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Abstract

There are two ways to pay rent for land lease contracts. One is annual payment, which is paid annually. The other is
lump-sum payment, which is paid at once when acquiring land use rights. In the case of annual payment, the return on
investment fluctuates according to the payment rate because the land rental fee can be adjusted annually. This study
analyzed the relationship between the land rent payment rate and return on investment when the land rental system is
applied to North Korea's special economic zones.

A lump-sum payment can be helpful for urban infrastructure construction because it enables the procurement of
significant funds at the early stage. However, there are concerns that real estate speculation may occur, as in China.
Conversely, annual payment allows the public to recover excessive rent. However, compared to lump-sum payment, it
is difficult to procure development costs at the early stage to construct urban infrastructure because there is no initial
funding. Moreover, the participation of the private sector decreases since it is not possible to secure investment profits
corresponding to the investment risk.

The results of the analysis using the investment model show that the value of real estate increases in the form of an
exponential function as the rent increases. Furthermore, the return on investment was found to be moderate at first and to
sharply decrease as the land rental fee payment rate increased.

These results suggest that mixing a lump-sum payment and an annual payment is reasonable to set the land rental fee
in North Korea's special economic zone, and that the land rental fee should be set in relation to the future cash flow of real
estate.
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Figure 4. Phase 1 business structure of Gaeseong Industrial
District
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Table 3. Financing and repayment terms
Unit: million won

XI2ZE Financing A2tx 7 Repayment terms
BArets| IEN ATFSNE
Total project 6,078 Repayment  Equal repayment of
cost method principal
Alst7 |7t
E o= —
?7 m_ 2,431 Repayment 30yr
quity .
period
o7} AtEl
Efoix}2 e
Debt 3,647 Annual 122
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Table 4. Cap. rate in the Korean market

Office 2011~2020 4.0% 6.0%
Logistics 2011~2020 5.6% 9.2%
Retail 2011~2020 4.8% 6.5%
Cinema 2011~2020 5.0% 8.0%
Hotel 2011~2019 4.8% 8.0%
Golf course 2011~2020 4.4% 10.0%

Average 477% 7.95%

Afz: ofHl2E22(0F 2| MAIIE (2020)

Source: Avison Young Korea Research Center(2020)
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Table 5. Economic indicators growth rate

7|2 Bz

ANX|E Average value for each period

Economic indicators 1966~ 1998~ 2009~ 1966~
1997 2008 2013 2013

EHNEE

Economic growth 968%  498% 338%  7.95%

rate

HMIE7L S E

Producer price 890% 297% 1.88% 681%

growth rate

MQ%H’% 0, [o) 0, 0,

M2 growth rate 31.50% 9.79%  6.16% 23.89%

AU RTNSEE

Land priceincrease  23.77% 7.90% 620% 1831%

rate

LIRS HEE

Consumer price 10.33% 334%  264%  7.93%

growth rate

RI2: SO, X7 HNSES ZES 9/(2015)
Source: Bank of Korea; Land price increase rate: Cho, TH. et. al. (2015)
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Figure 5. Cumulative growth rate of economic indicators
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Source: Bank of Korea

SHRETVSSEC] AAIEE 7
[e]
1

bl
Al e Ae & Aok AFolM aeRETVEISES A
Q. 7

HIZHE7 Moot Eeto] S5t fARE Aol A AN
AZBIE 19668 212H917] 217121 19979714 At 2
Fo B2 2.27%(1984%), Xt 43552 28.7%(1980')
AR AT, E3 S ARl ofshd 202190 2.5%% 1
SHAETHESES Aoy AR, 3 Y SoR

20229 64 @A 6% Gl A Z e, oA | Ak

B b

f o~ Mo

|o

1o

138 "=EAE, M7 M4 (2022)

VIS ES Y AR 2dad, A 5 Hiejoie] wet
= ot ool A &

H o o)

pus =2 = AN

o] WARE =7 309 B Bt AHAET S E
ol

35.00%
30.00%

25.00% A- A

20.00%

1500%“‘_//\

10.00% V
er®ego -y
BLEBBREN
28836606

5.00%

0.00%
J3l 6. A AHIXEIHEE
Figure 6. Annual consumer price growth rate
Atz st
Source: Bank of Korea

