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EXECUTIVE SUMMARY

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 pickup of 1.1%,
according to the Japan Center for Economic Research. The
Japanese government assigned six National Strategic Special
Zones—Tokyo, Osaka, Okinawa, Niigata, Yabu and
Fukuoka—which aim to reform industries including life
sciences, tourism and agriculture with bold deregulations. As
for the impact of deregulations on the property industry, an
easing of the policy to increase floor area ratio to site is
highly likely and is expected to boost property prices and
investment activities in these Zones, helped by a low
borrowing cost of 0.64% for Japanese government bond (10
years) at the end of March.

The market is heated, witnessed by yield compressions and

increased sales volume as a result of narrowed gaps in
pricings between buyers and sellers.

s
csssnsanan

I
“\")

Ql 2014

P ]
s BEEEEEEEEERER

R
IE'E‘
L | I" 1] i‘l.

.

In addition to J-REITs, value-added and opportunistic fund
buyers became more aggressive in the first quarter as long as
they were confident of the bidding price during their exit,
including estimated reselling prices. Looking at the
fundamentals, office rents across all grades are expected to
finally stop declining and start rising gradually in the market.
This turning point of the market is highly likely to encourage
buyers.

Going forward, yields are anticipated to be compressed
further and transaction volume is expected to accelerate as
price gaps between buyers, particularly foreign investors, and
sellers increasingly narrow in more cases across sectors and
cities.
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ECONOMIC 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 pickup of 1.1%, according to the Japan
Center for Economic Research. This is driven by the anticipated
domestic demand, including household consumption and corporate
sector investments, which are frontloaded due to the upcoming
hike in consumption tax in April.

INVESTMENT ENVIRONMENT & STOCK MARKET

The Japanese government assigned six National Strategic Special
Zones—Tokyo, Osaka, Okinawa, Niigata, Yabu and Fukuoka—
which aim to reform industries including life sciences, tourism and
agriculture with bold deregulations. As for the impact of the
deregulations on the property industry, an easing of the policy to
increase floor area ratio to site is highly likely and expected to
boost property prices and investment activities in these Zones,
helped by a low borrowing cost of 0.64% for Japanese government
bond (10 years) at the end of March. The rates are anticipated to
remain as low as below 1.0% for the next couple of years, if
monetary-easing policies should continue. Although stock prices
and J-REIT indexes have not seen any rise over the first quarter,
business performances in both manufacturing and non-
manufacturing sectors have improved and are sustained by a
stabilized Japanese Yen, despite at a relatively weak level of over
100 Japanese Yen against the US Dollar, witnessed by the latest
quarterly Tankan Survey which is regarded as the prevailing
business confidence indicator.

CAPITAL TRANSACTION MARKET & OUTLOOK

IPOs continued in J-REITs in the first quarter; for instance, Hulic
REIT which is comprised of a variety of assets under management
including office, retail and next-generation assets such as nursing
homes and infrastructures. Although the number of properties for
sale remained limited in the first quarter, the market is heated,
witnessed by yield compressions and increased sales volume as a
result of narrowed price gaps between buyers and sellers.

In addition to J-REITs, value-added and opportunistic fund buyers
became more aggressive in the first quarter as long as they were
confident of the bidding price in their exit including estimated
reselling prices. On the contrary, transactions by non-funds were
seen, including news of a 30% strata acquisition of a newly
constructed grade A office tower completed in a prime location
(Otemachi Tower by Mizuho Bank) for their own use.

Looking at the fundamentals, office rents across all grades, which
are lagging behind that of grade A, are expected to finally stop
declining and start rising gradually in the market. This turning point
of the market is highly likely to encourage buyers, especially foreign
investors, to bid bullishly as the “no rental growth” prospect
deterred them from aggressively competing with domestic buyers.

Going forward, yields are anticipated to be compressed further and
transaction volume is expected to accelerate as price gaps between
buyers, particularly foreign investors, and sellers increasingly
narrow in more cases across sectors and cities. Buyers are
anticipated to aggressively seek properties outside Tokyo’s CBD.

