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“Rental growth has paused in light of recent 

economic uncertainty, but investment volumes 

continue to increase and redevelopment projects 

are breathing new life into major Tokyo districts. 

Record-breaking inbound tourism could offer 

signifi cant upside potential to select retail 

businesses.” 

Rental recovery slowed 
in 2H/2015
Average asking rents for Tokyo’s 
major retail districts (defi ned as Ginza, 
Omotesando, Shinjuku, and Shibuya) 
have enjoyed an almost unbroken 
recovery since the Great Tohoku 
Earthquake in 2011. Non-1/F rents 
have risen 16% to JPY25,625 per 
tsubo, up from their 2011 trough of 
JPY22,100 per tsubo; 1/F rents rose 
13% over the same period. 

2H/2015 saw a pause in this growth as 
owners consolidated gains in the face 
of increased economic uncertainty. 
Average 1/F asking rents in major 
Tokyo retail districts declined by 8% 
from June to December, the fi rst retreat 
in the past fi ve years. This was driven 

by a correction in Ginza after three 
consecutive periods of double-digit 
growth. Shinjuku maintained positive 
momentum, growing 10% in 2H/2015 
due to the completion of a few 
high-profi le redevelopment projects. 
Shibuya 1/F rents are still temporarily 
down due to signifi cant construction 
in the area but should pick up as 
redevelopment progresses. 

Ginza 1/F rents have rapidly outpaced 
other area rents since 2012, when 
Ginza stood at JPY36,500, roughly 
equal to Omotesando and between 
Shinjuku and Shibuya. By 1H/2015, 
1/F Ginza asking rents had reached 
JPY63,900 per tsubo, almost 50% 
higher than 1/F rents in Omotesando 
and Shinjuku in the same period. 

Tokyo rental growth has paused after enjoying 
an almost unbroken recovery since the Great 
Tohoku Earthquake in 2011. Ginza 1/F rents saw 
a correction after three consecutive periods of 
double-digit growth, while Shinjuku continued its 
upward trend. 

Two new major retail spaces – Tokyu Plaza 
in Ginza and Miraina Tower in Shinjuku – opened 
in March 2016, drawing new crowds. Additional 
projects are underway.

Total investment volumes in Japan increased 
25% year-on-year (YoY) in 2015, surpassing JPY1 
trillion for the fi rst time since 2007. J-REITs and 
their sponsors continue to be the largest market 
players.

Retail sales and consumer sentiment softened 
going into 2016, but Japan’s tourism boom and the 
possibility of a delay in the government’s planned 
consumption tax hike could result in tailwinds for 
the retail sector.

Inbound tourism in particular is growing at a 
rapid pace. Almost 20 million tourists visited Japan 
in 2015, prompting the government to double its 
target to 40 million annual visitors by 2020. These 
tourists are primarily from emerging Asian countries 
and are spending at unprecedented levels.

Rents and investment outside Tokyo are 
stable. The government’s efforts to draw tourists to 
outlying regions may help spark additional activity.

The government’s fi nal decision on whether or 
not to follow through with its consumption tax hike 
planned for April 2017 could be a major driver of 
retail sales trends over the short to medium term.

SUMMARY

GRAPH 1

1/F rents in major Tokyo retail districts, 2008–2015

Source: Japan Real Estate Institute, BAC Urban Projects, Savills Research & Consultancy
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GRAPH 2

Non-1/F rents in major Tokyo retail districts, 2008–

2015

Source: Japan Real Estate Institute, BAC Urban Projects, Savills Research & Consultancy

0

5

10

15

20

25

30

35

40

45

1H 2H 1H 2H 1H 2H 1H 2H 1H 2H 1H 2H 1H 2H 1H 2H

2008 2009 2010 2011 2012 2013 2014 2015

0
0
0
 J

P
Y

 /
 t

s
u

b
o

Ginza Non-1F Omotesando Non-1F Shinjuku Non-1F

Shibuya Non-1F Average asking rent: Non-1F

GRAPH 3

1/F rents in retail districts of regional cities, 2008–

2015

Source: Japan Real Estate Institute, BAC Urban Projects, Savills Research & Consultancy
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This peak was due in part to a limited 
number of vacancies, allowing 
expensive city blocks to signifi cantly 
affect Ginza data. The decline in 
2H/2015 indicates a return to more 
normal growth conditions for Ginza, 
which now sits only 10% higher than 
Shinjuku, currently the second most 
expensive district.

