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"Leasing activity remained robust in Q2/2011 as tenant demand re-
focused on seismic security and business contiguity in the wake of the 
Great East Japan Earthquake. As expected, investment volume dipped 
as core investors sized-up risk, while opportunistic plays have yet to 
materialise. Signs of improved liquidity and market appetite suggest 
this should ease into the second half of the year."

 Tenant inquiries translated into robust leasing 
activity in small- to medium-sized units. New leases 
for large-scale headquarter relocations were, 
however, limited. 

 Quarterly rental declines continued to moderate, 
with average Grade A and Grade B rents dipping 
by a nominal 1.3% and 0.6% respectively.

 The average Grade A vacancy rate continued to 
see improvement, falling 20 basis points from the 
previous quarter to 4.6%. The average Grade B 
vacancy rate followed suit, dropping 35 basis points 
to 6.2%. Year-on-year, vacancies in these markets 
shifted inwards by 100 basis points and 52 basis 
points respectively. 

Q2/2011

 Combined with an expected economic recovery 
going into 2012, key drivers for the leasing market 
in the near term are identifi ed as: 1) historically 
low rental pricing; 2) a fl ight to quality by existing 
tenants; and 3) an anticipated supply bulge in 2012, 
which will act to prolong the current tenant-friendly 
leasing environment.  

 Real estate investment volumes dipped in Q2/2011, 
with the transaction market supported by domestic 
demand for small- to mid-sized assets.

 Improved access to capital and debt fi nance, as 
well as a heightened appetite for Japanese assets 
amongst foreign institutions, may lead to increased 
activity over the coming quarters.

Image: Sapia Tower (left) and Marunouchi Chuo Building (right), Chiyoda Ward, Tokyo
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Tokyo leasing market update

A large number of inquiries by domestic fi rms resulted 
in strong leasing activity in the Tokyo offi ce market 
through the second quarter, particularly in the small- to 
medium-size band. As in recent quarters, demand has 
been driven by tenants seeking greater fl oor-space 
effi ciencies and cost savings. Moreoever, following the 
Great East Japan Earthquake of 11 March, heightened 
requirements have been witnessed for properties that 
offer robust anti-seismic technology and back-up power 
generation systems. In contrast to Q1/2011, new leases 
for large-scale headquarter relocations were, however, 
notable by their absence. This suggests that some 
corporate occupiers may be holding off on new tenancy 
commitments in order to review business contingency 
plans and longer-term growth strategies.

Five deals for over 5,000 sq m (1,500 tsubo) of net 
fl oor space were reported between April and June. The 
largest of these involved mail order company Askul, 
which will occupy approximately 7,300 sq m over 1.5 
fl oors at Toyosu Cubic Garden in Toyosu, an emerging 
bayside business district in Koto Ward. The fi rm’s former 
headquarters, the e-tailing Centre in nearby Tatsumi, is 
reported to have suffered non-structural damage in the 
March earthquake, prompting the company to seek a 
new head offi ce site. Toyosu Cubic Garden is a 99,000 
sq m offi ce-led building that was completed in January 
2011 and features a seismically isolated structure. It 
was developed by Dai-Ichi Life Insurance, which has 
also relocated its head-offi ce functions to the building.

Elsewhere, NHN Japan, a subsidiary of Korean online 
game operator Hangame, has announced plans to 
relocate its headquarters from approximately 6,000 sq 
m of space at ThinkPark Tower in Osaki, Shinagawa 
Ward, to around 6,900 sq m at Tokyu Corporation’s 
Shibuya Hikarie Building from autumn 2012. The new 
lease will enable the company to integrate the Shinjuku-
based offi ce of LDH (formerly Livedoor Holdings), which 
became its subsidiary in April 2010, while allowing room 
for future business expansion. The subject building is a 
144,000 sq m mixed-use tower that is scheduled to be 
completed next spring adjacent to JR Shibuya Station. 
Following a string of pre-lets, including a deal for almost 
10,000 sq m to mobile internet company DeNA in 2010, 
the offi ce portion of the building is now reported to be 
fully let prior to its completion. 

