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"Although rents for certain unit types remain under pressure in 
some submarkets, Tokyo’s overall residential leasing market 
continued to stabilise during Q4/2010. In particular, average 
occupancy levels for modern properties held up well, a trend 
which is expected to continue in the near term.” 

 Average asking rents for modern residential units 
in Tokyo’s core eight wards dipped by 0.7 per cent 
during Q4/2010 as compared with a decline of 0.3 
per cent in Q3. This suggests that the rental market 
is still in the process of bottoming out.  

 The largest decline in ward-level rents was seen 
in Minato, equivalent to -2.2 per cent quarter-on-
quarter, while moderation in the amount of good-
quality stock available in this submarket may ease 
downward pressure over the coming quarters. 

 A modest upturn in rents in Chiyoda and Chuo 
wards was recorded in Q4, driven partly by 
improved demand for properties targeting single 
tenants.

February 28, 2011

 The average occupancy rate for J-REIT residential 
assets in Tokyo’s core eight wards demonstrated 
continued improvement, rising by approximately 
70 basis points quarter-on-quarter.

 Refl ecting the unique characteristics of the Nagoya 
leasing market, both average asking rents and 
occupancy levels have remained stable over recent 
quarters.

 In most cases, transactions involving J-REITs in 
2010 achieved NOI yields in the range of 5 to 7 
per cent. However, a lack of investment-quality 
assets available for purchase is expected to see 
transaction yields move in over the coming months.
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Tokyo Residential Leasing Market Overview

In Q4/2010, average asking rents for modern residential 
units1 fell nominally in fi ve of Tokyo’s eight core wards2. 
Compared to a decline of 0.3 per cent in Q3/2010, average 
rents dipped by 0.7 per cent during the quarter to stand 
at JPY3,959 per sqm per month. This suggests that 
the overall market continues to be subject to downward 
pressure, despite improvement in the balance of supply 
and demand in several submarkets.

The biggest decline of the quarter was seen in Tokyo’s 
most expensive residential ward, Minato, where average 
asking rents fell by 2.2 per cent. This is largely attributable 
to a squeeze in rents for one-bedroom and two-bedroom 
units by as much as 6.9 per cent and 11.6 per cent 
respectively over the three-month period. Such rental 
decline indicates that landlords remain willing to pursue 
considerable discounting in order to fi ll vacant units. 
The number of two-bedroom assets being marketed, 
however, appears to have decreased in recent months. 
If this trend continues, a reduction in the supply of 
available units of this kind may ease downward rental 
movement within the ward.

The two other top-tier wards in terms of average 
rental levels, Shibuya and Meguro, similarly witnessed 
moderate declines in Q4/2010. This was equivalent 
to 1.6 per cent and 1.7 per cent respectively quarter-
on-quarter. In Shibuya, other than two-bedroom units, 
where average rents are volatile due to the relatively 
small sample group, the largest rental decline related 
to one-bedroom units. Average asking rents for this unit 
class dropped by 4.5 per cent over the preceding quarter 
in Q4, exacerbating rental decline in the ward as a 
whole. In Meguro ward, a drop in asking rents for smaller 
unit types, particularly studio apartments, was also a 
major factor behind ward-level depreciation. Bucking 
this trend, however, larger one-bedroom properties 
performed well, enjoying rental growth of about 7.6 per 
cent. Such assets constitute a large part of the entire 
condominium stock in Meguro ward, which is widely 
considered to be one of the most popular residential 
locations in Tokyo. As such, steep declines in average 
rents are not expected in the submarket.

1 Rental data has been complied by Savills utilising more than 18,000 leasing 
comparables published separately by Chintai, a major residential leasing broker in 
the Japanese market. Selection criterion for the comparables is limited to assets less 
than 10 years old and within 10 minutes walk from the nearest station.
2 Bunkyo, Chiyoda, Chuo, Meguro, Minato, Setagaya, Shibuya and Shinjuku wards

Recording its fi rst quarterly rental decline since Q1/2010, 
Shinjuku ward also saw average asking rents fall during 
Q4 by approximately 1.7 per cent. Units targeting families, 
such as two-bedroom apartments, experienced the most 
signifi cant declines, falling on average 4 per cent from 
the previous quarter. In contrast, unit types aimed at 
single tenants, such as one-bedroom apartments, saw 
a more limited decline of around 1.6 per cent. The only 
wards to witness rental growth were Chiyoda and Chuo 
wards, which recorded quarterly increases in rents of 
approximately 1.6 and 0.3 per cent respectively. Both 
property types targeting single tenants and families 
demonstrated a general recovery in rents, indicating that 
a favourable supply-to-demand balance has returned 
within these predominantly commercial wards.

Average Asking Rents for Residential Leasing 
Properties, Q1/2009 – Q4/2010

 

Tokyo Residential Occupancy Rates

Although reliable tenancy data remains limited for the 
Japanese residential market as a whole, analysis of 
J-REIT-owned assets can provide a useful benchmark 
against which to gauge market occupancy levels. While 
it should be noted that J-REIT data is slightly biased 
towards higher grade residential assets, the trends 
highlighted are considered to closely mirror the current 
wider market situation.
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In Q4/2010, average occupancy for J-REIT-owned 
properties in Tokyo’s 23 wards increased by 0.7 per cent 
to stand at 94.7 per cent – the same rate of growth that 
was seen in Q3/2010. The average occupancy level for 
Tokyo’s core eight wards also recorded a moderate rise 
of approximately 1.1 per cent to reach 94.6 per cent. Such 
movement indicates that the residential leasing market 
is slowly picking up as tenants take advantage of rental 
discounting. This is especially the case in city centre 
locations where rental depreciation has generally been 
the most pronounced.

