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Abstract 

Globalization is a fact in a lot of businesses today, something that is also relevant 

in the real estate industry. The currency differs depending on where investments 

are made and as a result of this real estate investors also face currency risks in 

addition to all other real estate related risks they already need to manage. The 

management of currency risk can have different forms, and the purpose of this 

thesis is to find out how, if and why real estate investors, especially Swedish, 

hedge this risk. To create an understanding of the issue, a summary of some 

theories on the currency market and real estate market can be found in the 

thesis. Only a small amount of research exists on the subject in Sweden and the 

theories are mainly from foreign studies and the currency risk management from 

other business sectors. These theories, combined with the research questions, 

have formed the questions for the interviews this study is made of. 

 

Debt in the local currency of where the investment is made can be seen as a 

natural hedge for the currency risk. Reduced loan-to-value (LTV) ratios from 

banks for real estate investments have led to a situation where loans, which can 

cannot be used to the same extent. That makes it more interesting to find out 

which other instruments are being used to avoid the currency risk and if the real 

estate investors wants to avoid it at all. The purpose of this thesis is to find the 

answers to these questions. 

 

The interviewed consultancy firms and banks as well as the investors themselves 

state that the currency risk is a risk that should not occur in Swedish real estate 



 

 

investments on markets with a different currency. The reason for this is that the 

real estate assets should be the primary focus of the business. To hedge this risk, 

bank loans and currency futures are the most frequently used instruments by 

Swedish real estate investors. 
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Sammanfattning 

Globalisering är ett faktum inom många branscher idag, något som givetvis även 

gäller fastighetsbranschen och fastighetsinvesteringar. Valutan skiljer sig åt 

beroende på var investeringen sker och en följd av detta är att valutarisker 

uppstår. Hantering av valutarisker kan ske på olika sätt och denna uppsats har 

som syfte att se över hur, om och varför fastighetsinvesterare, främst svenska, 

hanterar denna risk. För att skapa en förståelse kring problematiken finns i 

uppsatsen en sammanfattning av de teorier som finns inom valutamarknaden 

och fastighetsmarknaden. I Sverige finns en begränsad forskning inom detta 

område och teorin bygger därför mycket på utländska studier samt 

valutariskhantering på andra marknader. Dessa teorier i kombination med 

frågeställningen har sedan bildat frågorna till intervjuerna som denna studie är 

uppbyggd av. 

 

Skuldsättning i den lokala valutan där investeringen sker kan ses som en naturlig 

säkring av valutarisken. Minskade belåningsgrader från banker för investering i 

fastigheter har lett till att lån inte längre kan användas i samma omfattning. 

Ännu mer intressant blir det då att se vilka andra instrument som används för 

att undvika denna risk och om det är en risk fastighetsinvesterare vill undvika. 

Denna uppsats syftar till att finna svaren på dessa frågor. 

 

De intervjuade konsultbolagen och bankerna likväl som fastighetsinvesterarna 

själva uppger att valutarisken är en risk som inte ska förekomma vid svenska 

fastighetsinvesteringar på marknader med annan valuta. Anledningen till detta 

är att det är fastigheterna som ska vara det primära i deras verksamhet. För att 



 

 

säkra denna risk är banklån och valutaterminer de mest frekvent använda 

instrumenten av svenska fastighetsinvesterare. 
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1. INTRODUCTION 

1.1 Background 

Historically real estate investments have been a local industry, but in line with 

many other asset classes, investments in real estate are becoming more and 

more international. However, the real estate market historically has been slow to 

follow the globalization of capital markets and cross-border investments; it has 

now reached a point where the international real estate investments lead to 

other investment products as well as to supporting organizations which 

sequentially smooth the progress of other international capital flows (Geltner et 

al., 2007).  

 

The financial market is getting larger and more transparent. Investing in foreign 

countries can potentially lead to higher returns than investing on the domestic 

market, especially if investing in an emerging market while the local market is 

well-developed and has limited growth. There are diversification gains of 

investing internationally as well as possibilities to export the knowledge of 

development or portfolio management. International real estate investors have 

informational drawbacks compared to local actors and there are also different 

costs that might be complicated to regain. Both the political risk and the 

currency risk increase when making international investments and there can 

also be some discerning regulations (Geltner et al., 2007). 

 

Investments that are denominated, i.e. something expressed as a given monetary 

unit, in foreign currencies have two dependent aspects: (1) profits in domestic 

currency and (2) exchange rate volatility (Nathan, 1999). The definition of the 

currency exchange rate is “the price of one nation’s currency in terms of another” 

(Shapiro, 2001, p. 33). One of the market risks when investing in countries with 

another currency is, as mentioned, the currency exchange risk, also referred to 

as currency risk and foreign exchange rate risk. Exposure to currency exchange 

risk occurs when an investor chooses to invest in an asset funded with another 
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currency than the domestic. The risk comes from floating exchange rates in 

varied currencies that can affect the value of an asset (Bos et al., 2000). 

 

For instance, in the summer of 2012, the Swedish currency SEK reached its 

highest nominal level in more than 10 years, but has since then decreased 

slightly. There are different explanations for this reduction; one of them is the 

fact that investors are going back to more risky investments in the Euro-zone 

(Sveriges Riksbank, 2012(a)). 

 

One stated definition of currency risk is the unpredicted currency rate 

fluctuations’ consequence on the value of a company (Madura, 1989). Most of the 

currency risk has been reduced in Europe since the implementation of the Euro 

(EUR) and it is much easier for foreign investors to enter the Euro-zone (Baum 

and Hartzell, 2012).  

 

Several international studies have been made in the area of currency risk in 

direct real estate investments. From a Swedish perspective there are no studies 

to be found in the area of currency risk in direct real estate investments. 

Therefore it is interesting to learn more about how Swedish investors 

understand this risk and how they manage it.  

 

Investing in real estate differs from investing in other assets such as stocks and 

bonds, mainly in the number of transactions and the uniqueness of every 

property. Another difference between those assets is the liquidity, meaning the 

trading frequency and by that getting liquid capital. A lot of the managing 

approaches might, despite this, be the same as for those different assets, or at 

least be associated with each other. For that reason theories of those markets’ 

approach to this risk will also be investigated. 

 

1.2 Purpose 

This thesis will cover international investments with a focus on currency risk 

management for companies in general, and for real estate companies in 
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particular. According to the last few year’s global financial crises and the 

volatility on the market, it is even more interesting to see how and why different 

real estate investors act in a specific way in this matter.  

 

The aim is to find an efficient currency risk insurance, probably through 

combining managing approaches from different companies. The purpose is also 

to see in which extent international real estate investors in Sweden tend to 

recognize this exchange risk.  

 

1.3 Research Question 

The research questions have been framed to cover the aim and purpose and to 

give an overview and understanding of the subject. 

 

1. How do the market players perceive the different risks? Do these 

companies understand the risks? 

 

2. Is the currency risk playing a decisive role when investing in international 

real estate? Do real estate companies manage this risk at all? If not, why?  

 

3. Are there different ways of approaching this risk? Is there a way to 

increase the effectiveness in handling this type of risk? 

 

1.4 Limitation 

This is an overview of international real estate investments and its risk as a 

whole, but it is centralized to the subject currency risk in international real 

estate investments. Other risks will be declared, although only with a short 

summary.  The focus will be on real estate investment, but other market areas 

will be mentioned with the intention to make a comparison. The investigation 

will have a limit to Swedish companies investing in other countries because of 

geographical matters. 
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1.5 Outline 

The outline is relatively standardized with one exception; there are two theory 

parts. This is because theories of both the currency market and the real estate 

market have to be explained in order to clarify the problems and findings. 
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2. METHODOLOGY 

2.1 Method 

The investigation will primarily be based on interviews and collection of 

secondary data. First, a gathering of earlier research on the subject will be done 

in order to find what needs to be further investigated and then the interviews 

will be based on this information. Since it might be hard to find real estate 

companies in Sweden who use active approaches for managing the currency risk, 

the interviews will also have to find out why this is the case.  

2.1.1 Research Design 

The outcome of this research will be a thesis that presents an overview as well as 

an analysis of the international real estate market risks with a primary focus on 

the currency risk. First, a historical summary of the different theories of currency 

exchange market and real estate market in general will be presented and then 

there will be interviews based on these theories.  

 

2.2 Data 

Primary qualitative data will be collected mainly from interviews. This approach 

is chosen to get depth in the study and to be able to examine the answer in a 

broader perspective. The interviews are composed to capture thoughts and to 

learn about companies’ principles and regulations in international real estate 

both before investing, during ownership and after disposal. The downside of 

selecting this method is that it will be more difficult to compare the answers 

from different companies, although the advantages with analyzing qualitative 

data can be seen as greater and therefore this method was preferred.  

2.2.1 Interviews 

Interviews are often perceived to be the best way to gather information. 

Interviews can be made through a meeting, by e-mail (or ordinary mail) or 

telephone. They can be structured, unstructured or semi-structured. The former 

is easier to statistically measure and follows a standard format while the latter is 

used to capture personal opinions with lead questions. The last one is a 



 

6 

 

combination of the first two (Ghauri and Grønhaug, 2010). The interviews in this 

thesis are semi-structured since some leading questions have been structured 

before, but can still capture discussions and personal views. The interview 

questions can be found in Appendix 1 – 3. 

