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MARKETBEAT
OFFICE SNAPSHOT

TOKYO, JAPAN

A Cushman & Wakefield Alliance Research Publication

ECONOMY OVERVIEW

Although the previous quarter unexpectedly
saw a slowed GDP growth rate of 0.2%
(quarter-on-quarter, seasonally adjusted), this
quarter is forecast to see a pick-up of I.1%
(Japan Center for Economic Research). The
pick-up will be driven by anticipated domestic
demand, including household consumption and corporate sector
investments, which are frontloaded due to the upcoming hike in
consumption tax in April. Following this, we anticipate a reactionary
fall in domestic demand associated with the hike in the next quarter.
Stimulus packages totaling 5.5 trillion JPY are expected to offset the
negative impact of the hike, in conjunction with the increasing
household spending power—a result of wage increases due to strong
corporate performance. Corporate investment activities have been
driven by the non-manufacturing sector. Recently, they have filtered
down to the manufacturing sector, especially within the automotive
and construction material industries. Going forward, investment
activities are forecast to trend upward as evidenced by the significant
growth of machine tool sales (40% in January, 26% in February, year-
on-year)—a prominent leading indicator of business sentiment in the
manufacturing sector.

ROBUST APPETITE FOR UPPER GRADE A BUILDINGS
Business sentiment has improved rapidly from the previous quarter
for both the manufacturing sector (+7 points to 27) and the non-
manufacturing sector (+5 points to 29), as indicated in the monthly
“Quick Tankan” survey in March. An increased number of inquiries
from tenants resulted in relocations by a wide range of industries
including apparel, consulting and financial services. The purpose of
relocations included upgrading location and specifications of premises,
as well as expansion. Because of the expansions, net absorption for all
grades in the first quarter maintained the same level as last year’s
buoyant average, helped also by the many tenants who additionally
leased new floor space in existing premises. As economic recovery
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Grade A office demand is forecast to grow amid the prevailing
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offensive stance of the corporate sector against the backdrop of its

strong performance, despite the anticipated reactionary fall in

domestic demand associated with the hike in the consumption tax.
Thus vacancy rates, helped by the proactive leasing of construction
completions scheduled in the second quarter, are anticipated to trend
downward. This market trend, together with increasingly bullish
landlords, is expected to continue to slowly drive average rental

levels higher.

GRADE A STATS ON THE GO

QI 2013 Ql 2014 Y-0-Y

CHANGE
Overall Vacancy 4.1% 3.1% -1.0%
Direct Asking Rents (US$/sflyr) 82.38 87.32 +6.0%
YTD Leasing Activity (sf) 354,978 220,047 -134,931

GRADE A RENTAL VS. VACANCY RATES
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gradually filters into office demand across the board, the market poC
continued moving forward. In particular, vacancy rates for supply e
across all grades in 2 Central Tokyo Wards (Shinjuku, Shibuya) fell by BOY
a significant 0.7%. Also, the vacancy rate in the CBD kept on a 250
downward trend, supported by tenants’ healthy appetite for 5 206
construction completions coming onto the market in prime locations 2 150
in the first quarter. Reflecting this robust appetite for premises with £ oo
the latest specifications, the range of choices of grade A buildings in ? 50
prime locations has also narrowed. This tightened market witnessed a 0.0
declining trend for grade A vacancy rates from 3.5% in the previous B
quarter to 3.1% in the first quarter, and there was upward pressure -10.0
on rents for grade A buildings, leading to the average rents increasing -15.0
gradually.
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TOKYO - ALL GRADES

SUBMARKET INVENTORY (TSUB0*)  OVERALL  YID LEASING UNDER YID YID OVERALL ALL GRADE AVERAGE NET RENT**
VACANCY ACTIVITY CONSTRUCTION CONSTRUCTION NET ABSORPTION
s (TSUBO) (TSUBO) LRI (TSUBO)

(TSUBO) JPY/TSUBO/NTH USS/SF/YR EURO/SF/YR
CBD 10,830,367 6.3% 155,152 341,100 24,500 44,099 11,903 39.22 2844
Chyods 8,161,097 6.4% 120,009 98,600 1,700 35,761 10,872 35.83 25.98
Chuo 64,700 20,100 11,513 37.94 2751
Minato 128,500 2,500 12,557 4138 30,01
i 2,669,270 5.9% 35,143 18,700 200 8,338 11,170 3681 26.69
Shibuya 30,600 0 14,473 47.69 3458

* | Tsubo is approximately 3.3sqm and 35.58 sq.ft.; | Euro =141.13 JPY; | USD =102.34 JPY; As of 23 March 2014

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

Source: Sanko Estate, Cushman & Wakefield Research

MARKET HIGHLIGHTS

Significant Q1 2014 Lease Transactions SUBMARKET TENANT BUILDING CLASS SQUARE FEET
lidabashi Gran Bloom Chiyoda -Ward Internet Initiative Japan A 227,733
Toranomon Hills Minato-Ward Novartis Pharmaceuticals Japan etc. A 244,599
Otemachi Financial City North Tower Chiyoda-Ward Mitsubishi UF] Morgan Stanley PB Securities A 56,079
Significant Q1 2014 Sale Transactions SUBMARKET BUYER PURCHASE PRICE / $PSF SQUARE FEET
KDX Toyosu Grand Square. Koto -Ward Kennedix JV Kennedix Private REIT 659 Gross Floor Area:
526,205

Hamarikyu Inter City Minato -Ward Japan Excellent 916 Gross Floor Area:
213,428

Ebisu Neonato (14-18F) Shibuya-Ward Japan RE Investment 1,530 Gross Floor Area:
67,146

Significant Q1 2014 Construction Completions SUBMARKET MAJOR TENANT COMPLETION DATE SQUARE FEET
Kyobashi Trust Tower. Chuo-Ward Kubota, LG Electronics February 2014 Gross Floor Area:559,322
(Rentable Area: 304,629)

Muromachi Furukawa Mitsui Bldg. Chuo-Ward Astellas Pharma January 2014 Gross Floor Area:678,149
(Rentable Area: 210,980)

Osaki Wiz Tower Shinagawa-Ward January 2014 Gross Floor Area:321,302
(Rentable Area: 206,469)

Significant Projects Under Construction SUBMARKET MAJOR TENANT COMPLETION DATE SQUARE FEET
Nihombashi Dia BLDG. Chuo-Ward August 2014 Gross Floor Area:323,068
(Rentable Area:107,643)

Toyosu 3-2 District development Koto -Ward August 2014 Gross Floor Area:1,091,238

(Rentable Area:741,910)

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
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