Non-1/F rents paint a steadier growth 
picture. Average non-1/F rents in 
major retail districts have remained 
fl at or posted small single-digit growth 
almost every year since 2011, with little 
variation between districts. The one 
exception is Omotesando, which has 
grown 30% since 2011, almost twice 
the 16% average. This is largely due 
to the relatively small, boutique-style 
frontage of buildings in Omotesando, 
where 2/F and 3/F tenants enjoy 
relatively higher visibility than in other 
districts and as such upper level rents 
are more highly correlated with 1/F 
rents. Regression analysis on 1/F vs 
non-1/F rents in each major district 
from 2008 to 2015 yields an R2 value 
of 0.76 for Omotesando and only 
slightly lower for Ginza. Shibuya and 
Shinjuku by contrast exhibit very little 
relationship due to relatively taller 
buildings and higher volumes of non-
1/F supply.

Beyond Tokyo, trends are much more 
sporadic. Average asking rents for 
1/F retail property across the country 
– Tokyo excluded – still remain below 
pre-crisis levels, and in 2015 the 
average rate fell back to JPY19,780 
per tsubo, only 140 yen up from its 
fi ve-year low in 2012. Sapporo in 
particular has stalled since the Great 
Tohoku Earthquake; 1/F asking rents 
in Sapporo’s Odori shopping district 
still hover near JPY13,000 per tsubo. 
By contrast, 1/F rents in Osaka’s 
Shinsaibashi district and Fukuoka’s 
Tenjin district have achieved 24% and 
9% growth respectively since 2011, 
refl ecting high tenant demand and 
favourable effects from Japan’s infl ux 
of overseas shoppers. 

Non-1/F rents in regional cities show 
more uniformity. Average rents for 
non-1/F property stood at JPY13,040 
in 2H/2015, 2% lower than a year 
ago. Almost all of Japan’s regional 
cities saw signifi cant rental growth in 
2H/2014 due to local reasons – for 
example reconstruction completion 
in Sendai – but growth did not 
continue into 2015. If the government 

GRAPH 4

Non-1/F rents in retail districts of regional cities, 

2008–2015

Source: Japan Real Estate Institute, BAC Urban Projects, Savills Research & Consultancy
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is successful in promoting tourism in 
Japan’s outlying regions, it could help 
push retail rents back up to pre-crisis 
levels. 

Development projects 
underway in Tokyo and 
beyond
Development activity remains clustered 
around Tokyo’s central shopping 
districts, though large-scale projects 
are also underway in outlying regions.

Tokyu Land Corp opened its new 
landmark Tokyu Plaza Ginza at the 
end of March. The B/5-11/F building 
has a gross fl oor area (GFA) of 50,000 
sq m and can host approximately 
120 shops. Tokyu expects to exceed 
ten million visitors in its fi rst year of 
operation. Ginza will see an additional 
retail hub open its doors in November 
when a joint venture organised 
by several domestic real estate 
companies completes 46,000 sq m of 
retail space on the site of the former 
Matsuzakaya Ginza department store. 
The new complex will house a Noh 
theatre and a rooftop garden, as well 
as the fi rst tour bus depot to operate in 
Ginza, in order to capitalise on Japan’s 
burgeoning inbound tourism.

In March, the 32-storey, 111,000-sq 
m mixed-use Miraina Tower opened 
next to Shinjuku Station, the busiest 
train station in the world with over 3.5 
million daily passengers. In addition 
to fi ve fl oors of retail space, Miraina 
Tower contains the largest bus terminal 
in Japan – capable of servicing 1,625 
buses a day – and 27 fl oors of offi ces. 
The developer was JR East. JR East 
and Odakyu Railway Company are 
both engaged in signifi cant, multi-
year redevelopment projects around 
Shinjuku Station, including cosmetic 
and accessibility enhancements 
to further modernise the area 
and attract higher-rent tenants. 
Yodobashi Camera, a prominent 
big-box electronics retailer, is also 
redeveloping its fl agship Shinjuku store 
and plans to double its existing retail 
space by 2020. Considering these 
developments, Shinjuku should draw 
more customers, including overseas 
tourists, and see continued rental 
growth over the short to medium term.