2.2.2 Interview Respondents 

The real estate investing companies in the empirical research have been found 

through exploring the market for players that invest in real estate in other 

currencies. From these companies, the specialists on those types of questions 

have been interviewed in order to get as good insight as possible from the most 

reliable source.  

 

Bank representatives have been interviewed in order to observe how they help 

companies hedge their currency risk. Real estate consultancies have been 

interviewed for the purpose to see how their clients perceive and approach the 

currency risk. 

 

Because of the small amount of international real estate investors from Sweden, 

the investors are not particularly interested in participating in this type of study 

because there is of no concern to them today. In addition to the interviews some 

answers and comments has been received by e-mail and telephone. Those will be 

presented in the interview part with the interview responds. 

2.2.3 Conceptual Framework 

The theory part is going to be based on secondary data, which is mainly going to 

be collected from written sources. Articles, books, annual reports and other 

research papers will be taken into consideration. These are going to be found 

through databases that are highly accepted and well known. Old data are going 

to be used for some information that has not changed in the market, but it is 

primarily going to be based on new data, completed after the beginning of the 

last few years’ financial crises, to get as updated information as possible. In order 

to get the latest reports, newspapers will be used if it is essential for the 

argumentation.  
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2.3 Credibility 

2.3.1 Reliability 

The reliability is the solidity of the measure (Ghauri and Grønhaug, 2010). What 

might decrease the reliability of this study are the interviews, which contain 

personal opinions and are not all facts. The theory part is mostly published 

material which anyone can access which makes the study more reliable. 

2.3.2 Validity 

Valid measures capture what they are invented to capture (Ghauri and 

Grønhaug, 2010). The validity of the measurements in this study is reliant on the 

quality of the measurements used, i.e. the interview questions and to which 

extent they are possible to misinterpret. The interview questions and the 

answers have been objectively screened to minimize the impact from the 

interviewed companies’ possible subjectivity. 

2.3.3 Replicability 

Replicability is when it is possible to repeat the study with the exact same 

conditions. This also means it is possible to control the results (Backman, 2008). 

This study’s theory part can be repeated, but the interviews are hard to remake 

with the exact same results, which makes the study lose some of its replicability.  
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3. UNDERSTANDING AND HEDGING CURRENCY RISKS  

3.1 Currency Fluctuations 

Different countries have different exchange rate regimes of which the three most 

common (floating rate, fixed rate, and pegged rate regime) will be shortly 

described (also see Table 1). Floating exchange rate regime is most common, 

particularly in developed countries. When using floating exchange rates, a 

country has monetary policies but does not have an exchange rate policy, which 

makes the currency exchange rate change automatically due to other factors. 

Floating rates is not a good alternative in developing countries since such 

countries often have a fragile monetary policy. A fixed exchange rate regime 

works better in developing countries since they can set their own currency rate 

but has no monetary policy. A fixed exchange rate regime is often confused with 

the pegged exchange rate regime, but they are two different policies. The pegged 

exchange rate comes from managing both the monetary policy and exchange rate 

that creates conflicts and is not recommended (Hanke, 1999).  

 

The price of the currency in a country with a floating exchange rate are being 

settled depending on expectations of future worth in the same way as other 

assets such as real estate, gold, stocks and bonds. The currency rate in this 

perspective, called the asset market model of exchange rate determination, is the 

weight of the relative demand for, and supplies of, properties denominated in 

those currencies (Shapiro, 2001). In Appendix 4 there is a list of countries’ 

currency regimes. 

 
Table 1: Exchange Rate Regimes (Steven H. Hanke, “How to Establish Monetary Stability in Asia”, The 

Cato Journal, vol. 17, no. 3, Winter 1998) 

Type of 
Regime 

Exchange 
Rate Policy 

Monetary 
Policy 

Source of 
Monetary 
Base 

Conflicts Between 
Exchange Rate 
and Monetary 
Policy 

Balance 
of 
Payment 
Crisis 

Floating Rate No Yes Domestic No No 
Fixed Rate Yes No Foreign No No 
Pegged rate Yes Yes Domestic  Yes Yes 
      and Foreign   
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Figure 1 below shows the fluctuations in the value of the seven most traded 

currencies, in relation to SEK over the last 20 years. This illustrates there is a 

clear exchange risk when investing in assets in other currencies. Over the last 

two decades there has always been volatility in the currency rates. The 

currencies in the European market tend to move in the same direction, which 

indicates a positive correlation. The instability in the Japanese Yen (JPY) 

compared to SEK on the other hand seems to have greater variations and hence 

provides a larger uncertainty (Sveriges Riksbank, 2012(b)). 

 
 

 
 

        
         
         
         
         
         
         
         
         
    

 

    
         
         
         
         
         
         
         
 

   

 

    
         
         
         
         
         
         
         
         
         
  

 

      
         
         
         
         
         
         
         
         

       
 

 Figure 1: Quarterly currency exchange rates in relation to the Swedish Krona, 1993-2012 
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3.2 Transmission Mechanism 

Countries’ central banks give economic stability and have the power of deciding 

the official interest rate because of its monopoly. Official interest rate affects 

both money-market interest rates and also lending and deposit rates from banks. 

The long-term and short-term interest rates are affected by the expectations on 

future interest rate fluctuations. Those expectations and the financial market can 

also result in changes in asset prices and to exchange rates. The short-term 

interest rate may also affect the inflation. Investments, savings and consumption 

of both households and companies are affected by changes in interest rates. 

Changes like this can also influence the demand and supply which in turn can 

result in adjustments on prices and wages. All of these connections together are 

called the transmission mechanism and are shown as a flow chart in Figure 2 

below (ECB, 2013(a)).  

 
Figure 2: The main transmission channels in the transmission mechanism (ECB, 2013(a)) 
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3.3 Currency war 

Currency war can also be called competitive devaluation. The term currency war 

was devised in 2010 from the finance minister of Brazil; Guido Mantega because 

of the Federal Reserve’s quantitative easing (QE) that was increasing currency 

rates. During time, the term has changed and currently it describes an aggressive 

monetary policy attributable by high currency rates. Presently, Japan is through 

BOJ (Bank of Japan) officially trying to increase their expected inflation while 

both Britain and America are doing it unofficially. They are trying to decrease the 

worth of their money in order to increase the export market and limit imports. 

This way they can acquire market share from other countries (The Economist, 

2013). 

 

When the short-term interest rate is fixed at zero, the central bank can guarantee 

to keep it low, or buy bonds, which is called quantitative easing (QE) or they can 

increase the expected inflation. All of these procedures give the result of a 

stimulated consumption and demand for a nation (The Economist, 2013). 

 

A lower interest rate decreases the currency value in two different ways (The 

Economist, 2013): 

 

“First, a lower interest rate reduces a currency’s relative expected return, so it has 
to cheapen until expected future appreciation overcomes the unfavorable interest 

rate differential. This boosts exports and depresses imports, raising the trade 
balance. Second, higher inflation reduces a currency’s real value and thus ought to 
lead to depreciation. But higher inflation also erodes the competitive benefit of the 

lower exchange rate, offsetting any positive impact on trade.” 
 

Lower interest rates are wanted for the reason of stimulating the investments 

and consumption, which should lead to higher imports. If the fiscal policy is 

negligent at that same time, the import’s increase is even higher. The increase in 

a nation’s GDP is more affected by the QE than improvements in trade balances 

(The Economist, 2013). 
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3.4 Currency Manipulation 

Royal Bank of Scotland has created a measure of different nations’ relative 

intervention capacity (RIC) and relative intervention intention (RII) to decrease 

their currency exchange rate. The former is measuring how much a country can 

reduce their currency value without hurting the economy, while the latter is 

shifted due to openness in economy, growth in exports and the real effective 

exchange rate (REER) estimation. The result can be seen in Figure 3, where all 

the encircled has a relatively high score on both RIC and RII. A great surprise is 

that Sweden has such a high score on most intent (Garnham, 2013).  

 
Figure 3: RII versus RIC (Garnham, 2013) 

 

For the European Central Bank, ECB, the main focus should be to keep the 

stability on prices. Inflation should be kept low, at a level slightly below 2% 

medium term (ECB, 2011).  

 

3.5 Risk 

Risk can be defined as the uncertainty of the future total cash value of an 

investment on the investor’s horizon date (Choudhry, 2007).  

 

One common quantitative way to measure risk exposure is value-at-risk (VaR). 

VaR is a method which is measuring the quantity of capital a company could 

generate or lose if the underlying asset varies in worth. Even though it can be 
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used measuring the possible gains, it is more commonly used for measuring risk. 

It measures the instability in underlying values and the portfolio’s sensitivity to 

fluctuations in those values. The latter is a good way to see how well hedged the 

portfolio is and the first one to see possible loss due to volatility. When using the 

VaR method it includes three essential factors: (1) a confidence interval, (2) a 

holding period and (3) a time horizon. A VaR number can be used for either a 

portfolio or a single asset (Kevenides, 2002). 

3.5.1 Currency Risk 

The currency exchange rate risk can often be an indirect or a direct loss in the 

cash flow, net profit, assets and liabilities and the value of the stock. For being 

able to reduce this risk, companies can manage it with different approaches. It is 

important to decide which volume of this risk they should have and also how to 

hedge it (Hakala and Wystup, 2002). 

 

The currency risk can be much greater than the property risk since the volatility 

on the real estate market can be far lower than the changes in exchange rates. 

