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SUMMARY

Central Tokyo Grade A rents recovered a further 2.1% in the second quarter, while high levels 
of absorption saw average vacancy decline despite new speculative offi ce completions.

Average Grade A offi ce passing 
rents in the central fi ve wards 
increased by 2.1% quarter-on-quarter 
(QoQ), marking a fi fth consecutive 
quarter of positive rental movement. 

On a year-on-year (YoY) basis, rental 
growth in the Grade A offi ce market 
reached 8.1%. As in recent quarters, this 
healthy improvement was driven by new 
landmark offi ce completions and falling 
availability in certain submarkets. 

The average Grade A offi ce rent in the 
central fi ve wards stood at approximately 
JPY26,660 per tsubo per month, 
refl ecting a premium of approximately 
24.6% over average pricing for large-
scale Grade B offi ce properties. 

While mid- to large-sized lease 
agreements generally involved tenants 
consolidating operations separated 
across different buildings or multiple 
fl oors, an increased number of offi ce 
expansions were seen. 

The average Grade A offi ce vacancy 
rate fell by 40 basis points (bps) QoQ to 
6.3%, with strong take-up in Chiyoda 
and Shibuya wards counter-balancing 
secondary vacancies in Shinjuku Ward. 
The vacancy rate for large-scale Grade B 
offi ces decreased 20 bps QoQ to 3.7%. 

Over the coming quarters, the cyclical 
upturn will be supported by a reduction 
in the volume of new speculative 
supply coming on line, as well as 
improved business sentiment in light of 
encouraging macro economic indicators.

“Improved business sentiment 
combined with limited new 
supply through the second half 
of the year is expected to tip the 
balance more in favour of the 
landlord. As a result, we expect 
the recovery in offi ce rents to 
strengthen in the prime and 
upper-Grade B market sectors.”                                    
Will Johnson, Savills Research 

Image: Tokyo Square Garden, Chuo Ward
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Market commentary
In Q2/2013, Grade A offi ce1 passing 
rents in Tokyo’s central fi ve wards2 
stood at JPY26,660 per tsubo3 
per month in Q2/2013, inclusive of 
common area management (CAM) 
fees. Up 2.1% QoQ or a healthy 8.1% 
on a YoY basis, this marks a fi fth 
consecutive quarter of positive rental 
movement in Tokyo’s prime offi ce 
market. 

As in recent quarters, reduced 

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 The central fi ve wards that make up the Tokyo 
CBD are Chiyoda, Chuo, Minato, Shibuya and 
Shinjuku.
3 1 tsubo = 3.306 sq m or 35.583 sq ft.

Grade A offi ce availability in several 
key submarkets offered landlords a 
fi rmer platform for lease negotiations, 
helping to spur rental uplift at a 
number of strongly-positioned 
buildings. Meanwhile, the impact 
of two large-scale speculative 
developments on prime vacancy 
rates was mitigated by high levels 
of tenant commitments upon 
completion. 

Offi ce tenants across all size 
bands continued to demonstrate a 
preference for modern mid- to large-
scale offi ce properties located near 
public transport hubs, with landmark 
buildings directly connected to rail 
or subway stations achieving a 

rental premium. As a result of this 
trend, large-scale Grade B offi ce 
properties4 also benefi ted from 
robust leasing demand, leading to 
rent appreciation in this subsector 
equivalent to 1.5% QoQ or 6.5% 
YoY. Such properties commanded 
an average rent of JPY20,113 
per tsubo – approximately 24.6% 
lower than the rental average 
commanded by Grade A space.

The average Grade A offi ce 
vacancy rate in Tokyo’s central 
fi ve wards decreased 40 bps 
QoQ to 6.3%, with strong take-
up in Chiyoda and Shibuya 
wards counter-balancing space 
released back to the market in 
Shinjuku Ward. The average 
vacancy rate for large-scale Grade 
B offi ce properties also showed 
improvement, declining 20 bps 
QoQ to 3.7%. 

Leasing market drivers
Market conditions that favour 
the tenant have facilitated the 
ongoing ‘fl ight to quality’ that has 
characterised the Tokyo leasing 
market since the Great East 
Japan Earthquake of March 2011. 
Although average Grade A offi ce 
passing rents have recovered a 
noteworthy 8.4% since hitting 
a cyclical nadir in Q1/2012, the 
market sat on average 47% down 
from the peak levels recorded in 
2007 as of the second quarter. 
This enabled some tenants to 
renegotiate existing above-market 
lease structures, while others could 
upgrade in terms of building grade 
and/or location without incurring a 
signifi cant increase in fi xed rental 
costs. 