(3) tHEOIXtE

oAz AN 60%E T8 tEde A
ARt glet, ey EXAAIZE 2EEhe FAISTeA
=7h 2591 BAS W3t 587 IRke] HRE AAT a7}
EA HA FARE et EAOlE S HEE & e 9
W S ARIS L HAAZ g A k71 offa,
et d=re A grisior sh7lef w8 Aol et
ADE 9, 2020). LTI HE7F BAIST HA L] ARl o
3l A4 Boohe AL SRS e o EA7E 9
= 2Q020)= ol diet dieko /A1l REITsS
& HHE Agshs A& Ak Al o3t Ak ¢
dsol BEXOl8AE AH H53he Aol bzt B0l
& o] 53 REITsO] F4& FASoRHN X082
A o7 grshs A& AARI, o] A9 AdAES grE
WA AA] vl g Rt o 9l Ee A

Kel
F7]5 52 AYOE REITs F2ol digh vj=i+
Kol

[l

o 2
£

2

—

Al
=

I
N

3

¢

ﬁ
N
N

il
_I
f

N
%

r%oirlorﬂﬁm
g L
rloz;'lmzr%
- 0oL
@ 1Nvﬁm?‘i
= Y,
g
Oé“:_qt N
= k&
g
rmg‘lﬁi N,vﬂ
E{?rzmoﬁ
ISR
éovgpﬁmln
ﬂJ?-"'rulo ™ rlo
‘1>’m01'-|>'1>4
0 ;m_lﬁ
— (o]
-
Lol o
oo &
Nopoh
o)
5 °F
= 1=
=l

ox

-z

N

N

)

fr e
2

¢}
AR o]3- 20219714 3463 W= Y=t 3463 2] Bt FEl=
2.98%= EA =] THEE 6).



23t ZRST Al

AEX| EX|YUcz HEEN EXfe2Ee EAo

rH
ro
re
-l

¥ 6. MBS &332
Table 6. MBS issuance interest rate

B7. U 7[HEXASC) LA
Table 7. Investment management performance

MBS ‘LaiUx} A bk S| R} Institutional Investment Investment year
. Weighted average : Average
MBS issue date issuance rate of KTBs Issue number investors sector 2018 2019 2020
2021-06-25 2153 346 A Realestate 810% 7.90% 810% 8.03%
2021-06-15 2149 345 Realestate 6.90% 9.46% 9.39% 8.58%
Alternative 0 o o o
C vestrment 13.40% 9.00% 890% 10.43%
2004-07-28 5 2 Alternati
ernative N o
2004-06-15 504 ] NPS investment 1988~2020 7.89%
=2 eF=2FEZESAL, https://kmbs.hf.go.kr/biz/home/home.do Average 8.74%

Source: Korea Housing Finance Corporation, https://kmbs.hf.go.kr/biz/
home/home.do
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Table 8. Investor cash flow I

= EXt ¥ 2MEA
-[-;Ii—;'-ision Investment & analysis
conditions
Building rent
12 olnH2 = Total project cost * 9.93%
BU||d|ng rent Building rent increase rate
10.33%
=&2%45 NOI (a) NOI=Building rent * 64.00%
— 0|} Interest (b) Interest = Principal * 2.98%
- EarsyE _— "
Equal repayment of © Principal 3,6117 m||||lon won
L Repayment = Principal / 30 yr
principal
= 2§52 Rentalincome  (A) A=a-b-c
— Exl. AOI

— H * 0,
Return on investment (8) B=Equity*11.56% (IRR)

== Uiz 23712
Building rent net ©
increase
Additional land rent

= SRR IS 2

C=A-B

D=C*F7t EXIQiE H2EE
Land rent share rate

Rent attributable to (E) E=C-D
investors

=E SI152
Tﬂ‘ﬂ' o=5 (F) F=B+E

Investor cash flow

G 9 ARE B2 30W7te] dF55S &3t 2
Ao A gE-go] 0%2 Y] 57 AA7F B
AzEL Ao Ex —’FQJE(IRR)% 20.78%= HERLTE o= A
B FARES 2431918 AR A9 3087t e 20.78%9)
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Figure 7-1. Comparison of additional land rent and invest-
ment returns (land rent share rate 0%)
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Figure 7-2. Comparison of Additional land rent and invest-
ment returns (land rent share rate 100%)
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