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EXECUTIVE SUMMARY

This quarter is forecast to see a negative GDP growth
rate of -1.2%, according to the Japan Center for
Economic Research, due to a reactionary fall in demand
caused by frontloaded demand before the April hike in
consumption tax. Nevertheless, the following quarter
appears resilient as investment activities are forecast to
trend upward. Although the latest quarterly Tankan
Survey index declined by -5 in both manufacturing and
non-manufacturing sectors to +12 and +19 respectively,

stock prices and J-REIT indexes have seen a gradual

upward trend over the second quarter, reflecting
robust corporate and fund performances. The Abe
Cabinet’s growth strategy, with the series of corporate
tax reductions scheduled for fiscal year 2015, will
enhance the current offensive stance of the domestic
corporate sector with more investment activities.
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In many cases of property transaction competitions,
buyers could not match offering prices raised by sellers,
who may not need to dispose assets immediately and
are taking advantage of the ease of refinancing amid a
favorable lending market. As a result of the widening
price gaps between buyers and sellers, the investment
markets slowed in the second quarter. However,
investment transaction volume approached to 1,500
billion Japanese Yen at the end of the first half of this
year, increasing by 8.8% year-on-year.

Going forward, yields are anticipated to be compressed
further and transaction volume is expected to
accelerate as investors expand their criteria of
investments, seeking higher yields by taking risks with
properties outside of Tokyo’s Central Five Wards,
including suburbs of Tokyo and major cities such as
Osaka, Nagoya and Fukuoka.
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ECONOMIC OVERVIEW

The previous quarter saw a GDP growth of 1.6% (quarter-on-
quarter, seasonally adjusted) driven by frontloaded demand before
the April hike in consumption tax. But this quarter is forecast to
see a negative GDP growth rate of -1.2%, according to the Japan
Center for Economic Research, due to a reactionary fall in demand.
Nevertheless, the following quarter appears resilient as investment
activities are forecast to trend upward as evidenced by the
significant growth of machine tool sales (48.7% in April and 24.1% in
May, year-on-year), which is a leading indicator of business
sentiment in the manufacturing sector.

INVESTMENT ENVIRONMENT & STOCK MARKET

The latest quarterly Tankan Survey index declined by -5 in both
manufacturing and non-manufacturing sectors to +12 and +19
respectively, due to a negative GDP growth rate. However, stock
prices and J-REIT indexes have seen a gradual upward trend over
the second quarter, reflecting robust corporate and fund
performances despite the occasional dip in GDP.

This quarter saw the introduction of the Abe Cabinet’s growth
strategy, or ‘third arrow’ in June, with a series of corporate tax
reductions scheduled for fiscal year 2015. This tax policy will
enhance the current offensive stance of the domestic corporate
sector with more investment activities, witnessed by the optimism
of large-sized companies in the manufacturing sector in the Tankan
Survey index, which rose from +12 in June to +15 in September.
Also, foreign corporate investment into Japan is expected to
increase with this policy.

CAPITAL TRANSACTION MARKET & OUTLOOK

IPOs continued in J-REITs in the second quarter; for instance,
NIPPON REIT, which comprises a variety of assets under
management including mainly office, followed by residential and
retail.

In many cases of competitions, buyers could not match offering
prices raised by sellers who may not need to dispose of assets
immediately and are taking advantage of the ease of refinancing
amid a favorable lending market. As a result of the widening price
gaps between buyers and sellers, the investment markets slowed.
However, investment transaction volume reached to 1,500 billion
Japanese Yen at the end of the first half of this year, increasing by
8.8% year-on-year.

In the meantime, the investors saw ‘market polarization’ where
competitive buildings are more competitive and less competitive
buildings become even less competitive as a result of investors’
severe selection of the ‘right’ property. This was witnessed by
bullish bidding for an iconic prime office building, taking bullish
rental growth for granted against the back of improved
fundamentals in the office leasing market, including downward
trend of vacancy rates and gradual rises in rents. Going forward,
yields are anticipated to be compressed further and transaction
volume is expected to accelerate as investors expand their criteria
of investments, seeking higher yields by taking risks with properties
outside of Tokyo’s Five Wards, including suburbs of Tokyo and
major cities such as Osaka, Nagoya and Fukuoka.

Mid year’s investment transaction

volume exceeded that of last year.