In Yokohama, Mitsui Fudosan, 
Marubeni, and Mori Building will 
jointly construct a 58-fl oor mixed-use 
tower on Yokohama Bay. The tower is 
scheduled to be completed by 2020 

GRAPH 6

Retail property investment volume by 

city, 2007–2015

Source: RCA, Savills Research and Consultancy
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GRAPH 5

Retail property investment volume by 

buyer, 2007–2015

Source: RCA, Savills Research & Consultancy
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and will offer two fl oors of retail space 
at ground level.

In March, Mitsubishi Estate announced 
that it will redevelop Fukuoka’s 
Hawks Town Mall, which is adjacent 
to the home stadium of the Fukuoka 
SoftBank Hawks. The redesigned 
property is scheduled to open in 2018 
with 130,000 sq m of gross fl oor area, 
almost double the original amount.

Investment volume 
remains strong
Investment in Japanese retail 
properties expanded signifi cantly 
in 2015, reaching JPY1.1 trillion 
(US$9.9 billion) according to Real 
Capital Analytics (RCA). This is a 
25% increase over 2014 fi gures, and 
the fi rst time that retail investment 
volume has surpassed JPY1 trillion 
since 2007. The increase is even more 
impressive considering that investment 
in Japanese real estate as a whole 
contracted by 4% in 2015.

2015 marks the fourth consecutive 
increase in retail transaction volumes, 
which have bounced back almost 
450% since the post-crisis trough 
in 2009. Despite this achievement, 
investors may grow more cautious 
and growth could moderate over the 
remainder of 2016. Macroeconomic 
conditions began to soften in late 
2015, and average 1/F asking rents 
in certain prime Tokyo locations 
saw a correction for the fi rst time in 
two years, possibly signifying some 
caution on the part of landlords and 
tenants.

As usual, over 60% of total 
investment occurred in Tokyo, though 
Osaka is also active at over 20% of 
the total. Japan’s other major urban 
centres have generally seen smaller, 
more volatile investment. We expect 
these ratios to remain relatively stable 
over the medium term.

J-REITs and their sponsors remain the 
most active market participants and 
were the buyers in about half of the 
approximately 200 retail transactions 
that occurred in 2015.

Cap rates for the retail sector have 
compressed as volume has picked 
up, and cap rates for property in prime 
areas such as Ginza have even dipped 
below 3%. The 4-5% range is more 
typical of transactions in greater Tokyo, 
depending on building quality and 

location. Cap rates can range as high 
as 8-9% in outlying regions.

2H/2015 and early 2016 saw several 
notable transactions. In September, the 
sovereign wealth fund of Azerbaijan 
(SOFAZ) entered the Japanese market 
with its purchase of the Kirarito Ginza 
building for JPY52.3 billion (US$420 
million). The estimated cap rate on the 
transaction was 2.8%, refl ecting the 
building’s central location and recent 
completion in 2014.

In October, J-REIT Japan Retail Fund 
announced that it would sell fi ve 
Aeon Mall properties in a transaction 
totaling JPY68.6 billion (US$560 
million). Estimated cap rates on 
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the transactions ranged from 4.2% 
to 6.4%. Aeon Mall is a prominent 
shopping mall chain with locations 
across Japan that often serve as retail 
hubs outside of central urban areas.

Choppy macroeconomic 
conditions ahead
After a strong showing in mid-2015, 
Japan’s retail environment has entered 
a period of softness. Retail sales, 
consumer confi dence, and personal 
consumption all slowed in the fourth 
quarter. Though long-term prospects 
for Japan’s retail sector are stable to 
strong in light of the upcoming Tokyo 
Olympics and increased tourism, 
we expect rents and vacancies to 
remain stable in the face of near-term 
downside risks.

Large-scale department store and 
supermarket retail sales fi gures posted 
2% growth for Q2 and Q3/2015 over 
the same period a year earlier. This 
trend reversed in Q4 and continued 
to contract YoY into 2016. Sales 
effi ciency has deteriorated accordingly, 
as sales contracted while overall 
square footage remained stable. 

