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A Market Risk in Direct Real Estate Investments and its Hedging in Japan

Tomohiko Taniyama

The real estate market continues to be impacted by the global financial crisis from the preceding
year. Despite the general sense of optimism regarding the superior high-quality real estate, which
historically has assumed to be apart from a market risk, the value of such real estate also has been
falling with no resistance to the market trend. As a result of the poor or non-existence of real estate
financial information systems in Japan, the fund managers of direct real estate investments have
been liable to place value on the physical aspects much more than the market risk. In this paper,
we investigated a market risk in direct real estate investments, based on actual data provided by
J-REITs, and estimated the effects of the real estate characteristics for a market risk. In the estimation
results, we detected that the characteristics of real estate have some impact on the market risk, and in
particular, we obtained a result that a market risk is affected by both “the age” and “the distance from
the nearest station”. Finally, we discuss the property derivatives which enable us to hedge the market

risk.

JEL Classifications: G12, G13, L85.

Keywords: real estate investment, market risk, risk hedge.
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