
Typically hedging is done on a rolling three-month 
basis but with some variation in frequency and 
approach. Typically a combination of instruments is 
used, including forwards, swaps and options. There 
is little evidence that the expected holding period 
affects the investor’s choice of hedging instrument 
or that investors believe that hedging real estate 
currency risk is different from other asset classes. 

Table 1: Hedging instruments

Currency hedging instruments - 10 investors 
used financial instruments

Instrument
No. of 

respondents
Percentage

Swaps 7 70%

Forwards 6 60%

Options 5 50%

Simulation Analysis

To examine the impact of different hedging 
strategies researchers Chatham Financial used a 
Monte Carlo simulation approach. The simulation 
uses assumptions on expected return and volatility 
for key variables, then simulates the possible paths 
for all the key variables. 

We assume there are two types of investors with the 
following asset allocation:

1. US investor invested in US (40%), Europe (25%), 
UK (15%), Japan (4%), Australia (12%) and 
Switzerland (4%);

2. European investor invested in Europe (40%), US 
(25%), UK (15%), Japan (12%), Australia (12%) 
and Switzerland (12%). 

Based on data from IPD, INREV and ANREV and our 
adjustments, we formed three scenarios for the real 
estate return: 1) Normal case; 2) Boom/Upside case 
with strong real estate returns; 3) Crash/Downside 
case with weak real estate returns. 

The simulation analysis shows that for a USD 
investor, hedging typically improves returns and 
lowers risk. For a EUR investor, hedging is likely 
to reduce risk substantially but this tends to be at 
the cost of a slight reduction in returns. Generally 
it makes sense, from a risk adjusted return point 
of view, to be fully hedged for holding periods of 
3 and 5 years and under all market environments, 
particularly when values are falling in a weak market 
environment. However, for a long-term investor with 
a 10-year holding period, a 50% hedging ratio is 
preferable to a 100% hedged position. These results 
suggests that investors (or the ultimate clients) 
should generally be using currency hedging to 
reduce risk and that hedging strategy should reflect 
the expected duration of exposure to particular 
currencies.

Currency movements can impact domestic 
currency cash flows from international real estate 
investments, therefore understanding and managing 
currency risk is an important part of the investment 
process.   This research explores how investors in 
Asia Pacific non-listed real estate vehicles approach 
these issues and the impact of different hedging 
strategies. 

Currency hedging survey

A survey of ANREV investor members shows most 
investors allocate their assets globally and most aim 
to manage currency risk to some extent through 
hedging.  The most popular hedged currencies are 
US dollar (USD) and Japanese Yen (JPY), possibly 
because of their importance of the US and Japanese 
real estate markets and possibly because they are 
liquid currencies with relatively low hedging costs. 
The next most popular currencies for hedging are 
the British pound (GBP) and Australian dollar (AUD).  
Since a significant proportion of the respondent 
base was from within the Eurozone hedging against 
Euro is less popular.  

Investors prefer passive hedging and to hedge at 
the portfolio level rather than at the asset level. 
Investors tend to hedge 100% of their exposures 
or a substantial proportion when less than 100%. 

ANREV Academic Survey
CuRRENCy RiSk MANAgEMENt foR iNVEStoRS iN ASiA PACifiC NoN- LiStEd REAL EStAtE fuNdS
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Important Information: This snapshot has been prepared by the Asian Association for Investors in Non-listed Real Estate Vehicles Limited (ANREV), to provide you with general information 
only. It is not intended to take place of professional advice. In preparing this snapshot, the authors did not take into account the investment objectives, financial situation or particular needs 
of any particular person. Before acting on the information provided in this snapshot you should consider whether the information is appropriate to your individual needs, objectives and 
circumstances. No representation is given, warranty made or responsibility taken as to the accuracy, timeliness or completeness of the information contained in this snapshot. ANREV will not 
be liable to the reader for any loss or damage as a result of the reader relying on this information. 
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Conclusions

•	 Investors	in	Asia	Pacific	non-listed	real	
estate vehicles typically apply sophisticated 
and systematic currency risk management 
strategies. This includes the use of wide range 
of instruments to hedge against a range of 
currencies.

•	 Investors	do	not	want	managers	to	take	currency	
views. They are comfortable managing currency 
at a multi-asset level and so need managers to 
accurately report currency exposures to them.

•	 Most	investors	believe	real	estate	currency	
hedging is not different from other asset classes 
and their choice of hedging instrument is not 
affected by the expected holding period.

•	 Our	analysis	on	the	impact	of	hedging	indicates	
that hedging reduces risk and improves the risk-
adjusted return.

•	 Currency	hedging	has	a	greater	impact	when	
the real estate market is weak and is less 
essential when the real estate market is strong.

•	 Currency	hedging	has	a	great	impact	for	
shorter-term investment and is less essential for 
longer-term investment.

•	 Whilst	100%	hedging	ratios	are	optimal	in	some	
conditions and for some domiciles of investor 
this	is	not	always	the	case.		Our	analysis	
indicates that, for a 10-year investment horizon, 
a 50% hedging ratio is preferable to a 100% 
hedging ratio.

•	 Management	of	currency	risk	is	recognized	in	
the industry as being important in managing 
overall risk.  There is also a recognition that 
currency hedging should generally be done at 
a more aggregated level which makes accurate 
reporting and transparency essential.

The research has been commissioned to Cambridge 
University for the Erwin Stouthamer Research Grant 
and has been written by Professor Nick Mansley and 
Zilong Wang.

The research represents the joint efforts of the 
research team from the University of Cambridge, 
ANREV (who managed the survey) and Chatham 
Financial (who conducted the simulation analysis).

The following charts show the effect of hedging 
ratios on the coefficient of variation for investment 
with a 10-year holding period. For both USD and 
EUR investments, currency hedging reduces the 
coefficient of variation the most for downside real 
estate return case and the least for upside real 
estate return case regardless of the holding period. 
This suggests that currency risk hedging is needed 
most during a real estate downturn. 

Figure 1 - USD investor with 10 years holding period
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Figure 2 - EUR investor with 10 years holding period
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The full report is  
available to members at www.anrev.org

For further information  
please contact research@anrev.org


