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Portfolio Diversification Strategies

Absolute Return: This term refers to the total return of a portfolio, including all income and capital gains,
expressed as a percentage of the initial investment. Related terms include relative return and benchmark
return. In the context of real estate portfolio management, absolute return is a key performance metric, as it
helps investors evaluate the overall profitability of their investments. For example, a real estate investment
trust (REIT) may aim to achieve an absolute return of 10% per annum, including rental income and capital
appreciation.

Active Management: This approach involves hands-on management of a portfolio, where the manager
actively selects and monitors investments to achieve specific goals. Related terms include passive
management and core-satellite approach. In real estate portfolio management, active management can be
applied to optimize returns, reduce risk, and enhance overall performance. For instance, an active manager
may identify undervalued properties, negotiate favorable lease terms, or implement value-enhancing
renovations to increase property value.

Alpha: This term represents the excess return of a portfolio over its benchmark, adjusted for risk. Related
terms include beta and Sharpe ratio. In real estate portfolio management, alpha is a key metric, as it helps
investors evaluate the manager's skill and added value. For example, a real estate portfolio with an alpha of
5% has outperformed its benchmark by 5%, indicating superior management.

Asset Allocation: This strategy involves diversifying a portfolio across different asset classes, such as real
estate, stocks, bonds, and cash, to optimize returns and minimize risk. Related terms include strategic asset
allocation and tactical asset allocation. In real estate portfolio management, asset allocation is critical, as it
helps investors balance risk and potential returns. For instance, a portfolio may allocate 60% to real estate,
20% to stocks, and 20% to bonds to achieve a balanced risk profile.

Asset Class: This term refers to a category of investments with similar characteristics, such as real estate,
stocks, or bonds. Related terms include asset allocation and portfolio diversification. In real estate portfolio
management, understanding asset classes is essential, as it helps investors evaluate the risk-return profile of
different investments. For example, real estate is considered a distinct asset class, with its own unique
characteristics, such as income generation and capital appreciation.

Asset Liability Management (ALM): This approach involves managing a portfolio's assets and liabilities to
minimize risk and maximize returns. Related terms include asset allocation and liability-driven investing. In
real estate portfolio management, ALM is critical, as it helps investors balance their assets and liabilities to
achieve their investment objectives. For instance, a real estate investor may use ALM to match their assets
with their liabilities, such as matching rental income with mortgage payments.

Benchmark: This term refers to a standard against which a portfolio's performance is measured. Related
terms include benchmark return and tracking error. In real estate portfolio management, benchmarks are
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essential, as they provide a basis for evaluating portfolio performance. For example, a real estate portfolio
may be benchmarked against a national real estate index, such as the NCREIF, to evaluate its performance
relative to the broader market.

Beta: This term represents the systematic risk of a portfolio, measured by its sensitivity to market
movements. Related terms include alpha and Sharpe ratio. In real estate portfolio management, beta is a
key metric, as it helps investors evaluate the portfolio's risk profile. For instance, a real estate portfolio with
a beta of 1.2 Is more volatile than the overall market, indicating higher systematic risk.

Capital Asset Pricing Model (CAPM): This model describes the relationship between risk and return for a
portfolio, based on its beta and the market's risk premium. Related terms include beta and alpha. In real
estate portfolio management, CAPM is a useful framework, as it helps investors evaluate the expected
return of a portfolio based on its risk profile. For example, a real estate portfolio with a beta of 1.2 And a
market risk premium of 5% may be expected to return 10% per annum.

Capital Expenditure (CapEx): This term refers to expenditures made to acquire, improve, or maintain a
property, such as renovations or repairs. Related terms include operating expenses and cash flow. In real
estate portfolio management, CapEx is a critical component, as it affects the property's value and cash flow.
For instance, a real estate investor may budget 5% of the property's value for annual CapEx to maintain its
condition and attractiveness.

Cash Flow: This term refers to the inflow or outflow of cash from a portfolio, resulting from income,
expenses, and capital expenditures. Related terms include net operating income and cash-on-cash return. In
real estate portfolio management, cash flow is essential, as it affects the portfolio's liquidity and returns. For
example, a real estate portfolio with a strong cash flow may be able to distribute dividends to investors or
reinvest in new opportunities.

