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ECONOMY OVERVIEW

This quarter began with a final decision from
the Japanese government to implement the
planned hike in consumption taxes in April

) 2014, aimed at restoring national finances.
iy Against the anticipated reactionary fall in
domestic demand associated with the hike, a total of 5.5 trillion JPY in
stimulus packages to offset the negative impacts is highly likely in
spring 2014. From a macroeconomic standpoint, despite the slower
GDP growth rate of 0.3% (quarter-on-quarter, seasonally adjusted) in
the previous quarter, this quarter is forecast to see a pick-up in GDP
growth in anticipation of a resurgence in domestic demand by front-
loaded demand due to the upcoming hike in consumption tax. Going
forward, investment activities which have been driven largely by the
non-manufacturing sector are forecast to filter down to the
manufacturing sector, as evidenced by the latest double-digit growth
of machine tool sales, a prominent leading indicator for the
manufacturing sector’s business sentiment.

RISE IN AFFORDABLE RENT WITH TIGHTENING GRADE
A MAREKT

Business sentiments for both the manufacturing sector (driven by a
weakened Japanese Yen) and non-manufacturing sector (driven by
domestic demand), have improved considerably as reported in the
latest quarterly Tankan Survey, which is regarded as the prevailing
business confidence indicator. As witnessed by a higher level of net
absorption for all Grades in this quarter, the market has been
gradually moving forward with increased inquiries from tenants,
additional leased floor space in existing premises, and increased
demand for relocation with expansion. These indicators prove that
the economic recovery has gradually filtered into office demand for
the corporate sector, which has been gearing up for business
expansion with an offensive stance, although the pace differs
depending on the business sector. Vacancy rates for Tokyo 2 Wards
(Shinjuku, Shibuya) and for Grade A each fell by a significant 0.4
percentage point, and rents for both have bottomed out. With the
markets moving forward, tenants have taken up additional floors in
anticipation of a hike in rents, but scarcity for attractive buildings is
not prevalent yet due to remaining vacant space in the All Grade
market. The choices of attractive premises has narrowed down, as
witnessed by cases of tough competition by multiple bidders on
available space for tenants. With regards to rental levels in the Grade
A market, tenants are likely to be pliable and accept higher asking
rents which have been raised by landlords, because tenants sense a
tightening in the Grade A market. A consequent rise in affordable
rent is likely. Unlike a tenant-dominated market where landlords must
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largely compromise to successfully reach lease agreements as
experienced during the last recession, the market has shifted to a one
where both parties will try to compromise to reach an agreement.

OUTLOOK

Grade A office demand is forecast to grow, driven by the
manufacturing sector, given the stabilized Yen at its weakened level of
above 100 JPY, as well as the non-manufacturing sector which is
sustained partly by the 5.5 trillion JPY in stimulus packages. Despite
the concentration of construction completions scheduled during the
first half of 2014, vacancy rates are anticipated to trend downwards,
although temporary increases in the rates are expected. This market
trend is forecast to continue to drive the average rental levels up.

GRADE A STATS ON THE GO

MONTH
FORECAST

04 2012 04 2013 Y-0-Y 12
CHANGE
Overall Vacancy 2.7% 3.5% +0.8%
Direct Asking Rents (US$/sflyr) 80.84 84.07 +4.0%
YTD Leasing Activity (sf) 3,042,401 1,052,267 -1,990,134

GRADE A RENTAL VS. VACANCY RATES
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ALL GRADES CBD LEASING ACTIVITY VS. ABSORPTION
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TOKYO - ALL GRADES

SUBMARKET  INVENTORY  OVERALL YTD UNDER YTD YTD ALL GRADE AVERAGE NET RENT#*

(TSUBO*) ~ VACANCY LEASING CONSTRUCTION CONSTRUCTION  OVERALL

RATE  ACTIVITY (TSUBO) COMPLETIONS NET
(TSUBO) (TSUBO) ABSORPTION ' |py/TSUBO/MTH US$/SF/YR EURO/SF/YR

(TSUBO)
CBD 10,871,700 6.5% 853,728 325,984 112,424 275,521 12,069 39.03 2851
Chiyoda 8,260,598 6.5% 638,442 82,105 44,508 223,598 10,932 3535 25.82
Chuo 85,466 48,347 11,569 3741 27.33
Minato 124,401 18,090 12,730 41.16 30.07
Shinjuku 2,611,102 6.6% 212,286 2,658 342 51,923 11,616 37.56 27.44
Shibuya 31,354 1,137 14,579 47.14 34.44

* | Tsubo is approximately 3.3sqm and 35.58 sq.ft.; | Euro =142.77 JPY; | USD =104.29 JPY; As of 23 December 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

Kyobashi Trust Tower Chuo -Ward Kubota (Manufacturing) A 108,031

Aoyama OM-SQUARE Minato-Ward Aucnet (Auction) A 35,583

Roppongi Hills Mori Tower Minato-Ward enish (Social Game) A 23,129

Signiﬁcant Q3 2013 Sale Transactions SUBMARKET BUYER PURCHASE PRICE / SQUARE FEET
$PSF

Gran Park BLDG. Minato -Ward Premier Investment Corporation 11,490 M JPY Gross Floor Area:

223,497

River Side Yomiuri BLDG. Chuo -Ward SPC of Aviva Investors & Secured Unknown Gross Floor Area:

Capital Investment Management 591.402

Nisseki Shibuya BLDG. Shibuya-Ward Daiwa Office Investment Corporation 7,000 M JPY Gross Floor Area:

89,776

Signiﬁcant Q3 2013 Construction ComP|etions SUBMARKET MAJOR TENANT COMPLETION DATE SQUARE FEET

Rebuilding Yomiuri Shimbun Bldg. Chiyoda-Ward - October 2013 Gross Floor Area:962,384

(Rentable Area: 85,392)

Significant Projects Under Construction SUBMARKET MAJOR TENANT COMPLETION DATE SQUARE FEET

Nishishimbashi | chome Development Minato -Ward Nippon Suisan Kaisha (Food) April 2014  Gross Floor Area:591,421

(Rentable Area:96,878)

Toranomon Hills Minato -Ward ASATSU-DK (Advertising) June 2014  Gross Floor Area:2,630,355

(Rentable Area:1,062,002)

lidabashi Gran Bloom Chiyoda-Ward - June 2014  Gross Floor Area:1,327,804

(Rentable Area: 669,025)

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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