Early 2015 also saw a similar dip and 
recovery, however, so it is possible 
that retail sales could recover in 2016 
as well. Much will depend on whether 
the Abe administration makes an 
announcement concerning its planned 
consumption tax hike in April 2017, 
as well as the progress of economic 
reform.

Consumer sentiment and household 
spending followed similar trends in 
greater Tokyo. After falling dramatically 

after the April 2014 consumption 
tax hike, both indicators recovered 
gradually throughout 2014 and 2015. 
Japan as a whole, however, lags 
behind Tokyo’s recovery, weighing on 
the retail sector outside the capital city. 

Consumer confi dence declined 
in February, eroded by news of 
a GDP contraction in Q4/2015, 
poor stock market performance, 
and global economic uncertainty. 
The government’s decision on 
whether or not to raise taxes will be 
the determining factor in Japan’s 
consumption patterns over the short to 
medium term.

Consumption tax hike 
planned for April 2017
Japan’s national debt, at about 130% 
of annual GDP net government 
holdings, is among the highest of its 
peers. This makes it very controversial 
to carry out massive fi scal stimulus. 
When the Abe administration 
announced its plans to begin such 
stimulus in 2013, it promised to fund 
its programmes by raising Japan’s 
national consumption tax rate from 5% 
to 8% in April 2014, and from 8% to 
10% eighteen months later in October 
2015. The consumption tax accounts 
for over 30% of government revenue 
according to the Ministry of Finance, 
so a hike would signifi cantly improve 
the country’s fi scal position, assuming 
stable consumption rates.

After the government implemented 
the fi rst hike in 2014, however, Japan’s 
economy fell into recession. The 
government has already delayed the 

TABLE 1

Large retail transactions in 2H/2015–Q1/2016

Date Property Location
GFA 

(sq m)

Price 

(JPY bil)

Cap rate 

(%)
Buyer

Sep 15 Kirarito Ginza Ginza, Tokyo 17,000 52.3 2.8% State Oil Fund of 
Azerbaijan (SOFAZ)

Oct 15 AEON Yachiyo-
Midorigaoka

Midorigaoka, 
Chiba 130,000 28.0 4.2% GK Double O Five

Feb 16 G-Bldg Ginza 
Chuo-dori 01 Ginza, Tokyo 4,000 26.0* 2.8%

Japan Retail Fund 
(50%)

Mitsubishi-related 
Fund (50%)

Feb 16 G-Bldg Kichijoji 
02

Kichijoji, 
Tokyo 9,000 15.3 4.1% Japan Retail Fund

Dec 15 Q Plaza 
Shinsaibashi

Shinsaibashi, 
Osaka 4,000 13.4 3.9% Activia Properties

Source: RCA, Nikkei RE, Savills Research & Consultancy
*JRF disclosed a price of JPY 13.0 billion for 50% co-ownership; 26.0 is the assumed price for the entire building

GRAPH 8

Japan household spending, 2013–

2015

Source: Cabinet Offi ce, Savills Research & Consultancy
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GRAPH 7

Japan monthly retail sales trend, 

2013–Jan 2016

Source: METI, Savills Research & Consultancy

-20%

-10%

0%

10%

20%

1.60

1.61

1.62

1.63

1.64

1.65

1.66

1.67

1.68

1.69

1.70

Jan-13 Jan-14 Jan-15 Jan-16

Y
o

Y
%

J
P

Y
 t

ri
ll
io

n

Retail sales, 12 mma (LHS) YoY% (RHS)

Mar-14 Front-loaded 

consumption prior 

to tax hike

GRAPH 9

Japan consumer confi dence, 2013–

Feb 2016

Source: Cabinet Offi ce, Savills Research & Consultancy
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second hike another eighteen months 
to April 2017, a decision that fi nancial 
markets largely accepted with relief. 
Now that the second hike is once 
again looming and Japan’s recovery 
is still fragile, some are expecting Abe 
to further postpone the tax increase. 
If he does not, we can expect to see 
a pattern similar to what occurred in 
2014 – a sharp decline in consumption, 
followed by a drawn-out recovery. 

Changing the consumption tax rate 
is an exceptionally sensitive issue in 
Japan for two main reasons.