In a positive sign for the Shinjuku offi ce market, three 
deals totalling approximately 18,000 sq m of fl oor space 
were agreed in the ward during the second quarter. 
Internet access provider Nifty, part of the Fujitsu Group, 
has taken approximately 6,700 sq m at Shinjuku Front 
Tower, a 35-storey offi ce-led scheme that is due to be 
completed in September 2011. The building is being 
developed by a group of companies that includes 
Mitsubishi Estate and offers approximately 52,000 sq m 
of rentable offi ce space. Nifty plans to relocate its head 
offi ce to the site in December from a 20-year-old building 
in Minami-Oi, Shinagawa Ward. Improved work-space 
effi ciency and the earthquake-resistant structure of the 
new building were cited as considerations behind the 
move. 

In addition to this, three group companies of Pal System 
will occupy around 6,000 sq m of space in a one-year-
old building owned by Prudential Real Estate Investors 
Japan in Okubo, while internet marketing company 
Septeni Holdings has pre-let approximately 5,300 sq m 
at the tentatively named Nishi-Shinjuku 8-Chome Project. 
Sumitomo Realty & Development’s 180,000 sq m offi ce 
tower is expected to be completed in August 2011 and 
will replace the 3,300 sq m Septeni Gaien Building as 
home of Septeni’s head offi ce.
 
Notable offi ce leasing transactions, Q2/2011
Company Former

locations
New locations Ward 

(Former/
new)

Area 
(tsubo/
sq m)

Type

Askul e-tailing 
Centre

Toyosu Cubic 
Garden

Koto 2,200/ 
7,300

Relocation

NHN Japan ThinkPark 
Tower

Shibuya Hikarie Shinagawa/ 
Shibuya

2,100/ 
6,900

Consolidation/
expansion

Nifty Omori Bellport 
A Building

Shinjuku Front 
Tower

Shinagawa/ 
Shinjuku

2,000/ 
6,700

Consolidation

Pal System 
(three group 
companies)

Twin Hills 
Myogadani, 

etc

Laguas Higashi-
Shinjuku

Bunkyo, 
etc/ 

Shinjuku

1,800/ 
5,950

Consolidation

Septeni 
Holdings

Septeni Gaien 
Building

Nishi-Shinjuku 
8-chome 
Project 

(tentative name)

Shinjuku 1,600/ 
5,300

Relocating/ 
expansion

Source: Press releases, Nikkei Real Estate Market Report, Savills Research & Consultancy 
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Rents and vacancy in Tokyo’s central 
fi ve wards

Savills rental survey data suggests that the quarterly 
rate of decline in average Grade A rents1 in Tokyo’s 
central fi ve wards was approximately 1.3% in Q2/2011, 
demonstrating an improvement of 10 basis points over 
the previous quarter. The decline in average Grade B 
rents2 moderated at a slightly faster pace though the 
quarter, improving by 90 basis points to total a nominal 
0.6%. Year-on-year, Grade A rents fell by approximately 
5.3%, while Grade B rents dropped by around 6.0%. 
This compares with year-on-year declines of 19.3% and 
21.8% respectively in the same quarter of 2010, when 
rental depreciation hit its recent nadir.  

QoQ change in Grade A and B offi ce rents in Tokyo’s 
central fi ve wards, Q2/2009–Q2/2011

As of Q2/2011, the average monthly rent for Grade 
A office space in Tokyo’s central f ive wards was 
approximately JPY24,760 per tsubo (JPY7,490 per sq 
m). The average Grade B offi ce rent was approximately 
23% lower at JPY19,100 per tsubo (JPY5,780 per sq m). 

In terms of unoccupied stock, the average Grade A offi ce 
vacancy rate equated to 4.6%, showing an improvement 
of 20 basis points quarter-on-quarter and 100 basis 
points year-on-year. For Grade B offi ce properties the 
vacancy rate averaged 6.2%, refl ecting a drop of 35 
basis points over the preceding quarter and 52 basis 
points over Q2/2010. 