This risk decreases because countries merge into blocks, such as the Euro-zone 

where there is no currency risk. Even though the currency risk decreases within 

blocks, it will still exist between blocks (Geltner et al., 2007). 

 

3.6 Risk Exposures 

3.6.1 Transaction Exposure 

This type of exposure is the outcome of a foreign currency transaction that 

occurs at a specific time in the future without knowing the exchange rate in 

advance. Transaction exposure is contractual and affects the income statement. 

It can be divided into two subgroups: (1) one-shot exposure and (2) ongoing 

exposure. One-shot exposure in real estate is the investment itself while the 

ongoing exposure can be the rent or other cash flows. The one-shot exposure can 

be hedged by using forwards, futures and options (Giddy, 2000); those hedging 

strategies will be described below.  
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3.6.2 Economic Exposure 

Economic exposure arise when unpredicted exchange rate fluctuations leads to 

changes in a company’s profits and expenditures and furthermore it’s market 

worth. It exists in both booked and expected transactions and is also applicable 

for estimated and unpredicted changes. There are different approaches to 

manage economic exposure; equalize assets and liabilities in the foreign 

currency or use currency swaps (Giddy, 2000). 

3.6.3 Translation Exposure 

Translation exposure is also called balance sheet exposure or accounting 

exposure. The risk depends on how the foreign investments are booked in the 

balance sheet. The currency used in the accountings is called the functional 

currency. Liabilities and assets in other currencies will be translated into the 

functional currency, at a future, indefinite exchange rate. Translation exposure 

can be hedged by using currency swaps, futures contracts or forward contracts 

(Giddy, 2000). 

 

3.7 Measure 

3.7.1 PPP (Purchasing Power Parity) 

PPP is a relationship between inflation rates and spot currency exchange rates. It 

is based on total supply and demand for the exchange rate and is a theoretical 

relation between different currencies. This requires a perfect capital market, 

which means the market is transparent, and transactions costs, taxes, margin 

requirements and restrictions on short sales do not exist. PPP can be relative or 

absolute. The condition for the latter one is that prices of goods must be the 

same in real term in all countries. The relative PPP theory assumes only inflation 

drives exchange rates to change and ignore the price levels. The relative PPP is 

seen as less effective, even though research for longer time periods and in 

countries with high inflation imply the opposite (van Bremen, 1998).  

 

At time t, the log of exchange rate between the native currency and country i 

(𝑙𝑛 𝑆𝑡𝑖𝑑 =  𝑠𝑡𝑖𝑑) is equivalent with the difference between the log of the domestic 
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(𝑙𝑛 𝑃𝑡𝑑 =  𝑠𝑡𝑖𝑑) and the foreign price level (𝑙𝑛 𝑃𝑡𝑖 =  𝑝𝑡𝑖). This gives an equation 

which shows that higher price level gives lower exchange rate for the domestic 

country which in turn makes the foreign currency more costly, 𝑠𝑡𝑖𝑑 =  𝑝𝑡𝑑 −  𝑝𝑡𝑖  

(van Bremen, 1998). An easier calculation of this is that the appreciation or 

depreciation in Currency A = 

 (New exchange rate of Currency B − Old exchange rate of Currency B)
Old exchange rate of Currency B

  (Shapiro, 2001). 

3.7.2 IPR (Interest Rate Parity) 

This theory suggests there is a relationship between the exchange rate and 

interest rate. Appreciation in interest rates = Expected currency depreciation 

(Baum and Hartzell, 2012).  

3.7.3 Fisher Equation 

The fisher equations imply that anticipated inflation rate and interest rate are 

positively correlated. Appreciation in interest rates = Appreciation expected in 

inflation (Baum and Hartzell, 2012). 

3.7.4 Monetary Model 

According to the monetary model, the factors that affect the demand and supply 

of a currency, i.e. the exchange rate, are GDP, interest rates and prices (Baum and 

Hartzell, 2012). 

 

3.8 Management of currency risks 

3.8.1 Exposure and hedging strategies 

More currency exposure gives a higher risk. Once currency risk has been 

measured, a decision should be made on the size of the desired exposure and 

how to reach the desired exposure by utilizing different hedging strategies. 

There are four different hedging strategies: (1) fully unhedged, (2) fully hedged, 

(3) partially hedged, and (4) option hedged. The first three is called fixed 

benchmarks and the latter is called option-hedged benchmark. The strategic 

exposure is determined after considering risks, expected returns and 

correlations of currencies and the chosen hedge ratio should give the approved 
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net currency exposure. Usually, companies with an initial currency risk exposure 

of only 10% - 15% remain unhedged. A longer time horizon in the investment 

gives a lower exchange rate risk, based on historical rates. Hedging the currency 

risk costs money and it has to be considered whether this is profitable or not 

(Dalio, 1999). 

 

Banks are more reserved when lending capital to real estate investors than they 

have previously been. It is harder to acquire loans and the requirements have 

increased with both higher margins and a lower loan-to-value (LTV) ratio.  

Although financial substitutes have become more popular, bank loans are harder 

to acquire and more equity from the companies are necessary. This is not only 

the case in Sweden, but also in the rest of the Euro-zone (NAI Svefa, 2012). In 

2013, the banks willingness to lend capital increased and is forecasted to rise 

even more (Wande, 2013). 

 

A recent example of a real estate company that profited from the currency 

exchange rate is Ruric (Russian Real Estate Investment Company). It is a Swedish 

real estate firm with focus on real estate in Saint Petersburg. Their functional 

currency is SEK and since their activity is in Russia they are exposed to the 

Russian Ruble (RUB). In 2011 they had a loss of more than 40 million SEK and a 

loss of as much as 180 million SEK the first quarter of 2012. Total assets in the 

company had a total value of about one billion SEK the second quarter and had a 

profit of 20 million SEK. The translation difference the second quarter achieved a 

positive effect of 40 million SEK after a negative effect of -45 million SEK the first 

quarter of 2012. In 2011, the total translation difference was -4 million SEK 

(Realtid, 2012). 

3.8.2 Active and Passive Management 

Active management in hedging can be seen as a value adding method, i.e. 

increase the value of the strategic exposure, which is the indexed return (Dalio, 

1999). Value can be added both as lower risk and higher return (Nathan, 1999). 

The outcome should be measured with respect to the investor’s chosen 

benchmark. There are different ways to add value: (1) technically, (2) 
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fundamentally or (3) a combination of the two aforementioned. Using historical 

price relationships to forecast future price relationships is called technical 

analysis, while the fundamental analysis is a way to discover mispricing through 

using cause-and-effect relationships (Dalio, 1999). In an active management the 

hedging is periodically updated because of new forecasts of the currency rates 

(Nathan, 1999), called dynamic hedge adjustment. Choosing currency manager 

can be made after deciding on investment beliefs and if the purpose is to add 

value to the portfolio (Dalio, 1999).  

 

Passive management is inexpensive and requires a low amount of effort. The 

return will be the same as the indexed return (Dalio, 1999). There are two 

different passive methods of managing the currency risk: (1) no hedging and (2) 

full hedging. The possible outcomes when using no hedge are the risk of full 

currency loss, the chance of full currency gain and everything in between those 

two. If the currency risk is fully hedged it means the exchange rates do not have 

any impact on the investment’s return (Nathan, 1999). 

 

A compilation of the different alternatives when choosing how to manage the 

currency exposure risk can be seen in Figure 4 below (Dalio, 1999). 

 

  

Active  
(value 

adding) 
Passive 

(indexing) 
 

Fixed hedge 
benchmark   

  

   

Option-
hedge 

benchmark   

  

 

 
  

    

Figure 4: Managing currency risk - alternatives (Dalio, 1999, p. 72). 

3.8.3 Currency Fluctuations on Rent 

It is cheaper and easier to hedge a well-traded currency than a less frequently 

traded currency. The latter one can be seen as unprofitable to hedge. Real estate 

investors in developing economies often denominate their assets in a so-called 
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safe haven currency (Baum and Hartzell, 2012). A safe haven currency is a 

currency that is historically known to be safe when the world economy is 

unstable. Examples of currencies that historically have been considered to enjoy 

safe haven status are CHF, JPY and USD (FXstreet, 2013).  

 

It may be expensive to hedge the currency risk that comes from rents 

denominated in another currency since it is a recurrent flow of capital and is 

different from one single transaction. It gets harder to find tenants willing to pay 

a certain rent when it is a decrease in the domestic currency and the rent is set in 

another, safe haven currency. The increased costs of higher rent can then be paid 

by the tenant or the landlord (Baum and Hartzell, 2012). As an example, this 

problem occurred in retail properties in Poland in 2009. The rents were set in 

EUR and the retail business was making money in the domestic currency, Zloty 

(PLN). As a result of a decrease in the value of PLN, the tenants had an enlarged 

rent expense of 40 %. To avoid bankruptcy, retailers even had to close the stores 

that had the lowest turnover as a consequence of this (Wardroper et al., 2009). 

 

3.9 Management/Hedging Strategies 

The risks for international real estate investors are considerably higher than for 

domestic investors both because of the currency risk, but also other cross-border 

risks. The currency risk decreases the diversification advantages from having an 

international spread (Newell and Webb, 1996). 