Average Occupancy Rates for J-REIT Residential 
Assets, Q1/2009 – Q4/2010

* J-REITs: Nippon Accommodations Fund, FC Residential, Advance Residence 
(including the former Nippon Residential Fund portfolio), Heiwa Real Estate REIT 
and Orix J-REIT. 

Of the eight core wards, Bunkyo showed the most 
improvement in Q4/2010, with occupancy rates rising 
by 3.1 per cent over the preceding quarter. This in part 
refl ects several J-REIT assets achieving 100 per cent 
occupancy over the three-month period. Minato ward 
was the second highest mover, with occupancy levels 
rising 250 basis points to reach 93.6 per cent. Shinjuku 
ward is the only submarket that experienced a decline in 
occupancy, albeit by a nominal 0.3 per cent. Occupancy 
rates for modern residential assets in central Tokyo have 
remained above the 90 per cent threshold in recent 
years and market sentiment suggests that this trend 
will continue in the near term. Indeed, as average rental 
levels continue to bottom out over the next couple of 
quarters, occupancy is expected to strengthen further as 
tenants seek to capitalise on the favourable leasing terms 
available to secure modern premises in conveniently-
located submarkets.

Area Focus – Nagoya Leasing Market 
Trends

Nagoya City is the fourth largest city in Japan after Tokyo 
(23-ward area), Yokohama and Osaka. The city is known 
for being a base for many of Japan’s largest manufacturing 
companies, including several automobile and machinery-
related fi rms such as Toyota Motor Company, who have 
their headquarter offi ces located in the city. In contrast to 
central Tokyo, Nagoya’s residential market has traditionally 
been driven by demand for detached houses, which are 
generally favoured over owner-occupier condominiums. 
Indeed, house ownership is regarded as a marker of social 
position by many Nagoya residents. 

Due to such considerations, Nagoya’s residential leasing 
market is considerably smaller than other regional markets 
such as Sapporo, despite the city’s population being over 
twice the size. According to Chintai, approximately 3,200 
units were available in Nagoya for lease in Q4/2010, 
as compared with over 6,500 units in Sapporo over the 
same period.

Overall market fundamentals for modern mid-range 
properties in the Nagoya market remained stable during 
2010, with the average city-level rent hovering around 
2,200 per sqm per month. The occupancy rate for 
J-REIT-owned properties in the city also demonstrated 
considerable consistency, staying within the range of 95 
to 96 per cent.

At the ward level, Naka ward commands the highest 
rents in the city, with average asking rents standing at 
approximately JPY2,313 per sqm per month in Q4/2010. 
The ward is located in the heart of the central business 
district and is generally considered to be an offi ce and 
commercial district as opposed to residential. Therefore, 
while residential assets in the ward are able to provide 
convenient access to key businesses via several subway 
and bus routes, supply is relatively limited.

The second most expensive rent on average is achieved 
by Chikusa ward. The ward is regarded as the most 
prestigious residential location in Nagoya despite its 
slightly longer commute time to the central business 
district compared with Naka ward. Although the ward 
is predominantly occupied by large detached houses, 
some spacious family-type leasing properties can be 
found, especially close to the district’s metropolitan 
subway stations.
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Due to the unique nature of the Nagoya market, new 
supply of residential leasing properties is expected 
to remain limited in the short to medium term. New 
commercial developments in the pipeline are dominated 
by other sectors of the real estate market, in particular 
budget-type business hotels. Several such schemes are 
scheduled to launch in both commercial areas around key 
stations and inner-city residential areas. These schemes 
hope to take advantage of inbound demand from other 
key regional cities, particularly Tokyo, which is located 
only an hour and a half away via the JR Shinkansen 
bullet train service.
 
Average Asking Rent and Occupancy Rate of Nagoya 
City, 2010

Special Report – J-REIT Residential 
Transaction Yield Trend for Tokyo’s 23 
Wards in 2010

In 2010, a total of 39 residential transactions took place 
involving J-REITs in Tokyo’s 23 wards. These accounted 
for around 60 per cent of all J-REIT transactions during 
the year in terms of the number of assets. While the 
Japanese offi ce market has remained relatively quiet, 
in part due to a lack of suitable investment products as 
well as a residual gap between seller and buyer value 
expectations, approximately 50 per cent of J-REIT 
investment in terms of transaction value targeted the 
residential market in 2010. Purchasers in the residential 
sector have been attracted by the high occupancy 
rate and robust rental income that good quality assets 
can provide and, in turn, the stable cash fl ow that this 
generates. 
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The most aggressive transaction was a strata-title 
transaction at Moto Azabu Hills in Minato ward made 
between seller Mori Hills REIT and their sponsor, Mori 
Building. The transaction was completed in September 
and achieved an estimated cap rate of 3.5 per cent. Given 
the aggressive pricing and that the deal was a related-
party transaction, this low NOI yield is not considered 
representative of the current market in general.

J-REIT Residential Transaction Yields in 2010 (Tokyo 
23 Wards) 

In most cases, transactions involving J-REITs in 2010 
produced NOI yields in the range of 5 to 7 per cent. 
However, with regard to the residential market as a whole, 
the number of investment-quality residential buildings 
available on the market appears to have decreased over 
recent months. As a result of this and continued healthy 
demand for this kind of investment product, residential 
transaction yields are expected to move in over the 
coming quarters. 
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