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Summary

We studied new supply trends in the office market |
relocation trends in Tokyo during 2009. Based on our results we discuss the relation between
of fice supply and demand i rhepenod 300062013fWewalso centr al wal
performed a survey ofthelarge-s cal e of fi ce buil dings in Tokyobés fiwv
Note 1), along with the companies occupying those buildings, and analyzed demand trends in
these core areas.
éeécecécececececececeeceecececcececececceececceccecceccee.

Note 1: The five main business districts were Otemachi/Marunouchi/Yurakucho, Nishi-Shinjuku,

Uchisaiwaicho/Kasumigaseki/Nagatacho, Nihonbashi/Yaesu/Kyobashi, and Akasaka.

Supply will increase in 2011 and 2012, but the proportion located in the three central
wards will fall
Annual new supply of office buildings with a floor space of 3,300m? o r greater in Tokyoo:
wards from 2010~2013 is estimated to be 1.13 million m?. New supply in 2010 will fall by 10%
compared with 2009, but is expected to return to relatively high levels (1.53 million mz) in 2011
and 2012.
By ward, new supply will be highest in Chiyoda (27%), followed by Koto (15%), and Chuo
(14%). By district, the largest concentration will be in Otemachi/Marunouchi/Yurakucho (14%),
followed by Toyosu/Shinonome (7%), and Nihonbashi/Yaesu/Kyobashi (6%).
During the next four years new office supply will be generated primarily by reconstruction in
the central wards, and by new development in the peripheral wards. About 74% of new supply in
Tokyobdés three central wards wil |l be created through
Moreover, the proportion of new office floor space located in the three central wards will fall to
only 53%. New supply in the three downtown wards will be particularly weak in 2010, totaling

only 520,000 m?, the lowest level in ten years.

Demand has contracted significantly due to the recession, further expanding the gap
between competitive and uncompetitive properties
Tenant relocation volume expanded in 2009 compared with the previous year (on a floor
space basis), recovering to nearly the same level seen in 2007. The ratio of major relocations
by successfully expanding companies or as a result of mergers and acquisitions also increased.
Nevertheless, vacancy rates are rising rapidly, indicating a major exodus of tenants from existing
buildings.
We identified companies that moved out of large-s cal e of fi ce buil dings in Tok
business districts and investigated why they had decided to relocate. The most common reason
was fAbankruptcy/ downsizingo (68%) . I n cases where |

many relocations involved departures from older buildings with sub-standard seismic resistance,
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and in many cases favored newly constructed facilities. In addition to the three central wards,
there were also significant numbers of relocations to Shinagawa, Koto and other peripheral
wards. The weak economy not only caused a sharp reduction in office demand, it has also
precipitated a shift toward buildings with lower rents. Vacancies are rising in existing buildings

that lack a competitive advantage.

[Supply-Demand Balance] Demand will be the key to any recovery of the office
market in central Tokyo
The increase in office vacanciesinToky o 6s f i ve main business districts
due to a contraction in demand. The situation is clearly quite different from that in 2003, when a
glut in new supply caused a spike in the vacancy rate. The key to any recovery in the office
market will be generation of net new demand. For example, to lower the vacancy rate to the 4%
level it will be necessary to fill approximately 720,000 m? of office space that currently lies empty.
This is roughly equivalent to two years of new demand at 2004 levels.
I f economic recovery is delayed, the situation in t
five main business districts. Moreover, because new supply will increase in peripheral wards in
2011 and 2012, demand may well flow out of these main business districts. On the other hand,
there is a shortage of office buildings in the major business districts that meet tenant needs for
superior seismic resistance, security, and energy efficiency, so once it becomes clear that an
economic recovery is underway, demand for such buildings could cause the market in these
areas to recover quite rapidly.
The shift towards buildings that better meet tenant needs, particularly in terms of location and
rent level, is expected to continue. This will serve to further increase the polarization between

competitive and uncompetitive properties in the market.
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Introduction

Of fice vacancy rates in Tokyods five central wards
Shibuya) reached 8.09% in 2009 (Fig. 1), an increase of 3.37 points compared with 2008. This
was nearly as high as the level reached in 2003 (8.57%), when a large amount of new supply
flooded the market. As a result of the ongoing global financial crisis, the future direction of the
economy remains wunclear. Un d e r officemanketpesforrdint i ons, how
2010 and beyond?

