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MARKETBEAT
OFFICE SNAPSHOT

TOKYO, JAPAN

A Cushman & Wakefield Alliance Research Publication

ECONOMIC OVERVIEW

The Liberal Democratic Party, together with its
coalition partner, won the House of Councilors
election again in July by an overwhelming
majority, following its previous win in the
House of Representatives last November. Due

to these two victories, the coalition has a strong mandate for its
policies moving forward. As such, stock prices have stabilized over
the quarter and the JPY has weakened against the US$ over the same
period. Although it is premature to say that the bold monetary easing
policies of the administration have been a success, the investment
environment has improved and improved cash flows for the
corporate sector are gaining momentum through increased lending
activity. The Japanese economy in 3Q 2013 is forecast to see stable
GDP growth, after posting 0.9% (Q-0-Q, seasonally adjusted) growth
in the previous quarter. Implementation of the proposed hike in the
consumption tax is highly likely, with the aim of restoring national
finances. Details of the growth strategy are due to be launched this
autumn. Together with this strategy, the Tokyo 2020 Olympic and
Paralympics Games are expected to further push forward the
economic recovery with increased confidence across the board.

SIGNAL OF MARKET TREND CHANGE

Business sentiments for both of manufacturing and non-manufacturing
sectors have improved rapidly driven by domestic demand as
indicated in the “QUICK Tankan” Monthly Survey in September. Yet
it will take some time to see demand driven growth for office space
corresponding to this recovery. Net absorption was at a low level
this quarter for both the Grade A and All Grades markets. This is
partly attributed to the fact that a majority of relocations by
multinational firms were still driven by the need to consolidate and
focused on the efficient use of space. Reduction of occupancy costs
including decreased space were also a priority, while relocations
driven by a need for increased space also appeared. On the other
hand, tenant momentum maintained the same level as the previous
quarter with a stable volume of overall leasing activity. As such, the
vacancy rate was flat for Grade A, and the rate slightly decreased for
All Grades. Similarly rents were almost flat partly because the rise in
overall affordable rent has not been realized yet although tenants
selectively seeking for a ‘good bargain’ with a continually strong cost-
conscious stance. However, the current market is believed to be
entering a transition’ from a tenant dominated market to a landlord
market. On the one hand, tenant preferential terms and conditions
evident throughout 2012 continued, with new spaces coming on the
market from new construction completions were leased with notable
reduction of rents in many cases. On the other hand, landlords of
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competitive buildings which already attained higher occupancy rates
have gradually become bullish with an increase in asking rents and less
attractive incentives such as shortened free rent periods.

OUTLOOK

Grade A office demand is forecast to grow, but lagging behind the
economic recovery. Thus, the vacancy rates, helped by fewer
construction completions scheduled over the rest of the year, are
anticipated to trend downward and drive average rental levels up
from late-2013 through early 2014. Due to this, forecasted rental
levels and lease terms and conditions for competitive buildings are
forecast to become more advantageous to the landlords in many
cases.

GRADE A STATS ON THE GO

03 2012 03 2013 ¥-0-Y 12 MONTH
CHANGE ~ FORECAST

Overall Vacancy 4.1% 3.9% -0.2%
Direct Asking Rents (US$/sflyr) 107.91 87.10 -20.81 P

YTD Leasing Activity (sf) 2,842,281 896,128 -1,946,153

GRADE A RENTAL VS. VACANCY RATES
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TOKYO - ALL GRADES

SUBMARKET INVENTORY (TSUBO¥)  OVERALL  YTD LEASING UNDER m D OVERALL ALL GRADE AVERAGE NET RENT*
VACANCY ATy CONSTRUCTION CONSTRUCTION NET ABSORPTION
s (TSUBO) (TSUBO) HLBLAILE (TSUBO)

(TSUB0) JPY/TSUBO/MTH USSR EURO/SFAVR
CBD 11,120,855 67% 637,584 284,941 105,091 207,699 12,100 4133 30.62
Chiyoda 8,512,359 6.6% 478,547 81,410 40,355 167,699 10,999 37.57 27.84
Chuo 61,113 48,540 11,767 4019 29.78
Minato 125,599 15,262 12,730 4348 3222
Shinjuku 2,608,495 7.0% 159,037 2,824 59 40,000 11,558 39.48 2925
Shibuya 13,995 875 14,561 4974 36.85

* | Tsubo is approximately 3.3sqm and 35.58 sq.ft.; | Euro =133.25 JPY; | USD =98.73 JPY; As of 23 September 2013

** Rental rates reflect asking rent including common area management fee

Source: Sanko Estate, Cushman & Wakefield Research

MARKET HIGHLIGHTS

Significant Q3 2013 Lease Transactions SUBMARKET TENANT BUILDING CLASS SQUARE FEET
Ark Hills South Tower Minato -Ward Coca-Cola (Japan) Company A 60,847
Ark Hills South Tower Minato-Ward gloops (Social Gaming) A 50,706
Shinjuku Eastside Square Shinjuku- Ward Soft Bank Technology A 64,050

(Communication)

Significant Q3 2013 Sale Transactions SUBMARKET BUYER PURCHASE PRICE / $PSF SQUARE FEET
Shiba Park BLDG. Minato -Ward Asia Pacific Land Limited, etc 1,024.48 Gross Floor Area: 1,047,267
NBF Nihonbashi Muromachi Center BLDG. Chuo -Ward Mitsui Fudosan 1,627.11 Rentable Area: 175,543
Tokyu Toranomon BLDG. Minato-Ward Tokyu REIT 1,565.41 Rentable Area: 97,054
Significant Q3 2013 Construction Completions SUBMARKET MAJOR TENANT COMPLETION DATE SQUARE FEET
Ark Hills South Tower Minato -Ward Coca-Cola (Japan) Company September 2013 Rentable Area: 347,578
Significant Projects Under Construction SUBMARKET MAJOR TENANT COMPLETION DATE SQUARE FEET
Muromachi East District Development 2-3 Block Chuo-Ward - January 2014 Rentable Area: 210,973
Osaki Wiz Tower Shinagawa-Ward - January 2014 Rentable Area: 206,459
Kyobashi Trust Tower Chuo-Ward - February 2014 Rentable Area: 304,619

Source: Real Capital Analytics, Nikkei Real Estate Market and Cushman & Wakefield Research

For inquiry: Keisuke Yanagimachi, Head of Research Japan, e-mail: keisuke.yanagimachi@ap.cushwake.com

Profile

Keisuke surveys the entire market ranging from developments to leasing and investment markets across all property sectors. Keisuke began his
career at in the construction industry designing shopping malls and residential blocks. He further expanded this scope as a project manager for a
variety of developments. After he got a Masters degree in the UK, Keisuke joined Mizuho Trust & Banking where he got hands on experience in the
Japanese property securitization market. Following that he moved to CBRE and analyzed the investment market and various property indexes prior
to joining C&W.

(Visiting researcher of Waseda University, First Class Architect)
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