STATS ON THE GO

LOCAL CURRENCY US$  Y-0-Y CHANGE IN
(JPY) EQUIVALENT  LOCAL CURRECNY
OFFICE
Investment Volume 213.1 billion 2.092 billion -40.1%
Price 2,701,574 per Tsubo 745.510 per SF -12.4%
RETAIL
Investment Volume 68.8 billion 0.676 billion -56.9%
Price 3,279,278 per Tsubo ~ 904.93 per SF 102.3%
INDUSTRIAL
Investment Volume 58.3billion 0.572 billion -49.7%
Price 746,222 per Tsubo  205.92 per SF -6.4%
YIELD Q22014 Q-0-Q CHANGE Y-0-Y CHANGE
Office 4.81% -0.08pp -0.33pp
Retail 4.93% -0.07pp -0.67pp
Industrial 6.26% 0.21pp 0.18pp

Exchange Rate: | USD = 101.84 Yen as of 23 June 2014
Source: Real Capital Analytics, Cushman & Wakefield Research
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THE QUARTERLY TANKAN SURVEY
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Source: Bank of Japan, Cushman & Wakefield Research
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YTD INVESTMENT VOLUME BY SECTOR
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OFFICE TRANSACTIONS OVERVIEW & OUTLOOK

Office investment transaction volume reached over 1,000 billion
Japanese Yen at the end of the first half of this year, increasing by
20% year-on-year. Yield compression continued to be driven by
two IPOs in J-REITs—NIPPON REIT and Invesco Office J-REIT—as
well as existing J-REITs which remained aggressive buyers. Going
forward, transaction volume is expected to increase as buyers
extend their criteria of investments, seeking higher yields by taking
risks with properties outside of Tokyo’s Five Wards including
suburbs of Tokyo and major cities such as Osaka, Nagoya and
Fukuoka. The market will continue to move as J-REITs and Private
REITs remain aggressive buyers, and foreign investors bullishly bid
encouraged by rental growth.

CAPITAL VALUE AND YIELD — OFFICE
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RETAIL TRANSACTIONS OVERVIEW & OUTLOOK

Retail investment transaction volume maintained at almost 300
billion Japanese Yen at the end of the first half of this year, and the
average price per tsubo was accelerated by transactions of retail
premises on the main streets in areas such as Omotesando,
Shinjuku and Shibuya, which were acquired by an overseas investor
(Unilmmo: Europa) and J-REITs. Going forward, yields are forecast
to be compressed further and transaction volume is expected to
increase as price gaps between buyers and sellers remain small due
to aggressive buyers on the back of upward trend of rents on the
main streets.

CAPITAL VALUE AND YIELD — RETAIL
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INDUSTRIAL TRANSACTIONS OVERVIEW & OUTLOOK

Although industrial investment transaction volume decreased by
30% year-on-year, to just over 100 billion Japanese Yen at the end
of the first half of this year, the pace of its transaction volume of
58.2 billion Japanese Yen in the second quarter outperformed 46.1
in the first quarter because of the increased number of transactions.
However, yield continually hiked by 20 basis points to just over
6.25%, driven by transactions with higher yields by a couple of J-
REITs. Going forward, yields are forecast to compress a little,
justified by an anticipated rental hike, especially by competitive
facilities. This hike is believed to be derived from the likely pass-
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through of a steep rise in construction costs, including labor and reactionary fall in demand caused by frontloaded demand before
material costs. the April hike in consumption tax. Nevertheless, the following

_ quarter appears resilient as investment activities are forecast to
CAPITAL VALUE ANDYIELD — INDUSTRIAL trend upward. Although the latest quarterly Tankan Survey index

o 6.80% declined by -5 in both manufacturing and non-manufacturing
08 1 6.60% sectors to +12 and +19 respectively, stock prices and J-REIT
o 07 1 - 6.40% indexes have seen a gradual upward trend over the second quarter,
% 06 4 | 6.20% reflecting robust corporate and fund performances.
% ©B q 7 D In many cases of property transaction competitions, buyers could
£ 04 - 5.80% not follow offering prices raised by sellers who don’t need to
E 03 | - 5.60% dispose of assets immediately and are taking advantage of the ease
=02 L 5.40% of refinancing amid a favorable lending market. As a result of the
- - price gaps widening between buyers and sellers, the investment
00 ‘ ‘ ‘ ‘ | 5.00% markets slowed in the second quarter. However, investment
Q13 3Q13 4Q13 1Q14 2Q14 transaction volume reached 1,500 billion Japanese Yen at the end of
I Average Price (¥) Per tsubo ==Average Cap Rate (Yield) the first half of this year, increasing by 8.8% year-on-year.
Going forward, yields are anticipated to be compressed further and
Source: Real Capital Analytics, Cushman & Wakefield Research transaction volume is expected to accelerate as buyers extend their
CONCLUSION criteria of investments, seeking higher yields by taking risks with