As the market continued to absorb 
the bulge in speculative offi ce 
developments completed last year, 
major landlords remained generally 
accommodative with regards to 
lease terms and incentives in order 
to secure tenancies at buildings 
with contiguous vacant fl oors.

Large lease agreements mainly 
involved tenants upgrading to 
Grade A or well-positioned Grade B 
offi ce buildings for the purpose of 
consolidating operations separated 
across different buildings or multiple 
4 Large-scale Grade B offi ce refers to buildings 
with a GFA of 15,000 sq m (4,500 tsubo) and a 
building age of less than 25 years. Some build-
ings are included that do not fi t this defi nition.

GRAPH 2

YoY change in offi ce passing rents in Tokyo’s central fi ve wards by 

grade, Q2/2009–Q2/2013

Source: Savills Research & Consultancy
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GRAPH 1

Offi ce rents and vacancy rates in Tokyo’s central fi ve wards by 

grade, Q2/2011–Q2/2013

Source: Savills Research & Consultancy
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fl oors. However, an increased number 
of offi ce expansions to accommodate 
headcount growth were also seen. 

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 
estimated passing rents as opposed 
to asking rents, whereas 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.

Grade A rents and 
vacancy rates by ward
Chiyoda

Grade A offi ce rents in Chiyoda Ward 
averaged approximately JPY34,020 
per tsubo as of the second quarter. 
Up 0.5% QoQ, this fi gure represents 
the seventh quarter in a row where 
the ward-level rental average 
improved by a margin of less than 
1%. Refl ecting Chiyoda’s reputation 
as Tokyo’s most expensive offi ce 
location, the ward commanded a 
rental premium of approximately 
27.1% over the other four wards that 
make up the capital’s CBD. Higher 
rates of growth in neighbouring 
wards, however, acted to reduce this 
premium for a fourth consecutive 
quarter by approximately 160 bps.

In Q2, Chiyoda’s average Grade A 
vacancy rate was 5.2%, down 120 
bps from 6.4% in the fi rst quarter. 
Space came off the market at a 
number of prime buildings located 
in the Marunouchi/Otemachi area, 
with major lettings including a 
1,336-tsubo (4,417-sq m) deal at the 
Tokyo Sankei Building. UACJ, the 
entity formed through the merger 
of Furukawa-Sky Aluminum and 
Sumitomo Light Metal Industries, 
will consolidate operations from 
two offi ces located in Chiyoda and 
Minato wards at the building later this 
year.

Robust leasing demand in Chiyoda 
Ward counter-balanced new space 
coming on line at Ochanomizu Sola 
City during the quarter. The new 
offi ce-led development, which is 
located in Kanda-Surugadai, offers 

a total fl oor area of approximately 
30,900 tsubo (102,000 sq m) and 
a net rentable area of 15,961 
tsubo (52,763 sq m). At the time of 
completion, the occupancy rate for 
the offi ce fl oors is estimated to be 
around 82%.

Chuo

The average prime rent in Chuo Ward 
jumped 7.0% during the quarter 
to JPY24,135 per tsubo. This is 
principally due to the comparably 
high rents commanded by the newly-
completed Tokyo Square Garden 
development in Kyobashi, which 
pulled up the ward-level average. 

GRAPH 4

Average Grade A vacancy rates by ward, Q2/2012–Q2/2013

Source: Savills Research & Consultancy
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As a result of a 3,000-tsubo (9,917-
sq m) letting to pachinko machine 
manufacturer Daito Giken and earlier 
lettings to other domestic companies 
such as tyre maker Bridgestone, 
Tokyo Square Garden launched 
with an occupancy rate in the upper 
80% range. The 24-storey building 
is directly connected to Kyobashi 
Subway Station and totals around 
35,530 tsubo (117,460 sq m). The 
offi ce fl oors offer a net rentable 
area of approximately 18,820 tsubo 
(62,218 sq m).

The average Grade A occupancy rate 
for Chuo Ward remained steady at 

GRAPH 3

Average Grade A rents by ward, Q2/2012–Q2/2013

Source: Savills Research & Consultancy
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7.7% in Q2. The new vacancies at 
Tokyo Square Garden were offset 
by space coming off the market at 
existing buildings. Notable leasing 
activity included a 1,200-tsubo 
(3,967-sq m) deal to call centre 
operator Bellsystem24 and its 
subsidiary at Harumi Island Triton 
Square Offi ce Tower Y in the Harumi 
submarket.

Minato

Grade A offi ce rents in Minato 
rose on average 1.5% QoQ to 
JPY26,665 per tsubo, marking 
the ward’s fastest rate of growth 
since the global fi nancial crisis. 
Estimated achievable passing rents 
increased at a number of prime 
buildings as landlords fi rmed up rent 
expectations in response to robust 
demand.

