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An Empirical Study on the Risk Diversification Effect of REITS
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Abstract

Following the U.S sub—prime mortgage crisis and a slump in properties market, the probability is rising that
housing investment would not yield high profit as it used to do until early 2000s. For this reason, the nature of
properties market is undergoing a change from a source of lucrative investment to a source of a relatively low but
stable profit, such as profit—oriented real estate. This trend is likely to promote REITs market, which is a leading
product for indirect investment. Until now, the REITs market has been growing slowly compared to a general
housing market or financial markets. However, as the importance of risk management based on portfolio theories
increases, stable profit generation of REITs can be effective in risk management. This study conducts an empirical
analysis on how investment risks can be diversified by including REITs&#8212;a source of relatively stable profit in
the equity market&#8212:in investment portfolio. The analysis results showed that, similar to food and beverage
stocks of highly defensive nature, REITs has a relatively weak correlation with KOSPI that reflects the overall
market performance. It also showed very low standard deviation in case of minimum variance portfolio. This
suggests that including REITs in investment portfolio can be as effective as including food and beverage stocks for
risk diversification. Due to uncertainties, investment always accompanies risks, and balancing potential profits and

risks is essential,

Keywords : REITs, Risk diversification, Mean—variance portfolio model
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70 0.01215 | 0,00035 | 0.02841 | 001801 | 0.00039 | 0.02149 | 0.01687 | 0.00065

0.01606 | 0.00041 | 0.02526 | 0.01631 | 0.00047 | 0.02910 | 0.01441 | 0,00042 | 0.02880

60 0.01128 | 0.00031 | 0,02740 | 0.01898 | 0,00037 | 0.01921 | 0.01600 | 0.00071

0.01632 | 0.00039 | 0.02388 | 0.01671 | 0.00048 | 0.02879 | 0.01410 | 0.00040 | 0.02850

50 | 0.01064 | 0.00027 | 0.02563 | 0.02003 | 0.00034 | 0.01709 | 0.01617 | 0.00078

0.01664 | 0.00037 | 0.02244 | 0.01721 | 0.00049 | 0.02834 | 0.01387 | 0.00039 | 0.02804

40 0.01028 | 0.00024 | 0.02300 | 0.02115 | 0.00032 | 0.01512 | 0.01639 | 0.00084

0.01703 | 0.00036 | 0.02097 | 0.01780 | 0.00050 | 0.02778 | 0.01372 | 0,00038 | 0.02739

0.01749 | 0.00034 | 0.01950 | 0.01848 | 0.00050 | 0.02713 | 0.01365 | 0.00036 | 0.02657

1

1
30 | 0.01022 | 0.00020 | 0.01956 | 0.02234 | 0.00030 | 0.01332 | 0.01666 | 0.00091
20 1 0.01048 | 0.00016 | 0.01561 | 0,02357 | 0.00028 | 0.01167 | 0.01696 | 0.00097

10 0.01103 | 0.00013 | 0.01154 | 0.02485| 0.00025 | 001017 | 0.0173 | 0.00103

0.01856 | 0.00031 | 0.01663 | 0.02004 | 0.00052 | 0.02569 | 0.01378 | 0.00034 | 0.02443

0 0.01184 | 0.00009 | 0.00768 | 0.02617 | 0,00023 | 0.0088 | 0.01767 | 0.00110

1
1
1
0.01800 | 0.00033 | 0.01805 | 0.01923 | 0.00051 | 0.02642 | 0.01367 | 0.00035 | 0.02557
1
1

0.01917 | 0.00029 | 0.01525 | 0.02091 | 0.00052 | 0,02494 | 001396 | 0.00032 | 0.02316

B 5 TAOR 2t HUBH &

MEEZ2|MVP) T4 ZAut

= alzeiz 24215 5 WiEAteE 243 SAzYE

EMEXHIS 0.666626 -0.337351 0.070259 0.018838 -0.008847 0.727351
MVP Bz 0.000212 0.00053 0.000451 0.000454 0.000359
MVP 24t 0.000104 0.000219 0.000248 0.000248 0.000248 0.000186

MVP HEZHR 0010203 0.014783 0.015742 0.015753 0.015753 0.013649
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