Core-Satellite Approach: This strategy involves diversifying a portfolio by combining a core portfolio of
stable, long-term investments with satellite portfolios of more tactical, short-term investments. Related
terms include active management and asset allocation. In real estate portfolio management, the core-
satellite approach can be applied to balance risk and potential returns. For instance, a core portfolio may
consist of stable, income-generating properties, while satellite portfolios may focus on more opportunistic,
value-added investments.

Correlation: This term refers to the relationship between the returns of two or more assets, measured by
their tendency to move together. Related terms include diversification and portfolio risk. In real estate
portfolio management, correlation is critical, as it helps investors evaluate the potential benefits of
diversification. For example, a real estate portfolio with low correlation between its assets may be less
volatile and more resilient to market downturns.

Debt Financing: This term refers to the use of borrowed funds to acquire or develop a property, such as
mortgages or loans. Related terms include equity financing and leverage. In real estate portfolio
management, debt financing can be used to amplify returns, but it also increases risk. For instance, a real
estate investor may use debt financing to acquire a property with a 20% down payment, increasing the
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potential return on equity.

Diversification: This strategy involves spreading a portfolio across different assets, sectors, or geographic
locations to minimize risk and maximize returns. Related terms include asset allocation and correlation. In
real estate portfolio management, diversification is essential, as it helps investors reduce their exposure to
specific risks and increase potential returns. For example, a diversified real estate portfolio may include a
mix of office, retail, and industrial properties, as well as investments in different cities or countries.

Efficient Frontier: This concept refers to the optimal portfolio that offers the highest return for a given level
of risk, based on the trade-off between risk and return. Related terms include modern portfolio theory and
optimization. In real estate portfolio management, the efficient frontier is a key concept, as it helps investors
evaluate the potential risk-return profile of different portfolios. For instance, a real estate portfolio with a
high return and low risk may be considered an efficient portfolio, as it offers the best possible trade-off
between risk and return.

Equity Financing: This term refers to the use of owner's capital to acquire or develop a property, such as
investor equity or partner capital. Related terms include debt financing and leverage. In real estate portfolio
management, equity financing can be used to reduce risk and increase potential returns. For example, a real
estate investor may use equity financing to acquire a property with a 50% equity stake, reducing the
reliance on debt financing and increasing the potential return on equity.

Expected Return: This term refers to the anticipated return of a portfolio, based on its assets, strategy, and
market conditions. Related terms include actual return and tracking error. In real estate portfolio
management, expected return is a critical metric, as it helps investors evaluate the potential performance of
their portfolio. For instance, a real estate portfolio with an expected return of 10% per annum may be
considered attractive, based on its assets and market conditions.

Fundamental Analysis: This approach involves evaluating a portfolio's potential performance based on its
underlying assets, such as property valuation, market conditions, and financial statements. Related terms
include technical analysis and quantitative analysis. In real estate portfolio management, fundamental
analysis is essential, as it helps investors evaluate the potential risks and returns of their investments. For
example, a real estate investor may conduct fundamental analysis of a property's valuation, rental income,
and expenses to evaluate its potential return on investment.

Geographic Diversification: This strategy involves spreading a portfolio across different geographic
locations, such as cities, countries, or regions, to minimize risk and maximize returns. Related terms include
diversification and correlation. In real estate portfolio management, geographic diversification can be
applied to reduce exposure to specific market risks and increase potential returns. For instance, a real estate
portfolio with investments in multiple cities or countries may be less vulnerable to local market downturns.

Hedging: This strategy involves reducing a portfolio's risk by taking positions in derivative instruments, such
as options or futures, to offset potential losses. Related terms include risk management and derivatives. In
real estate portfolio management, hedging can be used to mitigate specific risks, such as interest rate risk
or currency risk. For example, a real estate investor may use hedging to reduce their exposure to interest
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rate changes, by taking a position in an interest rate swap.

Investment Strategy: This term refers to the overall approach to investing in a portfolio, including the asset
allocation, risk management, and return objectives. Related terms include investment objectives and
portfolio management. In real estate portfolio management, the investment strategy is critical, as it helps
investors achieve their goals and objectives. For instance, a real estate investor may adopt a value-added
investment strategy, focusing on acquiring undervalued properties and enhancing their value through
renovations or repositioning.

Leverage: This term refers to the use of debt financing to amplify returns, by using borrowed funds to
acquire or develop a property. Related terms include debt financing and equity financing. In real estate
portfolio management, leverage can be used to increase potential returns, but it also increases risk. For
example, a real estate investor may use leverage to acquire a property with a 20% down payment,
increasing the potential return on equity, but also increasing the risk of default.