The average Grade A vacancy rate 
rose approximately 20 bps in Q2 to 
4.5%, with secondary vacancies at a 

handful of buildings offsetting space 
absorbed in small- to mid-sized 
lettings. 

Shibuya

Shibuya recorded its sixth 
consecutive quarter of rental growth 
in Q2, with Grade A offi ce rents 
rising on average 2.7% QoQ to 
approximately JPY26,220 per tsubo. 

Helping to drive rental uplift was 
sustained tenant demand for the 
ward’s relatively limited Grade A 
offi ce stock, which also led to a 
sharp drop in overall availability. 

The prime vacancy rate in Shibuya 
fell approximately 220 bps during 
the second quarter to a cyclical low 
of 2.0%. Notable deals saw space 
come off line in the Shibuya and 
Ebisu submarkets, as well as Yoyogi 
where TDC Software Engineering 
took around 1,584 tsubo (5,236 sq 
m) at the Shinjuku Quint Building. 

The deal will enable the IT services 
company to expand its fl oor space 
while reducing its total rental costs.

Shinjuku

In Q2, Shinjuku’s average Grade 
A offi ce rent slipped 0.5% QoQ to 
JPY22,260 per tsubo. In contrast to 
the other wards, high vacancy rates 
at several buildings weighed on the 
market’s overall competitiveness.

Shinjuku’s prime vacancy rate rose 
120 bps over the previous quarter to 
approximately 12.1% – its highest 
level since Q3/2012. Secondary 
vacancies were recorded in several 
buildings, most notably at Tokyo 
Opera City in the Nishi-Shinjuku 
submarket where over 2,000 tsubo 
(6,600 sq m) of space was released 
by Apple Japan upon its relocation 
to Roppongi Hills Mori Tower in 
Minato Ward.

TABLE 1

Notable offi ce leasing transactions, Q2/2013

Source: Savills Research & Consultancy

Company Business sector Type Former building(s)/location New building(s)/location

Approximate 

space taken

tsubo sq m

Daito Giken
Pachinko 
machine 

manufacturer

HQ relocation/
expansion

NBF Comodio Shiodome/Higashi-
Shinbashi, Minato Ward

Tokyo Square Garden/
Kyobashi, Chuo Ward

3,000 9,917

EPS
Medical/

pharmaceutical 
support services

HQ relocation/
consolidation

Various/23-ward area
Kagurazaka AK Building/

Tsukudocho, Shinjuku Ward
2,200 7,273

TDC Software 
Engineering

IT
HQ relocation/
expansion/cost 

saving

Shinjuku Yoshida Building/
Sendagaya, Shibuya Ward

Shinjuku Bunka Quint 
Building/Yoyogi, 
Shibuya Ward

1,584 5,236

UACJ
Metal 

manufacturing
HQ consolidation 
following merger

Akihabara UDX/Sotokanda, Chiyoda 
Ward; Shinbashi Sumitomo Building/

Shinbashi, Minato Ward

Tokyo Sankei Building/
Otemachi, Chiyoda Ward

1,336 4,417

Bellsystem24/Bell 
Soleil 

Call centre 
operator

HQ relocation/
business 

streamlining

NEX Shinjuku Building/Sendagaya, 
Shibuya Ward

Harumi Island Triton Square 
Offi ce Tower Y/Harumi, 

Chuo Ward
1,200 3,967
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OUTLOOK

The prospects for the market

Solid demand from tenants 
seeking affordable relocation space 
is expected to steadily chip away 
at Grade A offi ce vacancy rates in 
the near term. Reduced availability 
will encourage landlords to further 
fi rm up their rent expectations and 
scale back incentives on offer. This 
cyclical upturn will be supported 
by a reduction in the volume of 
new speculative supply coming on 
line, as well as improved business 
sentiment in light of encouraging 
macro economic indicators.

As rent increases at Tokyo’s best-
positioned properties drive the market 
away from cyclical lows over the 
short- to mid-term, properties at the 
top-end of the rental spectrum will 
become less affordable for certain 
tenant groups. This market movement 
is likely to refocus demand towards 
less competitive Grade A offi ce 
properties and good-quality Grade B 
assets.

The ongoing ‘fl ight to quality’ and 
demand shift in favour of premises 

offering mid- to large-scale fl oorplates 
is considered to be principally at 
the expense of older, small-scale 
buildings. Bifurcation of the Grade 
B market is expected to result in an 
increased number of out-moded 
properties being removed from the 
market for redevelopment.


