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Abstract : Although the residential real estate is highly occupied in Korean personal property, studies on investment
methods especially on scientific diversified investment are still in a relatively low level. By characterizing the
combination showing strong negative correlation between residential properties, particularly apartments, this study
aims at finding the optimal portfolio that maximize the effect of risk diversification in making single-asset-portfolio and
measuring the effect of risk diversification.

Approach of this study is to derive returns based on the sale price of the entire apartment complexes in Seoul and to
analyze characteristics of portfolio with strong negative correlation by two factors - Pyeong unit size and region based
on the correlation coefficient between those sale prices.

Results of this study are as follows : First, Seoul apartment assets are categorized according to their Pyeong unit size
and regions, and their distribution of returns and risk shows dependency on the two factors accordingly. Second, in
the analysis for the correlation between annual returns of assets of apartments, one-fourth combinations shows that
negative correlation in the entire combinations. Third, portfolio by the proposed two factors - Pyeong unit size and
region prove to be effective in risk diversification, Approximately 0.5% of risk diversification effectiveness results from
the portfolio by region, the one by Pyeong unit size factor and the one by both of them. The effectiveness tends to
increase as the stronger negative correlation of the portfolio is. The most effective portfolio is found to be the one by
two factors - Pyeong unit size and region,

In conclusion, this study proves the proposed two factors - Pyeong unit size and region in composing portfolio of
single residential real estate can be effective in risk diversification within a residential real estate asset in one

metropolitan city of Seoul.
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