Rise in rent will encourage

buyers to bid bullishly

STATS ON THE GO

LOCAL CURRENCY US$  Y-0-Y CHANGE IN
(IPY) EQUIVALENT  LOCAL CURRECNY
OFFICE
Investment Volume 603.5 billion 5.897billion 20%
Price 2,790,008 per Tsubo  766.15 per SF -8.4%
RETAIL
Investment Volume 83.8 billion 0.819 billion -43.0%
Price 2,038,593 per Tsubo  559.81 per SF -23.1%
INDUSTRIAL
Investment Volume 45.2billion 0.442 billion 33%
Price 790,165 per Tsubo  216.98 per SF 0.2%
YIELD 04 2013 Q-0-Q CHANGE Y-0-Y CHANGE
Office 4.94% -0.05pp -0.24pp
Retail 4.98% -0.24pp -0.67pp
Industrial 6.05% 0.30pp -0.14pp

Exchange Rate: | USD = 102.34 Yen as of 23 March 2014
Source: Real Capital Analytics, Cushman & Wakefield Research
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THE QUARTERLY TANKAN SURVEY
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PROPERTY & STOCK PRICE INDEX
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YTD INVESTMENT VOLUME BY SECTOR
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OFFICE TRANSACTIONS OVERVIEW & OUTLOOK

Accompanied by resumed yield compression, office investment
volume in the first quarter jumped considerably from 258.5 billion
Japanese Yen in fourth quarter 2013, to 603.5 in first quarter 2014
as a result of narrowed price gaps between buyers and sellers. This
upmarket was driven largely by J-REITs, value-add and opportunistic
fund buyers. However, transactions by non-funds were seen,
including Kokusai Akasaka Building by Sekisui House for the
purpose of leasing. Going forward, yields are anticipated to be
compressed further and transaction volume is expected to
accelerate as price gaps between buyers, particularly foreign
investors, and sellers increasingly narrow in more cases.

CAPITAL VALUE AND YIELD — OFFICE
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RETAIL TRANSACTIONS OVERVIEW & OUTLOOK

Retail investment volume in the first quarter is estimated to
maintain the same level as in fourth quarter 2014 because of a
couple of large-sized deals. Yield has declined by over 30 basis
points to less than 5%, driven by deals between individuals, trading
companies and funds in Tokyo’s main markets, including the Ralph
Lauren Building in Jingumae of Shibuya Ward and Holon L in Kita
Aoyama of Minato Ward. Going forward, yields are forecast to be
compressed further and transaction volume is expected to
accelerate as gaps between buyers and sellers are already very
small due to aggressive retail buyers.

CAPITAL VALUE AND YIELD — RETAIL
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INDUSTRIAL TRANSACTIONS OVERVIEW & OUTLOOK

In contrast, industrial investment volume in the first quarter
declined considerably from 96.7 billion Japanese Yen in fourth
quarter 2013, to 45.2 billion Japanese Yen in first quarter 2014
because of a lower number of large-sized deals than the previous
quarter. Yield has jumped by 30 basis points to just over 6%, driven
by transactions with higher yields by J-REITs although some funds
contributed to compressing average yields. Going forward, yields
are forecast to compress a little, justified by an anticipated rental
hike, especially by competitive facilities. This hike is believed to be
derived from the likely pass-through of a steep rise in construction
costs, including labor and material costs.

CAPITAL VALUE AND YIELD — INDUSTRIAL
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CONCLUSION

The Japanese government assigned six National Strategic Special The market is heated, witnessed by yield compressions and
Zones—Tokyo, Osaka, Okinawa, Niigata, Yabu and Fukuoka— increased sales volume as a result of narrowed price gaps between
which aim to reform industries including life sciences, tourism and buyers and sellers. Looking at the fundamentals, office rents across
agriculture with bold deregulations. As for the impact of all grades are expected to finally stop declining and start rising
deregulations on the property industry, an easing of the policy to gradually in the market. This turning point of the market is highly
increase floor area ratio to site is highly likely and expected to likely to encourage buyers.

boost prope rices and investment activities in these Zones, . . -
property p Going forward, yields are anticipated to be compressed further and

helped by a low borrowing cost of 0.64% for Japanese government . . .
A transaction volume is expected to accelerate as price gaps between

bond (10 years) at the end of March. Also, business performances . - . .
buyers, particularly foreign investors, and sellers increasingly

for both manufacturing and non-manufacturing sectors have . -,
narrow in more cases across sectors and cities.

improved.