Liability-Driven Investing (LDI): This approach involves managing a portfolio's assets to match its liabilities,
such as pension or insurance obligations, to minimize risk and maximize returns. Related terms include asset
liability management and portfolio optimization. In real estate portfolio management, LDI can be applied to
match the portfolio's assets with its liabilities, such as matching rental income with mortgage payments.

Market Risk: This term refers to the risk that a portfolio's value may decline due to market fluctuations, such
as changes in interest rates, inflation, or economic conditions. Related terms include systematic risk and
unsystematic risk. In real estate portfolio management, market risk is a critical consideration, as it affects the
portfolio's value and potential returns. For instance, a real estate portfolio with a high exposure to market
risk may be more volatile and susceptible to market downturns.

Modern Portfolio Theory (MPT): This framework describes the relationship between risk and return for a
portfolio, based on the trade-off between risk and return. Related terms include efficient frontier and
optimization. In real estate portfolio management, MPT is a key concept, as it helps investors evaluate the
potential risk-return profile of different portfolios. For example, a real estate portfolio with a high return and
low risk may be considered an efficient portfolio, as it offers the best possible trade-off between risk and
return.

Net Operating Income (NOI): This term refers to the income generated by a property, after operating
expenses, but before debt service and capital expenditures. Related terms include cash flow and
capitalization rate. In real estate portfolio management, NOI is a critical metric, as it affects the property's
value and potential returns. For instance, a real estate investor may evaluate a property's NOI to determine
its potential return on investment.

Optimization: This term refers to the process of selecting the best portfolio, based on the trade-off between
risk and return, using techniques such as mean-variance optimization. Related terms include efficient
frontier and modern portfolio theory. In real estate portfolio management, optimization is essential, as it
helps investors evaluate the potential risk-return profile of different portfolios. For example, a real estate
investor may use optimization to select the best portfolio, based on their risk tolerance and investment

Read online: https://certificates.lsba.org.uk/glossaries/3129138/
portfolio-diversification-strategies

London School of Business and Administration · 20 Jun 2026



G LO S S A RY

objectives.

Passive Management: This approach involves minimizing the manager's involvement in the portfolio, by
tracking a benchmark or index, to reduce costs and increase efficiency. Related terms include active
management and core-satellite approach. In real estate portfolio management, passive management can be
applied to reduce costs and increase efficiency, by tracking a real estate index or benchmark.

Portfolio Diversification: This strategy involves spreading a portfolio across different assets, sectors, or
geographic locations to minimize risk and maximize returns. In real estate portfolio management, portfolio
diversification is essential, as it helps investors reduce their exposure to specific risks and increase potential
returns.

Portfolio Optimization: This term refers to the process of selecting the best portfolio, based on the trade-off
between risk and return, using techniques such as mean-variance optimization. In real estate portfolio
management, portfolio optimization is critical, as it helps investors evaluate the potential risk-return profile
of different portfolios. For instance, a real estate investor may use optimization to select the best portfolio,
based on their risk tolerance and investment objectives.

Portfolio Rebalancing: This term refers to the process of adjusting a portfolio's asset allocation to maintain
its target risk profile, by buying or selling assets. Related terms include portfolio optimization and asset
allocation. In real estate portfolio management, portfolio rebalancing is essential, as it helps investors
maintain their target risk profile and optimize returns. For example, a real estate investor may rebalance
their portfolio by selling assets that have appreciated in value and buying assets that have declined in value.

Portfolio Risk: This term refers to the potential for a portfolio's value to decline due to various risks, such as
market risk, credit risk, or liquidity risk. Related terms include risk management and portfolio optimization.
In real estate portfolio management, portfolio risk is a critical consideration, as it affects the portfolio's value
and potential returns.

Quantitative Analysis: This approach involves evaluating a portfolio's potential performance using numerical
methods, such as statistical models or algorithms. Related terms include fundamental analysis and technical
analysis. In real estate portfolio management, quantitative analysis can be used to evaluate the potential
risks and returns of different investments. For example, a real estate investor may use quantitative analysis
to evaluate the potential return on investment of a property, based on its valuation, rental income, and
expenses.