 

A lot of the literature includes indirect real estate, thus information about direct 

real estate investments are difficult to find. An argument to have indirect real 

estate investments as an alternate for direct real estate investments is a study by 

Eichholtz from 1996 that has concluded these types of investments have some 

comparable characteristics. Eichholtz made a comparison between real estate 

investments and assets in stocks and bonds in the study. A research was made on 

both real estate shares and direct real estate investments. The conclusions from 

this research are that, in order to lower the risks, real estate shares are more 

important to diversify internationally than usual stocks and bonds. A real estate 
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share’s return is in Eichholtz’s study believed to be in-between the return of the 

stock market and the real estate market. This means the correlation between 

stocks and direct real estate investments is lower than for stocks and indirect 

real estate investments. Therefore the abovementioned conclusion of more 

international diversifying also holds for direct real estate investments. Miller 

concluded in 2004 that it is known that the correlation fluctuates when the 

market mature, and therefore some of Eichholtz assumptions are outdated. 

 

According to Bos et al (2002), there are different approaches of managing the 

currency risk, mainly through hedging and diversification. Ziobrowski and 

Ziobrowski have made several researches on the subject of hedging the currency 

risk with a focus on the U. S. real estate market and portfolios. They conclude you 

can see currency options as a type of insurance against the volatility on the 

market. Another type of hedging is the use of forward contracts, which they 

determine reduces most of the currency risk, although it is too unsatisfactory to 

give advantages to all international investors (Ziobrowski and Ziobrowski, 1993, 

and Ziobrowski and Ziobrowski, 1995). 

 

Another investigation was made on profits when investing in direct real estate 

for seven countries (Australia, France, the Netherlands, Sweden, Switzerland, 

U.S. and U.K.) between 1987 and 2001 (Hoesli et al., 2004). In this research both 

national and international investments were considered, first they analyzed the 

unhedged returns and then the hedged returns. The result shows that real estate 

should have 5% to 15% weight in unhedged portfolios with diverse assets and 

this might actually lead to 5% to 10% lower risk. When there is international 

real estate included in mixed-asset portfolios, the weight should be 10% to 20% 

and this reduces the risk with 10% to 20%. In hedged portfolios there should be 

15% to 25% weight of real estate, which reduces the risk with 10% to 20%. This 

differs from country to country depending on factors such as correlation 

between assets; some portfolios should have more domestic or more 

international real estate. Having that said, it also has to be considered what is 

most expensive; managing the currency risk or actually taking the risk?  
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Currency risk managers want to hedge only when the foreign currency value 

falls, but predicting currency movements is really hard, maybe even impossible. 

A problem for real estate investors is that they should mainly focus on real estate 

related risks and therefore avoid operations that seem to be speculation on 

currency variations. However there are a few reasons for not hedging at all: (1) 

the costs involved, (2) the international efficient frontier is, in the long run, not 

affected by currency choice, and (3) a wide-ranging international diversification 

automatically gives currency diversification. The arguments for hedging are: (1) 

the currency risk adds risk to the total investment, (2) high fluctuation in 

exchange rate while some investors are searching for a reserved risk-return 

profile and (3) over time it is getting faster and less expensive to hedge. A natural 

hedge is debt in the foreign currency and a good diversification is to have the 

same LTV-ratio in all countries in the portfolio (Geltner et al. 2007). 

 

 
Figure 5: Overview of currency risk, from identifying to managing (Giddy, 2000, p. 45). 
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3.9.1 Diversifying 

It is most common that investors prefer the local market rather than other 

markets. This is called home bias and might be more likely for real estate 

investors, probably due to the local driven demand and supply. The main reason 

for an internationally spread portfolio is the diversification benefits (Geltner and 

Miller, 2012). Diversifying currency risk means having assets in different 

currencies, so when one currency decreases another possibly increases so they 

balance each other (Baum and Hartzell, 2012). Information costs exist and 

therefore a trade-off has to be made between these costs and the advantages of 

diversification. For intermediary investors, the home market is the most 

strategic investment since the holders of indirect real estate investments can 

diversify their own investments (Geltner et al, 2007). 

 

Currency overlay is when the currency diversification effects are included in the 

assessment of a portfolio. After this analysis, the investor decides how much of 

the remaining exposure that should be hedged (Geltner and Miller, 2012). The 

currency management, outsourced or in-house, decides on the preferred 

exposure (Baum and Hartzell, 2012). 

 

Local debt can be used as a natural hedge where positive exchange rates on 

incoming cash flows give higher outgoing cash flows or the other way around. 

Since debt is already frequently used when investing in real estate, partly 

because of the leverage, this is a good and natural method. Leverage is useful for 

different reasons, from being able to purchase more assets with the same equity 

to giving higher return when IRR exceeds the interest rate of the liability (Baum 

and Hartzell, 2012). Debt in the currency the investment is being made is a 

perfect hedge since the asset equals the debt and the currency risk therefore 

equals zero (Baum and Hartzell, 2012) 

3.9.2 Linear Hedging 

An agreement to buy or sell a product or service at a certain time and certain 

price in the future is called a futures contract. The price is determined by demand 

and supply at the contract deal time (Baum and Hartzell, 2012). Both 
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counterparties reduce or remove the risk, but if there is a gain they will not take 

part of that either. Future contracts are traded publically and therefore a second 

hand market exists (Apte, 2010). 

 

A forward contract gives the holder the right, and obligation, either to sell or buy 

a specified amount and a specific product at a certain price and at a 

predetermined time in the future. The buyer has a so-called long position while 

the seller has short position. Forward contracts are nearly always free of charge. 

The difference from an option, which will be described in the next section, is that 

both counterparties have privileges and an obligation. The main difference 

between futures contracts and forward contracts is that the latter one does not 

have a second hand market (Apte, 2010).  

 

A swap is a contract between two market actors to switch cash flows, i.e. a 

bilateral alternative of the forward contract (Baum and Hartzell, 2012). Cross 

currency swaps are when those cash flows are denominated in different 

currencies (Apte, 2010) and can exist between currencies that are of the 

combinations floating/floating, fixed/floating or fixed/fixed (Benhamou, 2013). 

 

A basis swap, also called floating/floating cross currency basis swap, is when two 

flows of floating currency rates are switched. This might be either in the same 

currency or cross-currency. Basis swaps are common in the Yen/Dollar market 

and can be a swap of USD and Libor for JPY and Libor. A basis swap is always 

floating for floating, which is the difference from a cross-currency swap 

(Benhamou, 2013). 

3.9.3 Non-linear Hedging 

An option is as mentioned above an entitlement, not a requirement for the buyer 

to buy or sell an asset. The seller on the other hand is required to buy or sell an 

asset if the counterpart requests it. There exist several types of options, from 

futures contracts options to options on options. The most important options to 

have knowledge of in the area of currency risk are: (1) option on spot foreign 

exchange, (2) option on currency futures and (3) future-style option. The former 
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one gives the buyer the right to sell or buy a currency at a specified price. The 

second one is when the underlying asset is a futures contract, which the holder 

has the right to buy or sell. The third one is a bet on a price of a spot foreign 

exchange rate where the buyer does not pay the fee when buying the option, but 

the margins of variation is paid or received on a daily basis (Apte, 2010).  
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4. REAL ESTATE INVESTMENT 

4.1 Real Estate as an Asset 

Insurance companies, pension funds, and government funds are the largest real 

estate investors in the world. The weight of real estate in institutional investors’ 

portfolio is however often less than what theoretical and/or empirical portfolio 

models indicate to hold in order to maximize the risk-adjusted revenues. The 

factors that probably can explain the lower actual capital allocated to real estate 

are: (1) operational difficulties like specific risk, illiquidity and management, (2) 

modern substitute assets with similar advantages to real estate, and (3) lack of 

confidence in real estate indices and data (Baum & Hartzell, 2012). 

 

Real estate is a physical asset and needs both maintenance and management to 

retain its original value. Leasing contracts creates a cash flow for the investor, 

and is adjustable during rent reviews and at lease end, particularly depending on 

supply and demand. Rents and inflation often has a high positive correlation in 

the long run, according to historical data. The supply of real estate is inelastic 

while the demand is elastic, which makes it complicated to predict market 

equilibrium and a long-term price level. 

 

Another reason for this mispricing is that the market often follows valuers’ 

guidelines when investing, which is only supposed to be an estimation of the 

value and not a fact. The cost of transactions is expensive and this, combined 

with the uniqueness of every property and non-periodically transactions, make 

the market illiquid. Classic real estate portfolios hold higher specific risk, called 

lumpiness, because the higher capital investment in real estate makes it hard to 

diversify. 

 

 Leverage, in terms of high LTV, is used in most real estate investments to 

increase the return on equity, but this also increases the financial risk. The real 

estate market has historically had repeatable but irregular cycles, which control 

the return. These cycles are less correlated with other assets, which make real 
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estate work well as a diversifier asset. Real estate is, all in all, seen as a medium 

risk investment (Baum & Hartzell, 2012). 

4.1.1 Direct Real Estate 

Direct real estate investments means the investor purchases a property and 

makes decisions about maintenance and management. Direct investments in real 

estate have, as mentioned above, a few disadvantages, primarily with illiquidity 

and specific risk. It is also complex to calculate the performance of real estate 

because of the irregular transactions of a specific property and real estate is 

furthermore expensive which makes it hard to diversify both within the real 

estate market and with other assets. There are also positive aspects with owning 

real estate, like its unique characteristics that makes it a well working diversifier 

for other assets in a portfolio. 

