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ECONOMIC OVERVIEW

The previous quarter saw a GDP growth of
1.6% (quarter-on-quarter, seasonally adjusted)
driven by frontloaded demand before the April
hike in consumption tax. Demand came from
investments from both the private sector and
private residence. This quarter is forecast to see a negative GDP
growth rate of -1.2%, according to the Japan Center for Economic
Research, due to a reactionary fall in demand. Nevertheless, the
following quarter appears resilient as investment activities are
forecast to trend upward as evidenced by the significant growth of
machine tool sales (48.7% in April and 24.1% in May, year-on-year),
which is a leading indicator of business sentiment in the manufacturing
sector. Additionally, after the introduction of the Abe Cabinet’s
growth strategy, or ‘third arrow’ in June, foreign corporate

investment into Japan is expected to increase, encouraged by the
series of corporate tax reductions scheduled to start in 2015.

OFFICE MARKET OVERVIEW

Despite the negative GDP growth, business confidence remained
robust for both the manufacturing sector (+25), and the non-
manufacturing sector (+24), as indicated in the “Quick Tankan”
monthly survey in June. This confidence finally filtered down to office
demand from not only larger companies, but also smaller companies
as witnessed by the increase in inquiries. Also, new construction
completions this quarter saw higher occupancy rates than those last
year due to brisk pre-leasing, reflecting this upward trend in office
demand. Many tenants have also increased leased floor space in
existing buildings, rather than opting for full relocation to new
premises. Due to a scarcity of selections for grade A premises in the
middle price range, multiple tenants showed interest in the same
options. Average vacancy rates for grade A fell from 3.1% in the
previous quarter to 2.8% in this quarter; however, rents remained
relatively flat. There has been an upward pressure on rents for
competitive grade A buildings derived from a growing tenants’
preference for the class; however, there still appears to be some
price gap between achievable and current rental levels. The vacancy
rate for all grade supply fell by 0.6%, driven by two Tokyo Wards
(Shinjuku & Shibuya) which declined by 0.9%, but the vacancy rate has
not placed any upward pressure yet on all grade rents. New supply
has been created after tenants relocated to new construction
completions. The progress of the lease of these vacant floors should
be carefully monitored. Nonetheless, both grade A and all grade
markets gradually continued to improve with the expected rent
increases.
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OUTLOOK

Sustained by the prevailing outlook for economic growth and robust
business confidence, grade A office demand is forecast to grow
gradually as key corporate sectors, such as automotive and electrical,
drive growth. Annual construction completions over the next two
years are forecast to be below the past |0 year average. However,
average vacancy rate levels are forecast to strengthen and place
upward pressure on all grade and grade A rents.

GRADE A STATS ON THE GO

Q22013 Q22014 Y-0-Y 12 MONTH
CHANGE FORECAST
Overall Vacancy 3.9% 2.8% -1.1% -
Direct Asking Rents (US$/sf/year) 82.79 87.75 +6.0%
.

620,749 524,568 -96,18l

YTD Leasing Activity (sf)

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

SUBMARKET INVENTORY (TSUB0%)  OVERALL YID LEASING UNDER Y YID OVERALL ALL GRADE AVERAGE NET RENT**
VACANCY ACTIVITY CONSTRUCTION CONSTRUCTION NET ABSORPTION
LB (TSUBO) (TSUBO) COHRLETIONS (TSUBO)

(TSUEO) JPY/TSUBO/ MTH USS/SF/R EURO/SF/YR
CBD 11,126,134 5.7% 396,368 400,500 71,000 128,138 11,882 39.42 28.99
ik 8,332,149 5.9% 296,559 153,800 1,700 100,881 10,761 36.00 26.48
Chuo 84,400 22,500 1,527 38.12 28.04
Minato 117,900 45,700 12,543 41.58 30.58
Shinjuku 2,793,985 5.0% 99,809 19,500 800 27,257 1,221 36.99 27.20
Shibuya 24,900 300 14,724 47.93 3525

* | Tsubo is approximately 3.3sqm and 35.58 sq.ft.; | Euro =138.48 JPY; | USD =101.84 JPY; As of 23 June 2014
** Rental rates reflect asking Rent including Common Area Management fee

Source: Cushman & Wakefield Research, Sanko Estate

MARKET HIGHLIGHTS

Significant Q2 2014 Lease Transactions SUBMARKET TENANTS BUILDING CLASS SQUARE FEET
Kioicho Project Chiyoda-Ward Yahoo A 711,664
Nishishimbashi Square Minato-Ward Hitachi Capital. A 113,866
Hamamatsucho Bldg. Minato -Ward Konica Minolta Business Solutions A 106,750
Significant Q2 2014 Sale Transactions SUBMARKET BUYER PURCHASE PRICE / $PSF SQUARE FEET
Queen's Square (Towers B and C). Yokohama City Invesco Office J-REIT $399 Gross Floor Area:
1,658,926
Ebisu Prime Square Shibuya -Ward Invesco Office J-REIT $689 Gross Floor Area:
727,428
Gotenyama Technology Center Shinagawa-Ward  Sumitomo Realty & Development $479 Gross Floor Area:
330,176
Significant Q2 2014 Construction Completions  SUBHARKET MAJOR TENANTS COMPLETION DATE SQUARE FEET
Nishishimbashi Square Minato-Ward Nippon Suisan Kaisha (Food) April 2014 Gross Floor Area: 596,050
(Rentable Area: 320,249)
lidabashi Gran Bloom Chiyoda-Ward Internet Initiative Japan June 2014 Gross Floor Area: 1,334,790
(Rentable Area: 767,793)
Toranomon Hills Minato-Ward ASATSU-DK (Advertising) June 2014 Gross Floor Area: 2,630,355
(Rentable Area: 1,062,002)
Significant Projects Under Construction SUBMARKET MAJOR TENANTS COMPLETION DATE SQUARE FEET
Hirakawacho Development Chiyoda-Ward - December 2014 Gross Floor Area: 131,432
Sapporo Ebisu Bldg. Shibuya -Ward September 2014 Gross Floor Area: 172,347

(Rentable Area: 106,745)
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
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. He is a visiting researcher of Waseda University, Member of the Japanese Association of Real Estate Financial Engineering and First Class
Architect.
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