1 Grade A offi ce refers to buildings located in the central fi ve wards of Tokyo with 
a GFA of 30,000 sq m (9,000 tsubo) or higher and a building age of less than 15 years.
2 Grade B offi ce refers to buildings with a GFA of 15,000 sq m (4,500 tsubo) with 
a building age of less than 25 years. Some buildings are included that do not fi t this 
defi nition.
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Average Grade A and B offi ce rents and vacancy in 
Tokyo’s central fi ve wards, Q2/2009–Q2/2011

When looking at Grade A rents at the ward level, moderate 
quarterly declines were recorded in all of the fi ve central 
wards. The most significant drop was recorded by 
Shibuya Ward and equated to 1.8% quarter-on-quarter. 
The ward with the slowest rate of decline was Shinjuku 
at 0.6%. Refl ecting its reputation as Tokyo’s prime offi ce 
district, Chiyoda Ward retains a 26% rental premium over 
the fi ve-ward average, with average prime rents in the 
submarket equating to approximately JPY33,320 per 
tsubo. The most inexpensive ward for Grade A space is 
Shinjuku, where average rents currently stand at around 
JPY21,330 per tsubo. Tenant sentiment appears to be 
shifting away from submarket-led demand to asset-
specifi c demand in the wake of the Great East Japan 
Earthquake. As a result, Shinjuku’s comparatively cheap 
rent – which is just 10% higher than the average Grade 
B rent for the central fi ve wards – may encourage further 
relocations to new or recently constructed buildings in 
the submarket, such as those described above.
 
Average Grade A rents by ward, Q2/2009–Q2/2011
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Savills monitors rents and vacancy levels in over 280 
buildings located in Tokyo’s central fi ve wards with a 
GFA of 10,000 sq m or above. Unlike similar market 
information issued by other research institutions, the rental 
data provided relates to achievable rents as opposed to 
asking rents, whilst vacancy fi gures refl ect current vacant 
space without the inclusion of ‘expected’ vacancy, or that 
reported prior to tenants vacating their premises. As a 
consequence, benchmark fi gures, particularly vacancy 
rates, tend to be lower than other market indices.

Tokyo leasing market outlook

Analysis of data from the last decade suggests that the 
degree of rental recovery going forward will be heavily 
infl uenced by the strength of Japan’s economic rebound 
over the next 12 to 18 months. Between 2001 and 2009 
the correlation (Pearson's r coeffi cient) between annual 
percentage change in Grade A rents and real GDP was 
0.73, indicating that there is a relatively strong positive 
relationship between growth in the wider economy 
and prime rents. According to FocusEconomics, 
consensus forecasts based on estimates from 24 
private-sector research institutions anticipate that the 
national economy will shrink by around 0.5% in 2011 
and thereafter recover in 2012 with annual growth of 
around 2.6%. Historical evidence indicates that prime 
rental growth lags expansion in the real economy; while 
a levelling-out of rental levels may therefore be expected 
over the coming quarters, a sharp rebound in achievable 
rents is unlikely to be seen in the near term.

In addition to wider economic growth, three primary 
drivers of short-term leasing activity can be identifi ed: 

1) Rents are at historical lows. Having fallen some 
46% from Q1/2008 pricing, current average rents 
are deemed to represent the bottom of the market 
cycle and further depreciation is expected to be 
minimal. The tenant-friendly leasing environment has 
enabled many existing occupiers to renegotiate their 
rent liabilities downwards. Other tenants have been 
able to upgrade or consolidate their offi ces within 
better quality buildings without incurring signifi cant 
additional operating costs. This trend is likely to spur 
further offi ce relocations and expansions over the 
coming quarters.

2) A fl ight to quality. The natural disasters of 11 March 
have encouraged a shift in demand away from pencil 
building structures (fl oorplates of around 165 sq m/50 
tsubo or below) to larger, more robust fl oorplates 
(660 sq m/200 tsubo and above). This, combined with 
an increased willingness by landlords to subdivide 
fl oors, is expected to boost demand for Grade A and 
good-quality Grade B properties at the expense of the 
lower-end offi ce market in the near term. Moreover, 
as a result of the ongoing energy crisis, companies 
located in the outer 23 wards and peripheral areas 
of Tokyo are more likely to consider relocation to 
the central fi ve wards, where power supplies are 
less susceptible to disruption. At the top end of the 
market, well-located Grade A properties that offer the 
latest anti-seismic technology as well as independent 
power supply systems are reported to be experiencing 
heightened leasing activity. In some cases this has led 
to a reduction in the incentives on offer to potential 
tenants and a moderate uplift in asking rents.