 

Moreover, the rent increase’s correlation with inflation is particularly important 

for investors with indexed liabilities because the return is relatively safe (Baum 

& Hartzell, 2012). The pension fund Tredje AP-fonden in Sweden, gives a few 

different reasons to invest in direct real estate including: (1) the rent income is 

correlated with inflation which gives an inflation security, (2) the diversifying 

characteristics and (3) the limited drawdown, which is the difference in value 

from highest to lowest value on fluctuations (Hellström, 2013). 

4.1.2 Indirect Real Estate 

Indirect investments in real estate give investors an opportunity to own real 

estate through, for example, shares. When using this approach, investors 

generally avoid the drawbacks with illiquidity and high transaction costs that 

investing in direct real estate are associated with. Indirect real estate 

investments are divided in to two subgroups: (1) listed and (2) unlisted 

investment instruments.  

 

Unlisted indirect real estate investments are illiquid, which eliminate one of the 

advantages with indirect compared to direct real estate investments. Unlisted 

investments can be separated into two classes: (1) closed-ended and (2) open-

ended. Funds that are closed-ended collect capital from investors before the 
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investment. Investment periods can be a few years and after that it could be an 

additional few years before the termination period ends. Not until then, the 

original investors get the cash flows distributed. Data is difficult to find for 

unlisted real estate funds since they do not have an obligation to be public and it 

is also an instrument that includes a high risk. Open-ended funds are less risky 

and the investor has more opportunities to both invest and to get back liquid 

capital. Those types of funds allow the investors to make investments and 

redemption at whatever time, but there is often an incipient lock-up phase.  

 

Funds of funds are another unlisted real estate investment instrument. It is 

exactly what it sounds like, a fund made up from other funds. 

 

Listed real estate is securities that are openly traded and when the market 

environment is normal, they are liquid. This can be property companies 

(PropCos), real estate operating companies (REOCs) and real estate investment 

trusts (REITs). Also exchange-traded funds (ETFs) and mutual funds can be 

included depending on the definition (Baum & Hartzell, 2012). REITs has existed 

for almost 50 years and been generally familiar for 20 years. The REIT industry 

has increased more than 20 times over the last 20 years. They are available to 

anyone who indirect wants to buy commercial real estate and in just about any 

property type and anywhere (Block, 2012). The reason why Tredje AP-fonden is 

not investing in indirect real estate is: (1) a high short-term correlation with the 

stock market, (2) a low short-term correlation with the asset, real estate, (3) 

similar or higher volatility than the stock market and (4) high, often above 60 %, 

LTV (Hellström, 2013). 
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4.1.3 Currency Values applied on Real Estate Values 

 
Figure 6: Value changes of real estate due to exchange rates and real estate indices in Sweden (IPD, 2012 

and Sveriges Riksbank, 2012(b)). 

 

The upper graph shows the Swedish property index’s changes in percent and the 

value in EUR while combining index changes on the Swedish market and 

exchange rate changes. In the second graph the percentage increase in the value 

of Swedish real estate in SEK and EUR from 1994 until 2011. As can be seen in 

these graphs, there is a relatively high correlation of the values, but in some 

years it is quite big gaps. For values of Swedish properties in other currencies, 

see Appendix 5.  
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5. EMPIRICAL STUDY 

5.1 Description of Companies 

5.1.1 Interviewed Real Estate Investors’ Currency Risk Policies 

Andra AP-fonden is a pension fund that, among other assets, invests in real estate. 

They have approximately 20% currency exposure in their total portfolio. In their 

annual report, the currency exposure is clearly divided into type of asset and in 

each currency. For the currency risk, they use strategic hedging and exposure to 

certain currencies. To hedge the exposure, they use currency futures. 

Approximately 2% of their total assets are international real estate (AP2, 2013).  

 

Castellum has a policy regarding currency risks which means that 60-100% of 

foreign assets should be financed in the foreign currency, mainly through debt 

but some through currency derivatives. In 2011, their total hedge through debt 

was 97% (Castellum, 2012). They think risk should not be a component because 

the main focus should be the real estate asset, which is why they hedge the risk 

(Castellum, 2013). 

 

Wihlborgs Fastigheter is a Swedish company which has about 5% of their real 

estate assets in Denmark. They use debt and currency futures as a hedge of the 

currency risk. After their currency futures matured in 2011 they were looking at 

the possibilities of taking up debt at 100% of their Danish property assets’ value, 

but they continued with their previous approach of using currency futures. 

 

Balder has real estate assets in both Sweden and Denmark. As a hedging method 

they use debt and the remainder through derivatives (Balder, 2012) in the form 

of basis swaps. The basis swaps are between CIBOR (Copenhagen Interbank 

Offered Rate) and DKK to STIBOR (Stockholm Interbank Offered Rate) and SEK 

(Balder, 2013). 

 

Stena Realty is the international real estate investor in Stena Group. They 

manage the currency risk through debt in the same currency as the investment. 
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In Stena Group, the currency risk that comes from Stena Realty is relatively small 

compared to the rest of the company’s businesses. The potential currency 

hedging is made through Stena AB, the parent company (Stena Fastigheter, 

2013) and they use debt futures, swaps and options (Stena, 2012).  

5.1.2 Swedish International Real Estate Investors’ Currency Risk Policies  

Akelius is a Swedish real estate company which owns real estate in Sweden and 

Germany. Their functional currency is SEK and they are only exposed to the EUR 

since they have their foreign investments in Germany. They have a policy of 

maximum LTV of 60 % in foreign currencies. Fluctuations in the exchange rate of 

±10 % between SEK and EUR would result in a change of ±380 million SEK 

(Akelius, 2012).  

 

Corem use debt as a hedge when investing in Denmark. 

 

Kungsleden sold their German properties to the company Hemsö, which they own 

50% of, in 2011 (Kungsleden, 2012). Hemsö owns public buildings in Sweden 

and Germany. Their functional currency is SEK and they are exposed to EUR 

because of their operations in Germany. According to their annual report, futures 

can be used to lower the currency risk (Hemsö, 2012). 

 

Ruric has been mentioned above and they did not use any hedging method at the 

end of year 2011. Their policy is that greater flows in foreign currencies should 

be hedged. They have assets in USD and their debt is in SEK. Previously, they 

have sometimes used future contracts (Ruric, 2012). 

 

Tribona (former Northern Logistic Property, NLP) has one property in Denmark. 

They hedge the currency risk mainly through debt and currency futures (NLP, 

2012).  

 

Wallenstam owns real estate in Sweden and wind turbines in Denmark. They 

only have debt in foreign currencies if the currency risk can be minimized, which 

they manage through futures (Wallenstam, 2012). 
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5.1.3 Foreign International Real Estate Investors’ Currency Risk Policies  

Eurocommercial properties own real estate in Sweden. SEK is their only 

noteworthy currency exposure. They hedge approximately 46% of this risk 

through debt and swaps. Compared to the total value of their portfolio, the other 

54% is a low exposure and therefore they leave it unhedged. The cash flows are 

sometimes hedged by using defensive derivatives (Eurocommercial, 2012). 

 

Unibail-Rodamco is a French-Dutch real estate owner. They own shopping 

centers, office buildings, and convention and exhibition venues and are focusing 

on large cities in the Euro-zone. They have clear policies and measures of 

currency risk exposure for each currency. They hedge the currency risk through 

debt, derivatives and selling and buying other currencies at forward and spot 

prices (Unibail-Rodamco, 2012). 

5.1.4 Interviewed Banks 

Deutsche Pfandbriefbank is an important bank in Europe for real estate and 

public investment financing. In Sweden, they have an office in Stockholm which 

opened in 2012. Many of their clients are international and the bank is now able 

to contribute with their knowledge of the Swedish real estate market and 

financial market (Deutsche Pfandbriefbank, 2013). 

5.1.5 Interviewed Consultancy Firms 

CB Richard Ellis is the biggest real estate services company globally. In Sweden 

they have offices in two cities, Stockholm and Gothenburg, but their market is the 

whole country (CBRE, 2013).  

 

Savills is a global real estate services supplier with two offices in Sweden, in 

Stockholm and Gothenburg. They operate throughout Sweden (Savills, 2013). 
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5.2 Currency Risk Management 

5.2.1 Currency Risk  

A consensus amongst the respondents are that when making real estate 

investments, the movement in real estate values is most important for getting 

return on the investment, and the possible gain from currency value changes a 

secondary. Currency market and currency trading are not meant to be their 

expertise, but real estate is. On a stable market, hedging would be an 

unnecessary cost, but that is not the way the market works. On today’s 

somewhat unstable market, good hedging alternatives exist, but any 

comprehensive knowledge of them might not exist. The more unstable the 

market gets, the more it costs to hedge the currency risk. Some foreign Euro-

investors, especially funds, invest in EUR because of the costs and difficulties to 

invest in another currency.  

5.2.2 Debt 

Banks are the main managers of the currency risk. Sweden has a well-working 

banking system with a few large banks and can thereby keep a low cost for 

hedging of the currency risk. The cost of hedging the currency risk in Sweden is 

between 5 and 20 base points. 

 

International banks are returning to the Swedish market. An example is the 

Deutsche Pfandbriefbank, which is returning to the Swedish market after their 

predecessor’s withdrawal in 2009. When banks have a good knowledge of the 

market, it is easier to offer cheaper products such as hedging instruments for the 

currency risk. Also, it creates security and it gets easier for them to support 

foreign investors. 