Real Estate Investment Trust (REIT): This term refers to a company that owns or finances real estate
properties, and provides a way for individuals to invest in real estate without directly owning physical
properties. Related terms include real estate mutual funds and real estate exchange-traded funds. In real
estate portfolio management, REITs can be used to provide diversification and liquidity, as they offer a way
to invest in real estate without directly owning physical properties.

Risk Management: This term refers to the process of identifying, assessing, and mitigating potential risks,
such as market risk, credit risk, or liquidity risk, to minimize their impact on a portfolio. Related terms
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include portfolio risk and hedging. In real estate portfolio management, risk management is critical, as it
helps investors evaluate and mitigate potential risks. For example, a real estate investor may use risk
management to evaluate the potential risks of a property, such as market risk or credit risk, and develop
strategies to mitigate them.

Risk Premium: This term refers to the excess return demanded by investors for holding a risky asset, such as
a real estate investment, rather than a risk-free asset, such as a government bond. Related terms include
expected return and beta. In real estate portfolio management, risk premium is a key concept, as it helps
investors evaluate the potential return of a portfolio based on its risk profile. For instance, a real estate
portfolio with a high risk premium may be expected to return 15% per annum, based on its risk profile and
market conditions.

Sector Diversification: This strategy involves spreading a portfolio across different sectors, such as office,
retail, or industrial, to minimize risk and maximize returns. In real estate portfolio management, sector
diversification can be applied to reduce exposure to specific sector risks and increase potential returns. For
example, a diversified real estate portfolio may include a mix of office, retail, and industrial properties, to
reduce exposure to specific sector risks.

Sharpe Ratio: This term refers to the ratio of a portfolio's excess return to its standard deviation, used to
evaluate its risk-adjusted performance. Related terms include alpha and beta. In real estate portfolio
management, the Sharpe ratio is a key metric, as it helps investors evaluate the portfolio's risk-adjusted
performance. For instance, a real estate portfolio with a high Sharpe ratio may be considered attractive, as it
offers a high return relative to its risk.

Standard Deviation: This term refers to the measure of a portfolio's volatility, or the dispersion of its returns
around its mean return. Related terms include risk and beta. In real estate portfolio management, standard
deviation is a critical metric, as it helps investors evaluate the portfolio's risk profile. For example, a real
estate portfolio with a high standard deviation may be more volatile and susceptible to market downturns.

Strategic Asset Allocation: This approach involves allocating a portfolio's assets across different asset
classes, based on the investor's long-term goals and risk tolerance. Related terms include tactical asset
allocation and portfolio optimization. In real estate portfolio management, strategic asset allocation is
essential, as it helps investors balance risk and potential returns. For instance, a real estate investor may
allocate 60% of their portfolio to real estate, 20% to stocks, and 20% to bonds, based on their long-term
goals and risk tolerance.

Tactical Asset Allocation: This approach involves adjusting a portfolio's asset allocation in response to
changes in market conditions, such as interest rates or economic trends. Related terms include strategic
asset allocation and portfolio optimization. In real estate portfolio management, tactical asset allocation can
be applied to take advantage of short-term market opportunities and optimize returns. For example, a real
estate investor may adjust their portfolio's asset allocation in response to changes in interest rates, by
increasing their allocation to real estate or reducing their allocation to stocks.

Tracking Error: This term refers to the difference between a portfolio's return and its benchmark return, used
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to evaluate its performance. Related terms include expected return and alpha. In real estate portfolio
management, tracking error is a key metric, as it helps investors evaluate the portfolio's performance
relative to its benchmark. For instance, a real estate portfolio with a low tracking error may be considered
attractive, as it closely tracks its benchmark and minimizes deviations from expected returns.

Value-at-Risk (VaR): This term refers to the potential loss of a portfolio over a specific time horizon, with a
given probability, used to evaluate its risk profile. In real estate portfolio management, VaR is a critical
metric, as it helps investors evaluate the potential loss of their portfolio and develop strategies to mitigate
it. For example, a real estate investor may use VaR to evaluate the potential loss of their portfolio over a
one-year time horizon, with a 95% confidence level, and develop strategies to reduce their exposure to
potential losses.

Yield: This term refers to the return on a portfolio, expressed as a percentage of its value, such as the
dividend yield or the capitalization rate. Related terms include return on investment and cash flow. In real
estate portfolio management, yield is a key metric, as it helps investors evaluate the potential return of their
portfolio. For instance, a real estate portfolio with a high yield may be considered attractive, as it offers a
high return relative to its value.
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