3) An anticipated supply bulge in 2012. Although new 
Grade A offi ce building completions in Tokyo’s central 
fi ve wards are expected to be in line with the ten-
year average of 700,000 sq m in 2011, an estimated 
1.6 million sq m of new offi ce space is scheduled to 
reach completion in 2012. Highlighting robust demand 
from domestic occupiers, a respectable 40% of next 
year’s supply is reported to have already secured 
tenant commitments. As tenants take advantage of 
the generous incentive packages on offer, aggressive 
pre-marketing by competing landlords should bolster 
leasing activity over the short to mid term. However, 
this will inevitably come at the expense of both face 
and effective rents until the majority of the space is 
absorbed by the market. 

Tokyo investment market update

Reflecting uncertainty stemming from the natural 
disasters that struck the Tohoku region in March, 
Japan’s real estate investment market slowed in 
Q2/2011 compared with the preceding quarter, when 
signs of a nascent recovery had been seen. 
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Although domestic corporations, real estate fi rms and 
a handful of blue-chip J-REITs remained active, the 
investment market was characterised by demand for small- 
to mid-sized assets in the JPY1 billion to JPY10 billion price 
bracket. Landmark transactions involving individual assets 
were notable by their absence. Many core-type investors, 
particularly from overseas, adopted a ‘wait-and-see’ 
attitude to new acquisitions during the quarter, seeking 
a fuller picture of the impact of earthquake and nuclear 
power plant emergency in Fukushima Prefecture before 
committing funds. Meanwhile, despite increased interest 
from opportunistic players being reported, few examples 
of new distressed assets have come to the market and 
a gap between seller and buyer pricing expectations 
continues to pose a barrier in deal negotiations.

According to Real Capital Analytics and other market 
sources, more than 10 offi ce assets were transacted in 
Q2/2011 with a price tag of over JPY1 billion. Only one 
such deal was priced at over JPY10 billion – Daiwa Offi ce 
Investment Corporation’s purchase of E Space Tower in 
Shibuya from a joint venture related to its sponsor, Daiwa 
Securities. The J-REIT paid a reported JPY24 billion for 
the property, which was completed in 2002 and offers 
approximately 14,000 sq m of fl oor space. Based on the 
building’s appraised net operating income (NOI), the 
cap rate against the acquisition price equates to 4.5%. 

Other notable acquisitions involving J-REITs included 
United Urban Corporation’s JPY9.5 billion acquisition 
of Arena Tower, an 18,000 sq m offi ce-led building 
in Yokohama, Greater Tokyo, as part of a JPY20.84 
billion mixed-use four-property portfolio. The appraised 
NOI cap rate against the acquisition price was 5.6%. 
Separately, Nippon Building Fund completed its purchase 
of sectional ownership in 16,400 sq m of fl oor space at 
Chofu South Gate, Chofu City, from Shimizu Corporation. 
The JPY9.32 billion price tag equates to an appraised 
NOI cap rate of 6.0%. 

Elsewhere, Orix J-REIT purchased the 5,942 sq m 
Akihabara Business Center in Taito Ward for just over 
JPY5 billion. The acquisition of the two-year-old offi ce 
building was conducted along with fi ve rental apartment 
buildings and achieved an NOI cap rate of 4.8%. The 
most expensive disclosed sale to a non-J-REIT involved 
real estate company Sanshin, who purchased the KDX 
Hirakawacho Building in Chiyoda Ward from REIT 
Kenedix Realty for JPY5.8 billion. The NOI cap rate in 
the transaction was 4.4%.

Looking forward, additional public offerings announced 
by United Urban Corporation and Kenedix REIT suggest 
that funding from the capital markets is available for 
new acquisitions. As sentiment improves, this is likely to 
prompt further asset purchases by J-REITs, who were 
an active driver of the nascent market recovery prior to 
the earthquake. Moreover, the JPY15 billion fi rst close 
of AXA Real Estate Investment Managers’ Japanese 
commercial real estate debt investment vehicle, as well as 
an apparent easing of lending criteria by some domestic 
banks, indicates that there is appetite for newly originated 
property-backed loans. Market sources suggest that the 
availability of loans with lower spreads and/or higher loan-
to-value ratios is gradual improving. This may translate 
into increased activity amongst investors seeking returns 
on their investments of over 10% through the use of debt 
leverage. The announcement of new capital allocations 
to Japanese real estate by investors such as Mapletree 
Investments, GE/Aberdeen Asset Management, MGPA 
and MK Capital, also suggests that investment volumes 
could increase through the second half of the year.
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