 

Debt is the most common way to hedge the currency risk for real estate 

investors. Generally, national investors can get a higher LTV on an investment 

than an international investor. This also depends on the property type and firm 

structure. Variations on LTV is high, with everything from 30%-70%, although, 

the average LTV on the current real estate market it is approximately 50%-60% 
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and was around 80% a few years ago. This gives higher incentives to hedge the 

exposure today than it was before since debt is a natural hedge. If the LTV is 

80%, the currency exposure is only 20%, which means less risk than today’s 

40%-50% currency exposure. The LTV differs depending on which type of 

property the investors need a loan for.  

 
Table 2: Bank loans for different types of real estate  

Property Type Lower LTV Higher LTV 
Residential 70% 85% 
Logistic 45% 60% 
Office 55% 70% 
Commerce 55% 70% 
 

5.2.3 Hedging 

One of the respondents is familiar with foreign international investors who have 

actually avoided investments only because of their expensive hedging of the 

currency risk of 50 base points. Foreign investors are from time to time using the 

currency risk hedging costs as an argument for their risk premium in order to 

lower the costs when investing in real estate on the Swedish market. Other 

foreign investors do not see any currency risk with investing in Sweden since it 

is a stable currency.  

 

Many of the interviewed real estate investors have policies for managing the 

currency risk, as well as other risks.  

 

According to several respondents, investors do take the currency value into 

consideration before investing in real estate in countries with another currency 

than their domestic. For Swedish real estate investors in general, hedging the 

currency risk is not common due to the low exposure to foreign markets and 

thus other currencies.  

 

One explanatory factor for the low amount of hedging is that if all risks are 

hedged there will not be any yield. The main reason to stay unhedged is the 

uncertainty of the investment period; it is easier to leave it open-ended.  
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One of the respondents believes currency risk hedging practically only takes 

place between agreed purchase time and payment time to keep the price at the 

predetermined level.  

 

The interviewed Swedish investors all have a high percent of their real estate 

assets hedged, and the most common is to hedge 100% of this risk. Instruments 

used to achieve this are mainly debt in the local currency of where the property 

is located, but currency futures are also commonly used.   

 

For large international real estate investors, it might be more common to hedge a 

portfolio rather than hedge individual objects. They tend to be more active in 

their managing approach with periodically updates of their currency risk 

exposure proportion. One respondent says they update the hedge of their real 

estate assets at fair value every quarter depending on volatility and risk of both 

the real estate asset and currency value. The volatility on the currency value 

must not exceed the volatility of the asset. So, theoretically they could take on 

some currency risk, but as long as the volatility of currency values is high in 

relation to volatility on property values, it is not relevant. 

 

The interviewed consultancy firms have foreign clients investing in the Swedish 

market, but do not have Swedish investors that invest on foreign markets. The 

foreign investors are mainly from Germany and England. The consultancy firms 

have central departments that handle the issue of international real estate 

investments and its’ risks. According to one of the interviewed consultancy firm, 

it is getting even more important to create a combination of services for real 

estate investors rather than to merely provide a transaction service. Assisting 

with information about hedging could be an example of such service. 

5.2.4 Other Strategies 

There is one example of an investor who wanted to invest in Sweden but wanted 

to have the rent incomes in EUR. From the lenders perspective it is difficult to 

know who will refinance after exit and it gets harder if the rent is collected in 

EUR and the next investor might want to invest and have rents in SEK. A way for 
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the bank to make this easier is to measure the covenants in both EUR and SEK 

and if they differ too much, the borrower would get higher amortization 

requirements. Theoretically, one of the respondents think there would be 

possible to change the rents in Sweden to EUR in order to attract Euro-investors. 

 

5.3 Currency Forecasts 

To make forecasts of the currency value before deciding on hedging strategy 

does not seem to be a general approach. This depends on the low amount of 

exposure to this risk, and because of that forecasts is not necessary.  

 

Even though forecasting is not common, the general belief seems to be that no 

specific countries are avoided only due to the currency risk. Since the currency 

value is connected with the economy of a country, certain countries are avoided 

for that reason.  

 

One respondent made some money in the aftermath of the financial crisis 

because they had not hedged their currency exposure. After this they decided to 

start hedging the risk since there was a large possibility they would lose money 

otherwise. Currently they do not make forecasts, but hedge the whole risk since 

it should not be a factor in their business.  

 

One respondent’s belief is that when investors do make forecasts, it is not always 

for specific countries, but for regions where they plan to invest. Those macro 

strategies are often made in order to being able to defend decisions. It is easy to 

persuade the decision maker to follow the market and thereby invest when the 

market value is at its highest rather than convincing them to invest at the bottom 

which no one else does. It is seen as better if everyone makes the same mistake 

instead of being the only one to make a mistake. 

5.3.1 Improving the Currency Risk Management 

The respondents are satisfied with their current approach of managing the 

currency risk. Since the common attitude seems to be that currency value should 

not influence the property value, it is hard to improve the management. One 
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respondent answered that the only way to improve it in order to get higher 

return is to extend their exposure, but this is nothing they want to do. The price 

of hedging is also at an agreeable level and therefore improvements are hard to 

implement on the price. 

 

5.4 Currency War or financial adjustment 

Several respondents think calling the current devaluation of currencies on the 

market currency war is a bit excessive; it is more of an adjustment to the market. 

They also think the rest of the world can learn from the situation in Japan. 

Tendencies of the same situation have been seen in other countries, Greece is 

one example. One respondent think the most important thing to do in order to 

increase the economic growth is to deregulate the financial market.  

 

5.5 Currency Value 

The currency risk varies with the currency value. If investors’ own currency is 

weak, they tend to invest less in real estate in countries with stronger currencies. 

Sweden has a stable economy with low risks, which also means low yields. The 

Swedish real estate market can be seen as an expensive market, which is also 

hard to enter because of strong local actors. If looking for high yields, other more 

risky countries might be a better choice. 

 

According to one respondent, because of the Swedish economy’s stability, 

hedging might be a less viable method since it is less possible with a value 

decrease. Both the Swedish economy and the currency value attract investors 

from the Euro-zone. When the Swedish economy is poor no one wants to invest 

and thereby the currency value decreases. The respondent also think the 

greatest issue is not the currency exchange risk, but rather if the investor 

believes in the economy of the country where the property is located. The Euro-

zone, where there are great economic differences between countries, is good to 

take a look at to get information about what mostly attracts investors, the 

currency or the economy. 
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An example was given of investors that are careful with investing in Norway 

partly because of their strong currency, NOK. In England it is the opposite 

situation with a weak currency and high yields which makes investors more 

willing to invest there.  

5.5.1 Sweden 

One consultancy firm says Sweden is a relatively strong market for real estate 

with investments of about 110 billion SEK each year which is roughly 10-14% of 

the total European transactions, and only 1.5-2% is office properties.  

 

On the Swedish market, there are big differences on investment preferences 

from foreign investors depending on the value of the SEK since a weak currency 

costs less to hedge. Historically, there have been approximately 30-50% 

international investors on the Swedish real estate market, but today that number 

it is rather about 20%. Some of this decrease is international retail property 

investors who have pulled out due to the high currency value in Sweden.  

5.5.2 Future 

Continued currency fluctuations on the market can be expected. According to 

one respondent, the EUR did not fluctuate as much before the financial crisis as it 

has done afterwards. Both the risk and fluctuations has increased in the years 

2007 to 2012. SEK has a more adequate value since Sweden has a relatively 

strong economy. The interviewees believe it will probably stay this way in the 

next three to five years, but after that Sweden will have to struggle more to keep 

the value at a stable level. The most common answer is that in the next few years, 

the SEK will not weaken compared to EUR and DKK, the USD will probably grow 

stronger while the GBP will stay at its currently low level. 

 

There are split opinions about the EUR, but the most common impression is that 

it will probably grow stronger. It will take time to get the economy stable again, 

possibly up to 20 years.  
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The shared view is that the Euro-zone will probably remain at its current form a 

few years but long-term, 10-15 years, it is more likely it will disappear or at least 

change. The EUR will be saved and the currency fluctuations will continue as 

previously. Since the crisis in, for example, Greece is a result of other factors in 

their economy; the Euro-zone will probably stay in its current form. The value of 

EUR will continue to fluctuate and long-term, and both Sweden and Denmark 

might join the Euro-zone. Short-term though, Sweden will not join the Euro-zone. 

A few of the respondents says that currently, the EUR would have been good for 

the export industry and the interest rate in Sweden right now. Germany has 

export advantages because of the EUR, which has a low value in relation to what 

their prior currency, DEM (Deutsche Mark), would have had.  

 

Sweden has to some extent been Euro-fied and one respondent think 

Euro-investors can require rent in EUR since they pay well for properties. Many 

export firms in Sweden trade in EUR to make it easier for investors. 
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6. ANALYSIS 

6.1 Management strategies 

6.1.1 How the Currency Risk is Perceived/Understood 
Swedish investors’ annual reports do not have as much information about 

currency risk policies as foreign investors’ annual reports have. Many of the 

foreign investors has well defined policies, including currency exposure 

subdivided to both currency and asset and has clearly described positive and 

negative scenarios for the currency values. This difference between countries 

may result a lot from their often greater exposure to foreign currencies, but 

might also be caused by different accounting requirements. At least this is the 

situation for the foreign investors on the Swedish market. For Swedish 

international real estate investors, this might be a model to learn from in order 

to make the currency risk more understandable and easier to deal with. 

