0.375 39.23

55-59 14.534 0.363 40.08

60-64 13.504 0.411 32.83

65-69 13.721 0.471 2911

70-74 13.030 0.531 24.52

75-79 13.346 0.566 2357

80 and over 11.132 0.568 19.62

*P-values for all parameters are less than 0.0001.
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Table 4. Descriptive statistics of RIR and KoRIR
Distribution (%)
Mean  Median 0~ 01~ 02« 03~ 04~ 05~ 06~ 07~ 08 o
0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.9 :
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RIR 0.2565 0.200
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Figure 6. Distribution of RIR and KoRIR

*Data: Korean Housing Survey
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Figure 7. Household with housing cost burden calculated by RIR (a) and KoRIR (b), (1)

*Data: Korean Housing Survey
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Figure 8. Household with housing cost burden calculated by RIR (a) and KoRIR (b), (2)
*Data: Korean Housing Survey
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Table 5. Difference between the actual housing size and the expected housing size, income and adjusted deposit

Housing size (sq.m)

No. Obs. Income ?)dgustg;j
Actual Expected  Gap (A-E) [k
Less than 35 (3,321) 37.00 38.50 -4.35 2,640 1,000
35~44 (4,193) 59.00 62.04 -3.04 3,600 6,000
Eggseho'ders 45~54 (4127) 52,80 60.97 419 3600 3,000
55~64 (3,520) 49.50 54.04 -3.72 2,400 2,000
65 and over (4,237) 4290 39.72 -2.75 960 2,000
1 (6,494) 33.00 39.35 -4.35 1,200 500
Household 2 (4:863) 4950 53.01 233 2,400 2,700
Size 3 (3,658) 59.40 61.36 207 3,600 5,000
4 or more (4,383) 65.50 68.67 -6.47 4,200 7,000
Seoul (3925) 49.50 53.94 -5.50 3,000 6,000
Region Capital region (4,997) 49,50 54.38 -4.36 3,000 3,500
Metropolitan city (5,280) 49.50 53.01 -2.23 2,400 2,000
Others (5,253) 49.50 52.53 -2.55 2,400 1,030
Chonsei (7,879) 59.40 59.11 3.87 3,600 10,000
?gr?i'e Monthly payment w/deposit (10,524) 42.90 51.67 -6.90 2,400 1,000
Monthly payment w/o deposit (1,052) 33.00 39.72 -7.43 1,200 0
Less than 1,000 (3,582) 36.00 39.35 -4.35 0660 735
1,000~2,500 (5,702) 42.90 48.26 -5.50 1,800 1,200
Income 2,500~4,000 (4,897) 51.90 56.98 217 3,480 3,000
4,000~6,000 (31571) 59.80 63.17 311 4,800 8,000
6,000 and more (2,048) 82.50 65.89 13.72 6,600 15,000
Less than 1,000 (4,232) 33.00 40.53 -7.50 1,200 200
1,000~5,000 (6,301) 42.90 50.48 -4.45 2,400 1,690
Net Asset 5,000~10,000 (8274) 52.00 55.07 -0.75 3,240 5,000
10,000~25,000 (3170) 59.80 60.57 6.07 3,960 12,000
25,000 and more (2,285) 82.50 63.08 18.76 5,400 24,000

*All values are medians.
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