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Real estate investment portfolio risk diversification strategies

WANG Song-tao, ZHANG Hong
Institute of Real Estate Studies, Tsinghua University, Beijing 100084, China

Abstract Based on the Modern Portfolio Theory (MPT), this paper examines the choice of risk diversification
strategies between property type and region within the real estate market. By using the Jennrich correlation test
and the effective frontier method, empirical study which focused on the residential and office sectors of Beijing,
Shanghai, Guangzhou and Shenzhen indicates that both strategies are effective in risk diversification, but
compared with the strategy of investing across property types within one region, investing across regions within
the same property type is a better choice.
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Tab.2 correlation Matrix of property-type submarkets
1.000 0.707**  0.389**  0.542**
0.707** 1.000 0.421**  0.696**
0.389**  0.421** 1.000 0.467**
0.542**  0.696**  0.467** 1.000
3
Tab.3 correlation matrix of regional submarkets
1.000 0.637**  0.674**  0.438**
0.637** 1.000 0.584** 0.280*
0.674**  0.584** 1.000 0.529**
0.438** 0.280* 0.529%* 1.000
* 5% *x 1%
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Fig.3 efficient frontier for selling residents
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