 

The currency risk for Swedish investors on foreign markets tends to be low 

because of the low amount of international investments. So it is fair to say that 

the knowledge of the currency risk is fairly high, but a choice is made not to take 

such risk and do not have the expertise in-house to do so. Anxiousness about the 

risk has not been found in the study. 

 

A change on the Swedish real estate market to rent flows in EUR would be one 

way to attract more investors, although it has to be deliberated since that would 

generate other risks and might thereby get unattractive anyhow. If rents in EUR 

were to be implemented, one has to remember the situation in Poland a few 

years ago and avoid the same situation on the Swedish market. 

6.1.2 Hedging Strategies 

If all risks from an investment were hedged, no yield would exist, but since the 

investors take on the real estate risk, they do not feel the need to put on more 

risk and therefore they hedge the currency risk. 
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The findings of the general management method of currency risk exposure are 

not in line with the theory, Dalio’s research. He indicated that companies with 

low currency exposure should stay unhedged which may indicate a non-

profitable approach. For some Swedish international real estate investors it 

would be more lucrative to stay unhedged. 

 

The price of the hedging instruments does not seem to be of any concern to any 

of the responding Swedish international investors since it is low already. This 

means cheaper instrument would not change the Swedish international 

investors’ currency risk management. It is possible that if the hedging costs were 

lower for foreign investors, it would be easier for them to invest in Sweden. At 

least they would not be able to use it as an argument for higher risk premium 

and thereby a lower price when investing. 

 

Since banks are coming back to Sweden, it might help rising the number of 

international real estate investors on the Swedish market. Also the interviewed 

consultancy firms’ central departments may also contribute to a possible 

increase of foreign investors on the Swedish real estate market.  

 

The ultimate method to manage the currency risk depends a lot on the risk 

aversion for the investor. Debt seems to be a relatively easy and inexpensive 

instrument to use as hedge, but one has to remember that: (1) it costs money, (2) 

it might be difficult to get 100% loan and (3) with 100% loan, there are other 

risks. Since banks do not give 100% loan, a possible way to get 100% bank loan 

for a property is to borrow one part with that certain property as security and 

the rest with domestic properties as security, but in the foreign currency.  

 

6.2 Currency Market 

6.2.1 Currency Risk 

The actors think there are and will continue to be ups and downs on the 

currency market. This makes currency hedging a substantiated approach both on 

today’s market and in the future. Of course, as always when there is a risk 
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involved there could also be a gain from taking the currency risk. In order to get 

profit, companies want to invest where the currency value can increase. In a 

fluctuating market, a player who can forecast those ups and downs can be 

successful. Forecasts are not common in Sweden, but perhaps they are more 

common for big international investors and for a country or region’s economy 

rather than just its currency. 

6.2.2 Currency War 

Are so-called safe haven currencies really as safe as they have historically been? 

The sharp depreciation of JPY shows that history does not need to be a relevant 

guideline for how the future will look like. This might indicate continued 

fluctuations on the market in the same unpredictable way as historically. The 

fact that it is just a few countries competing can also be an indication of low 

geographical spread of this so-called war.   

6.2.3 Future Currency Market 

The beliefs of the future currency market amongst the interviewees differ, but 

they all think the SEK will continue to be strong a few years from now. A strong 

SEK means expensive property values for international investors, but they will 

probably continue to invest in Sweden because of the low risk, which also means 

low, but stable, yields. 

 

There are several possible outcomes for the EUR according to the respondents. 

According to this and historical data, it might indicate that it is impossible to 

predict future fluctuations, compositions and other typical currency 

characteristics for the EUR as well as for any other currency. 

 

The globalizing market will continue to increase; meaning the importance of 

managing currency risk exposure will do the same.  
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7. CONCLUSIONS 

7.1 Summary of Findings 

The currency risk does not play an instrumental role when Swedish 

international investors are making investments; most investors seem to think it 

should not be a factor. The hedging strategies used on the market seem to 

primarily be debt and different derivatives. Most of the Swedish companies have 

very low exposure to other currencies, but still hedge most of the risk. There is 

not a lot of active management of the currency risk that has been found, which 

means the respondents either hedge everything or nothing, but most commonly 

all of the risk. Only one of the respondents is actively managing the currency risk 

and could theoretically take on some risk, but most possibly they will not. For the 

Swedish investors, it is relatively inexpensive to hedge the currency risk, which 

makes it less necessary trying to find an easier and less expensive method. For 

foreign investors on the other hand, there might be a greater need for a cheaper 

instrument. 

 

The risk is well understood from the investors in the sense that they do not want 

to take it on, but it seems to be some anxiousness about actually taking the risk 

and manage it in a way to be able to gain from it. 

 

The currency exposure when investing in real estate is somehow different than 

in many other businesses in the fact that it is both a transaction, and periodical 

cash-flows and then there might be an exit on an unknown day in the future 

which make the hedging strategies different in this type of business.  

 

The general opinion of the future currency market is that it will continue to 

fluctuate in the same way it has historically done.  No big changes will appear on 

the market in general or in the Euro-zone in the nearest future. Amongst the 

respondents, there were split views in the long-term future of the EUR. This can 

be seen as one indication of how extremely difficult it is to forecast currency 

fluctuations. 
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To recap, currency risk does not play an important role today, both because of 

the low exposure to it and the low risk aversion on the real estate market. If the 

exposure were to change, the risk perception might also change, and this is 

absolutely a possibility on the currently internationalizing market. 

 

7.2 Further Research Suggestions 

It would be interesting to see how real estate investors has changed their 

international investment strategy after the Swedish real estate crisis at the end 

of 1980’s and beginning of 1990’s. 

 

Because of geographical matters, it was easier to make this study mostly on the 

Swedish market, but another research with more international focus would be 

interesting. 

 

A study of the changes in the value of real estate in Sweden if the rents were 

changed to EUR would be exciting to read. 

 

Do fund investors have clearer strategies of handling the currency risk since they 

have other assets as well?  
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APPENDICES 

Appendix 1 - Interview Questions – Real Estate investors 

Appendix 1.1 - Swedish Interview Questions – Real Estate investors 

1. Har ni investeringar i utländska fastigheter som är denominerade i svenska 

kronor? 

2. Har ni investeringar i utländska fastigheter som är denominerade i den 

lokala valutan? 

3. Hur stor del (procentuellt) av era fastighetstillgångar finns utomlands? 

4. Hur stor del (procentuellt) eget kapital används i snitt vid en 

fastighetsinvestering utomlands? 

5. Är valutarisken en risk ni tar hänsyn till vid internationella investeringar? 

5.1 Om nej, varför inte? 

6. Använder ni intern eller extern riskhantering (valutarisk)? 

7. Vem är ansvarig för valutariskhantering (alt. Risker generellt) i ert företag? 

8. Hedgar ni denna risk? 

8.1 Om ja, hur många procent av risken hedgas? 

8.1.1 Vilken metod använder ni vid hedging? 

8.1.2 Ungefär hur många procent av er fastighetsportfölj är exponerad för 

valutarisk innan hedging? Hur mäts denna exponering? 

8.1.3 Ungefär hur många procent av er fastighetsportfölj är exponerad för 

valutarisk efter hedging? Hur mäts denna exponering? 

8.2 Om nej, varför har ni valt att inte hedga? 

9. Ser ni ibland valutaexponeringen som en hävstång för att ge högre 

avkastning? 

10. Tycker du att risken för stora valutafluktuationer har ökat de senare åren? 

(5-10 år) 

11. Gör ni prognoser för valutasvängningar innan en internationell investering? 

12. Har valutarisken någonsin varit avgörande för att stoppa en potentiell 

investering? 
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13. Undviker ni investeringar i några särskilda länder på grund av för hög 

valutarisk? 

13.1 Om ja, vilka länder? 

14. Uppfattar ni att någon skillnad föreligger då kronan är stark respektive svag 

vid: 

a) Riskhantering   

b) Investeringsbenägenhet 

15. Vad tycker du kan förbättras kring valutariskhanteringen i ert företag? 

16. Hur tror du att framtiden ser ut? (5-10 år)Valutafluktuationer? Hedging? 

Appendix 1.2 - English Interview Questions – Real Estate investors 

1. Have you invested in foreign real estate which is denominated in SEK? 

2. Have you invested in foreign real estate which is denominated in the local 

currency? 

3. How much (in percentage) of your real estate assets are located abroad? 

4. How much (in percentage) equity is in average used in an international real 

estate investment? 

5. Do you consider the currency risk when making international investments? 

5.1 If no, why not? 

6. Do you use internal or external risk management (currency risk)? 

7. Who is responsible for the currency risk management (alt. risks in general) 

at your company? 

8. Do you hedge this risk? 

8.1 If yes, how many percent of this risk is being hedged? 

8.1.1 Which hedging method do you use? 

8.1.2 Approximately how many percent of your real estate portfolio is 

exposed to currency risk before hedging? How do you measure the 

exposure? 

8.1.3 Approximately how many percent of your real estate portfolio is 

exposed to currency risk after hedging? How do you measure the 

exposure? 

8.2 If no, why have you chosen not to hedge? 
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9. Do you sometimes see the currency risk exposure as a leverage to get higher 

yield? 

10. Do you think the risk for big currency fluctuations has increased over the 

latter years? (5-10 years) 

11. Do you make forecasts of currency fluctuations before an international real 

estate investment? 