MAJOR TRANSACTIONS

PROPERTY NAME PROPERTY TYPE DISTRICT / SUBMARKET PURCHASER AREA / GFA CONSIDERATION / PURCHASE PRICE UNIT PRICE

SF US$ MILLION YEN MILLION USS/SF
Otemachi Tower Office Chiyoda Ward/ Otemachi Mizuho Bank 1,227,088 1,739.3 178,000 1,417
Kokusai Akasaka Building Office Minato -Ward / Akasaka Sekisui House 674,765 723.1 74,000 1,072
Nakano Central Park East Office Nakano -Ward / Nakano AXA Real Estate 420,060 371.3 38,000 884
Ralph Lauren Bldg Retail Shibuya-Ward / Jingumae Mitsubishi Corporation 59,815 344.0 35,200 5,750
KDX Toyosu Office Koto -Ward / Shinonome Kenedix JV Kenedix 526,205 338.089 34,600 643
Grandsquare.. Private REIT

Exchange Rate: | USD = 102.34 Yen as of 23 March 2014
Source: Real Capital Analytics, 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 a construction company designing shopping malls and residential blocks. He further expanded this scope as a project manager for a
variety of developments such as schools and nursing homes. 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 analysed the
investment market and various property indexes.

(Visiting researcher of Waseda University, Member of the Japanese Association of Real Estate Financial Engineering, First Class Architect)
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For more information about
C&W Research, contact:

Sigrid Zialcita

Managing Director, Research,
Asia Pacific

+(65) 6535 3232

sigrid.zialcita@ap.cushwake.com

Keisuke Yanagimachi

Head of Research, Japan

+(81 3)3596 7098
keisuke.yanagimachi@ap.cushwake.com

For more information about
C&W Capital Markets, please contact:

Yoshiyuki Tanaka

Representative Director &

President of Investment Advisors K.K.
Japan

+(81 3)3596 7031
yoshiyuki.tanaka@ap.cushwake.com

Cushman & Wakefield (C&W) is known the world-over as an industry knowledge leader. Through
the delivery of timely, accurate, high-quality research reports on the leading trends, markets around
the world and business issues of the day, we aim to assist our clients in making property decisions
that meet their objectives and enhance their competitive position.

In addition to producing regular reports such as global rankings and local quarterly updates available
on a regular basis, C&W also provides customized studies to meet specific information needs of

owners, occupiers and investors.

Cushman & Wakefield is the world’s largest privately-held commercial real estate services firm. The
company advises and represents clients on all aspects of property occupancy and investment, and has
established a preeminent position in the world’s major markets, as evidenced by its frequent
involvement in many of the most significant property leases, sales and assignments. Founded in 1917
it has 250 offices in 60 countries and more than 16,000 employees. It offers a complete range of
services for all property types, including leasing, sales and acquisitions, equity, debt and structured
finance, corporate finance and investment banking, corporate services, property management,
facilities management, project management, consulting and appraisal. The firm has more than $2.2
billion in assets under management globally. A recognized leader in local and global real estate
research, the firm publishes its market information and studies online at

www.cushmanwakefield.com/knowledge.

This report has been prepared solely for information purposes. It does not purport to be a complete
description of the markets or developments contained in this material. The information on which
this report is based has been obtained from sources we believe to be reliable, but we have not
independently verified such information and we do not guarantee that the information is accurate or

complete. Published by Corporate Communications.

©2014 Cushman & Wakefield, Inc. All rights reserved.
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