First, consumption taxes 
disproportionately affect retirees and 
low-wage workers, who pay relatively 
more taxes through consumption 
than through income. This makes 
consumption tax rates a heated 
issue among Japan’s steadily aging 
population and its large contingent of 
part-time workers. 

Second, Japan’s weak infl ationary 
environment means that any slowdown 
in private expenditure has the potential 
to push prices back into defl ationary 
territory, an outcome that could weigh 
on the country’s recovery. 

Retail supported by 
record-breaking inbound 
tourism
Japan has set yet another all-time 
record for international arrivals, 
welcoming almost 20 million visitors 
in 2015. This is a 47% increase 
over 2014, and an impressive 217% 
increase since 2011. This surge of 
international consumers – most of 
whom come from Asia’s burgeoning 
middle class – has proved to be a 
lucrative income stream for retail 
businesses in Tokyo and greater Osaka. 

The government had previously set a 
target of 20 million annual arrivals by 
2020. Having almost accomplished 
its goal fi ve years early, it has now 
revised its target upward to 40 
million. A marginally stronger yen and 
economic uncertainty in China may 
moderate the rate of tourism growth 
in 2016, but headline numbers should 
remain strong. We believe that the 
government may meet its new target 
of 40 million visitors by 2020 provided 
that it continues to prioritise tourist-
friendly programmes and that other 
Asian economies maintain reasonable 
growth. 

GRAPH 10

Average tourist shopping expenditure, 2011–2015

Source: Ministry of Land, Infrastructure, Transport, and Tourism, Savills Research & Consultancy
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GRAPH 11

Sales growth in duty free goods at department 

stores, Apr 2014—Dec 2015

Source: Japan Department Stores Association, Savills Research & Consultancy
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This focus on increased tourism has 
real signifi cance for Japan’s retail 
sector. Average shopping expenditure 
among tourists has increased 
dramatically since 2011. According to 
the Ministry of Land, Infrastructure, 
Transport, and Tourism, the average 
shopping expenditure per tourist 
increased 35% YoY in 2015, and an 
impressive 75% since 2011. Chinese 
tourists in particular account for the 
biggest increase in both number of 
visitors and shopping expenditure.

Retail businesses are working hard to 
capture this new source of income. 
Large stores are circumventing 
language barriers by publishing 
ads and information in English and 
Chinese and including language 
study as part of staff training. Shops 

in Ginza, Shinjuku, Omotesando, and 
Shibuya are increasingly offering duty 
free shopping to tourists after the 
government expanded the amount of 
eligible items to include consumables 
such as cosmetics and specialty 
foods in October 2014. Department 
stores reported YoY sales growth well 
in excess of 200% on duty free items 
in the following twelve months.

If the current surge in tourism and 
retail spending continues, it could 
provide a signifi cant tailwind for 
Japan’s retail sector. 
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OUTLOOK

The prospects for the market

Our outlook for Japan’s retail 
sector is generally positive for 
2016. Rental growth slowed 
as 2015 came to a close, and 
weak consumer sentiment and 
household spending in January 
and February indicate that the 
slowdown will likely persist for 
the next quarter. On the other 
hand, investment volumes 
remain strong, and increased 
inbound tourism is a signifi cant 
success story for relevant 
retail businesses. Overseas 
shoppers should provide some 
support through periods of 
choppy domestic consumption. 

If the government is successful in 
promoting tourism outside of the 
Tokyo-Osaka corridor, then other 
regional retail centres could see 
greater activity as well.

Looking further ahead, the single 
biggest item to watch is the 
government’s planned consumption 
tax increase from 8% to 10% in April 
2017. If the increase happens as 
scheduled, we expect to see a large 
frontloaded spike in consumption 
followed by a dramatic dip and 
fi nally a long, slow recovery, similar 
to what occurred in 2014. Abe has 
commented that the government 

currently has no plans to delay the 
hike, but recent evidence suggests 
that his true intentions may be 
more fl exible. In March Abe and his 
cabinet, along with Bank of Japan 
governor Kuroda, received multiple 
Nobel Laureate economists in what 
many analysts are interpreting as an 
effort to explore postponement or 
other alternatives. If the government 
announces a delay, we expect to 
see a boost in consumer sentiment 
and macro fundamentals as Japan’s 
recovery is allowed more time to 
gather forward momentum. 