12. Has the currency risk ever been the reason not to make a potential 

international investment? 

13. Do you avoid investing in any countries because of high currency risk? 

13.1 If yes, which countries? 

14. Do you perceive any difference when your country’s currency is strong 

versus weak in: 

a) Risk management 

b) Investment propensity 

15. What do you think your company can improve about the currency risk 

management? 

16. How do you think the future looks? (5-10 years) Currency fluctuations? 

Hedging? 

 

Appendix 2 - Interview Questions – Banks 

Appendix 2.1 - Swedish Interview Questions – Banks 

1. Har ni kunder som investerar internationellt i fastigheter i deras egen 

valuta? 

2. Har ni kunder som investerar internationellt i fastigheter i den lokala 

valutan? 

3. Hur stor del banklån uppfattar du ges i snitt vid en fastighetsinvetering:  

a) För svenska fastighetsbolag utomlands? 

b) För utländska fastighetsbolag i Sverige? 

4. Är valutarisken en risk ni tar hänsyn till vid kreditgivning till internationella 

investeringar? 

4.1 Om ja, även till fastighetsinvesteringar?  
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4.2 Om nej, varför inte? 

5. Vilka instrument erbjuder ni era kunder för att hantera valutarisken? 

6. Hur mäter ni valutariskexponeringen i en portfölj/investering? 

7. Hur uppfattar ni förståelsen för valutarisken generellt i företag respektive 

fastighetsbolag? 

8. Tycker du att risken för stora valutafluktuationer har ökat de senare åren? 

(5-10 år) 

9. Gör ni prognoser för valutasvängningar innan finansiering av en 

internationell investering? 

10. Har valutarisken någonsin varit avgörande för att stoppa er att från att 

finansiera en potentiell fastighetsinvestering? 

11. Undviker ni att finansiera investeringar i några särskilda länder på grund av 

för hög valutarisk? 

11.1 Om ja, vilka länder? 

12. Uppfattar ni att någon skillnad föreligger då kronan är stark respektive svag 

vid: 

a) Riskhantering   

b) Investeringsbenägenhet 

13. Vad tycker du kan förbättras kring valutariskhanteringen?  

14. Hur tror du att framtiden ser ut? (5-10 år)Valutafluktuationer? Hedging? 

Appendix 2.2 - English Interview Questions – Banks 

1. Do you have clients who invest in foreign real estate which is denominated 

in SEK? 

2. Do you have clients who invest in foreign real estate which is denominated 

in the local currency? 

3. How much bank loan do you think is given on average when making a real 

estate investment:  

a) For Swedish investors abroad? 

b) For foreign investors in Sweden? 

4. Do you consider the currency risk when granting loans to international 

investments? 
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4.1 If yes, also international real estate investments? 

4.2 If no, why not? 

5. Which instruments do you offer your clients to manage the currency risk? 

6. How do you measure the currency risk in a portfolio/investment? 

7. How do you perceive the understanding for the currency risk among 

companies versus real estate investors? 

8. Do you think the risk for big currency fluctuations has increased over the 

latter years? (5-10 years) 

9. Do you make forecasts of currency fluctuations before financing an 

international real estate investment? 

10. Has the currency risk ever been the reason not to finance an international 

investment? 

11. Do you avoid financing investments in any countries because of high 

currency risk? 

11.1 If yes, which countries? 

12. Do you perceive any difference when your country’s currency is strong 

versus weak in: 

a) Risk management 

b) Investment propensity 

13. What do you think can be improved about the currency risk management? 

14. How do you think the future looks? (5-10 years) Currency fluctuations? 

Hedging? 

 

Appendix 3 - Interview Questions – Consultancy Firms 

Appendix 3.1 - Swedish Interview Questions – Consultancy Firms 

1. Har ni kunder som investerar internationellt i fastigheter i deras egen 

valuta? 

2. Har ni kunder som investerar internationellt i fastigheter i den lokala 

valutan? 
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3. Hur stor del banklån uppfattar du ges i snitt vid en fastighetsinvetering:  

a) För svenska fastighetsbolag utomlands? 

b) För utländska fastighetsbolag i Sverige? 

4. Är valutarisken en risk du uppfattar att internationella investerare tar 

hänsyn till? 

4.1 Om nej, varför tror du att de inte gör det? 

5. Hur uppfattar ni förståelsen för valutarisken hos fastighetsbolag? 

6. Har ni kompetens att bistå internationella investerare med handledning 

kring valutarisken? 

7. Tycker du att risken för stora valutafluktuationer har ökat de senare åren? 

(5-10 år) 

8. Händer det att investerare undviker investeringar på grund av valutarisken? 

9. Undviker investerare att investera i några särskilda länder på grund av för 

hög valutarisk? 

9.1 Om ja, vilka länder? 

10. Uppfattar ni att någon skillnad föreligger då kronan är stark respektive svag 

vid: 

a) Riskhantering   

b) Investeringsbenägenhet 

11. Vad tycker du kan förbättras kring valutariskhanteringen? 

12. Hur tror du att framtiden ser ut? (5-10 år)Valutafluktuationer? Hedging? 

Appendix 3.2 - English Interview Questions – Consultancy Firms 

1. Do you have clients who invest in foreign real estate which is denominated 

in SEK? 

2. Do you have clients who invest in foreign real estate which is denominated 

in the local currency? 

3. How much bank loan do you think is given on average when making a real 

estate investment:  

a) For Swedish investors abroad? 

b) For foreign investors in Sweden? 
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4. Do you think investors consider the currency risk when making an 

international investment? 

4.1 If no, why do you think they do not? 

5. How do you perceive the understanding for the currency risk among real 

estate investors? 

6. Do you have the expertise to assist international investors with guidance on 

the currency risk? 

7. Do you think the risk for big currency fluctuations has increased over the 

latter years? (5-10 years) 

8. Do investors sometimes avoid making investments because of the currency 

risk? 

9. Do they avoid investing in any countries because of high currency risk? 

9.1 If yes, which countries? 

10. Do you perceive any difference when your country’s currency is strong 

versus weak in: 

a) Risk management 

b) Investment propensity 

11. What do you think can be improved about the currency risk management? 

12. How do you think the future looks? (5-10 years) Currency fluctuations? 

Hedging? 
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Appendix 4 - Currency Regimes 

 

Pegged to US Dollar Pegged to Euro 
Pegged to 

Other 
Currencies 

European 
Monetary 

Union 

Limited 
Flexibility 

Managed 
Floating 

Independent 
Floating 

Antigua & Barbuda Benin Bhutan Austria Belarus Afghanistan Albania 
Aruba Bosnia & 

Herzegovina 
Botswana Belgium Bolivia Algeria Armenia 

Bahamas Brunei Cyprus China, PR Angola Australia 
Bahrain Bulgaria Cape Verde Estonia Costa Rica Argentina Brazil 
Barbados Burkina Faso Fiji Finland Denmark Azerbaijan Canada 
Belize C. Africa Rep. Jordan France Honduras Bangladesh Chile 
Djibouti Cameron Kuwait Germany Hungary Burundi Colombia 
Dominica Chad Latvia Greece Israel Cambodia Congo, DR 
East Timor Comoros Lesotho Ireland Malaysia Croatia Dominican Rep. 
Ecuador Congo Libyan AJ Italy Nicaragua Czech Rep. Guatemala 
El Salvador Côte d'Ivoire Morocco Luxembourg Romania Egypt Iceland 
Grenada Equatorial 

Guinea 
Namibia Malta Solomon 

Islands 
Eritrea Japan 

Hong Kong, PRC Nepal Netherlands Ethiopia Korea, Rep. 
Iraq Gabon Samoa Portugal Tonga Gambia Liberia 
Kiribati Guinea-Bissau Suriname Slovak Rep. Tunisia Georgia Madagascar 
Lebanon Lithuania Swaziland Slovenia Uruguay Ghana Malawi 
Maldives Macedonia Vanuatu Spain Venezuela Guinea Mexico 
Marshall Islands Mali 

 
  

 
Guyana New Zealand 

Micronesia Niger 
   

Haiti Norway 
Oman Senegal 

   
India Papua New Guinea 

Palau Togo 
   

Indonesia Philippines 
Panama 

    
Iran Poland 

Qatar 
    

Jamaica Sierra Leone 
Saudi Arabia 

    
Kazakhstan Somalia 

St. Kitts & Nervis 
    

Kenya South Africa 
St. Lucia 

    
Kyrgyz Rep. Sri Lanka 

St. Vincent & the 
Grenadines     

Laos Sweden 

    
Mauritania Switzerland 

Syria 
    

Mauritius Tanzania 
Turkmenistan 

    
Moldova Turkey 

Ukraine 
    

Mongolia Uganda 
United Arab Emirates   

   
Mozambique United Kingdom 

Zimbabwe 
    

Myanmar United States 

     
Nigeria Yemen 

     
Pakistan  

     
Paraguay 

 
     

Peru 
 

     
Russia 

 
     

Rwanda 
 

     
São Tomé & 
Principe  

      
     

Serbia 
 

     
Singapore 

 
     

Sudan 
 

     
Tajikistan 

 
     

Thailand 
 

     

Trinidad & 
Tobago 

 
     

Uzbekistan 
 Source:  Eun and Resnick, 2007 

   
Vietnam 

   and ECB, 2013 (b) 
   

Zambia 
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Appendix 5 - Swedish Real Estate in Different Currencies 
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