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		Security deposits in Korea simultaneously serve as zero coupon bonds that maximize the landlord’s return, put options for selling the property, and call options for buying credit loss reimbursement. Given these properties of the deposits, we construct a rent-deposit equilibrium model between landlords and tenants with a stochastic process of the use value of the property. The model predicts that the equilibrium deposit-to-rent ratio increases with the landlord’s return on property investment and decreases with the tenant’s cost of capital. In particular, the theory with the cost of capital explains why both deposit-only and rent-only leases co-exist in Korea. Empirical results from Korean household data support the model’s predictions. 
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