properties outside of Tokyo’s Five Wards.
This quarter is forecast to see a negative GDP growth rate of -1.2%,

according to the Japan Center for Economic Research, due to a

MAJOR TRANSACTIONS

PROPERTY NAME PROPERTY TYPE DISTRICT / SUBMARKET PURCHASER AREA / GFA CONSIDERATION / PURCHASE PRICE UNIT PRICE
S US$ MILLION YEN MILLION US$/SF
Queen's Square Office Yokohama City / Invesco Office J-REIT 1,658,926 661 67,344 399
(Towers B and C). Minatomirai
Ebisu Prime Square Office Shibuya -Ward / Hiroo Invesco Office J-REIT 727,428 501.3 51,051 689
J6 Front Retail Shibuya-Ward / Jingumae Unilmmo: Europa 53,268 173.1 17,626 3,256
Gotenyama Office Shinagawa-Ward / Sumitomo Realty & 330,177 158.1 16,100 479
Technology Center Kitashinagawa Development

Exchange Rate: | USD = 101.84 Yen as of 23 June 2014
Source: Real Capital Analytics, Cushman & Wakefield Research

For inquiry: Keisuke Yanagimachi, Head of Research Japan, e-mail: keisuke.yanagimachi@ap.cushwake.com

Profile

Keisuke surveys the entire market ranging from developments to leasing and investment markets across all property sectors. Keisuke began his
career at a construction company designing shopping malls and residential blocks. He further expanded this scope as a project manager for a
variety of developments such as schools and nursing homes. After he got a Masters 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 analysed the
investment market and various property indexes.

(Visiting researcher of Waseda University, Member of the Japanese Association of Real Estate Financial Engineering, First Class Architect)
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For more information about
C&W Research, contact:

Cushman & Wakefield (C&W) is known the world-over as an industry knowledge leader. Through
the delivery of timely, accurate, high-quality research reports on the leading trends, markets
around the world and business issues of the day, we aim to assist our clients in making property

Sigrid Zialcita decisions that meet their objectives and enhance their competitive position.
Managing Director, Research, In addition to producing regular reports such as global rankings and local quarterly updates
Asia Pacific available on a regular basis, C&W also provides customized studies to meet specific information

+(65) 6535 3232
sigrid.zialcita@ap.cushwake.com

Keisuke Yanagimachi

Head of Research, Japan

+(81 3) 3596 7098
keisuke.yanagimachi@ap.cushwake.com

For more information about
C&W Capital Markets, please contact:

Yoshiyuki Tanaka

Representative Director &

President of Investment Advisors K.K.
Japan

+(81 3)3596 7031
yoshiyuki.tanaka@ap.cushwake.com

needs of owners, occupiers and investors.

Cushman & Wakefield is the world’s largest privately-held commercial real estate services firm.
The company advises and represents clients on all aspects of property occupancy and investment,
and has established a preeminent position in the world’s major markets, as evidenced by its
frequent involvement in many of the most significant property leases, sales and assignments.
Founded in 1917 it has 250 offices in 60 countries and more than 16,000 employees. It offers a
complete range of services for all property types, including leasing, sales and acquisitions, equity,
debt and structured finance, corporate finance and investment banking, corporate services,
property management, facilities management, project management, consulting and appraisal. The
firm has more than $2.2 billion in assets under management globally. A recognized leader in local
and global real estate research, the firm publishes its market information and studies online at
www.cushmanwakefield.com/knowledge.

This report has been prepared solely for information purposes. It does not purport to be a
complete description of the markets or developments contained in this material. The information
on which this report is based has been obtained from sources we believe to be reliable, but we
have not independently verified such information and we do not guarantee that the information is
accurate or complete. Published by Corporate Communications.

©2014 Cushman & Wakefield, Inc. All rights reserved.
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