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Abstract: The exility of the land decides that the Real Estates has two attributes, one is the
consuming attribute and the other is the investment attribute. As an investment product, absent of
the rational guage, the current price of a given house will anchor to the historical markup and the
current price around, which will result in a departure of the inherent value. In fact, under that
situation, the price will only depend on the expected capital gain. To smooth the housing price, we
need a rational guage. REITs, base on the stable dividend and focus on the expected rent, favor to
the rational price system. In Japan, Singapore and western countries, REIT has been endowed the
important task of leading the price of Real Estates to go rational. And in Asia, it does function.
How did it happen? The paper explains the REITs function by a Makowitz Model. It shows that in
a country with a relative complete capital market, like US market, the investment in House Entity
(not in REITs) is not on the front of the effective portfolio. In that case, the introduction of REITs
will have no effect on the housing price. However, in China, absent of the corporate bonds and
other structured financial products, the completeness of the capital market is quite low. The
Housing Purchase is included in the effective portfolio. Under that situation, the introduction of
the REITs will absorb part of the principle investment in House Entity and Stocks, which will
result in a 40% less of investment demand in House Entity. This will restrain the form of the
bubble.
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