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ECONOMIC OVERVIEW

The previous quarter saw a negative GDP
growth of -1.8% (quarter-on-quarter, seasonally
adjusted) due to a reactionary fall in demand
after the frontloaded demand in quarter one
before the hike in consumption tax in April.

However, this quarter is forecast to see a GDP growth rate of 1.0%,
due to increasing investment activity and the anticipated recovery of
private consumption, according to the Japan Center for Economic
Research. This is evidenced by the significant growth of machine tool
sales (43.1% in July and 35.6% in August, year-on-year), which is a
leading indicator of business sentiment in the manufacturing sector.
As the corporate sector continued to register strong performance,
domestic investment plans in FY2014 jumped by 15.1% year-on-year,
according to the Development Bank of Japan. These investments
included the purchase of equipment to make up for labor shortage,
especially in the service and construction sectors.

OFFICE MARKET OVERVIEW
Healthy appetite for Grade A premises albeit a slightly
slowing market.

Despite the negative GDP growth, business confidence remained
robust for both the manufacturing sector (+24), and the non-
manufacturing sector (+23), as indicated in the “Quick Tankan”
monthly survey in September-.

In anticipation of an upward trend of the Grade A market, the
number of inquiries from tenants rose from the previous quarter,
reflecting the increased demand from tenants for better locations and
to expand their premises. However, leasing activity slowed, partly due
to a scarcity of desired office space amid higher occupancy. As such,
many tenants only added leased floor space in existing buildings to
accommodate business expansion, while only a few were able to fully
relocate to new premises. As a result, the market slowed slightly with
limited net absorption. The market, however, still saw a healthy
appetite for Grade A premises. New construction completions in the
third quarter saw higher occupancy rates than those last year due to
brisk pre-leasing. The average vacancy rate for Grade A was flat from
the previous quarter and reached 2.8% this quarter, and rents
remained relatively flat. The vacancy rate for All Grade supply fell by
0.3%. As All Grade rent is believed to have already bottomed out, it is
expected that the vacancy rate will place upward pressure on All
Grade rents.
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OUTLOOK

In line with corporate’s offensive stance sustained by strong
performance, Grade A office demand is forecast to trend upward.
Although new construction completions in 2015, including Shinagawa
Season Terrace, will be concentrated in the first quarter, the current
Grade A market is likely to be tolerant of the completions due to
anticipated brisk pre-leasing, and is less likely to weaken. Average
vacancy rate levels are forecast to strengthen and place upward
pressure on Grade A rents, initiated by major landlords asking for
high rents of competitive buildings.

GRADE A STATS ON THE GO
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CHANGE FORECAST

Overall Vacancy 3.9% 2.8% -1.1% -

Direct Asking Rents (US$/sf/year) 7893 82.03 3.93% -

YTD Leasing Activity (sf) 896,127 656,688 -26,7% -
GRADE A RENTAL VS. VACANCY RATES
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TOKYO - ALL GRADE

SUBMARKET INVENTORY (TSUBO)  OVERALL YID LEASING UNDER YD YTD OVERALL ALL GRADE AVERAGE NET RENT**
VACANCY ACTIVITY CONSTRUCTION CONSTRUCTION NET ABSORPTION
RATE (5180) (15080) COMPLETIONS (15080)

(TSUBO) JPY/TSUBO/ MTH USS/SF/YR EURO/SF/YR
CBD 11,157,598 5.4% 634,796 362,200 117,800 249,695 11,870 36.74 28.62
Chiyoda 8,383,007 5.6% 474,155 127,700 33,000 194,849 10,873 33.66 26.22
Chuo 77,000 31,600 11,425 35.36 27.55
Minato 114,100 51,500 12,587 38.96 30.35
Shinjuku 2,774,591 4.6% 160,641 19,000 800 54,846 11,239 34.79 27.10
Shibuya 24,400 900 14,764 45.70 35.60

* | Tsubo is approximately 3.3sqm and 35.58 sq.ft.; | Euro =139.846 JPY; | USD =108.950 JPY; As of 19 Sept. 2014

** Rental rates reflect asking Rent including Common Area Management fee

Source: Cushman & Wakefield Research, Sanko Estate

MARKET HIGHLIGHTS

Significant Q3 2014 Lease Transactions SUBMARKET TENANTS BUILDING CLASS SQUARE FEET
Otemachi I-I Project Bldg. A (2015 Completion) Chiyoda-Ward Nishimura & Asahi (Legal Firm) A 177,916
Shinagawa Intercity Bldg. C Minato-Ward Nikon A 255,203
Tokyo Sumitomo Twin Bldg. West Chuo -Ward Mitsui Sumitomo Aioi Life Insurance A 112,087
Significant Q3 2014 Sale Transactions SUBMARKET BUYER PURCHASE PRICE / $PSF SQUARE FEET
Meguro Gajoen Meguro-Ward Mori Trust 711 Gross Floor Area:
1,677,251
Ark Hills South Tower (50% Interest) Minato -Ward Mori Hills REIT 1,813 Gross Floor Area:
387,822
Yokohama Plaza Yokohama City Global One REIT 1,076 Gross Floor Area:
153,079
Significant Q3 2014 Construction Completions  SUBHARKET MAJOR TENANTS COMPLETION DATE SQUARE FEET
Toyosu Foresia Koto-Ward - July 2014 Gross Floor Area: 1,029,600
(Rentable Area: 720,987)
Nihombashi Dia BLDG. Chuo-Ward - September 2014 Gross Floor Area: 323,068
(Rentable Area: 107,643)
Significant Projects Under Construction SUBMARKET MAJOR TENANTS COMPLETION DATE SQUARE FEET
Shinagawa Season Terrace Minato-Ward - February 2015 Gross Floor Area: 2,215,124
Tokyo Nihombashi Tower Chuo -Ward - February 2015 Gross Floor Area: 1,441,335

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:

(Rentable Area: 838,536)

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 Master 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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