Figure 1 Office vacancy rates in business districts in major Japanese cities

(1994~December 2009)
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Source : Compiled by NRE based on data published by Miki Shoji
This report presents our estimate of new of fi ce buil ding su pzp iny (fl oor

Tokyobds 23 wards during the next four years (2010~72
relocation trends in 2009 (as of December 31, 2009). We also clarify the current operational

status of office buildings based on scale and location. In addition, we followed up our February

2009 study by surveying all the large-s cal e of fi ce buil di ngs (2)_in cl ass: f
Tokyobds five main business districts, uildongspandg wi t h th
analyzed demand trends in those core areas. Finally,
wards and discuss the office market demand-supply balance in that area, including leased and

owner-occupied buildings, from 2010~2013.

eeeeeeeeeeeeeeeeeeeeceeeeeceeeeeeeceeeeeeeceeeeeeeeeece.

Notes : In the present report office buildings are categorized as follows:

Large buildings (M Class) Floor space 3,300 m? ~ 9,999 m?
Large-scale buildings (L Class) Floor space 10,000 m* ~ 29,999 m?
Very large-scale buildings (LL Class) Floor space 30,000 m? ~ 59,999 m?

(XL Class) Floof space O 60,000m

This survey of new supply covered buildings used primarily as offices, with standard floors of at least 330 m? (approx.
100 tsubo), and total floor space of at least 3,300 m? (approx. 1,000 tsubo). Figures for new supply include only floor

space devoted to office use. Data is accurate as of the end of December 2009.
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1 New Supply Trends

1-1  New Supply Trends from 2010~2013

Figure 2 Supply of office buildings in Toky o0 6 s
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Note : This survey covered buildings used primarily as offices, with standard floors of at least 330 m? and
total floor space of at least 3,300 m”. Data was gathered from public sources, site surveys, and hearings,
and includes all buildings for which information was available as of the end of December 2009. In the
present report office buildings are categorized as M Class (floor space 3,300 m” ~ 9,999 m?), L Class
(floor space 10,000 m? ~ 29,999 m?), LL Class (floor space 30,000 m? ~ 59,999 m?), and XL Class (floor
space O 6 0, °D. The bar graph indicates supply, and shows total office floor space, excluding retail,
residential and hotel space. The dashed line shows the number of buildings constructed in each year

Source : NRE

New supply to drop in 2010, but will beat the 9-year average in 2011 and 2012
buil diny) Gluppoy smade®@3yod60m3

New of fi

million m?, a decline of 10% compared with 2009. Annual new supply for the period 2010~2013
will be 1.13 million m®. This is 15% below the annual average of 1.33 million m? recorded from
2001~2009, but supply will reach very high levels (1.53 million m?) in both 2011 and 2012.
Specific characteristics of new supply for each year from 2010 through 2013 are as follows.

[2010] New supply will consist of 73 buildings with an aggregate floor space of 1.03 million m?>.

ce

LL and XL class buildings will account for only 41% of the total. The economic downturn has

caused the delay or cancellation of a number of projects, and as a result total new floor space

will be 21% less than we estimated in our previous survey in 2009.

m

war ds

[2011] Fifty-eight new buildings will be completed, with a total floor space of 1.52 million m? The

proportion of LL and XL class buildings will be higher than in 2010. Most scheduled LL and XL

class projects have already started construction, and so new supply should closely match our

present estimate.
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[2012] New supply will consist of 24 buildings with a total floor space of 1.53 million mZ. Floor
space in LL and XL class buildings will reach 1.35 million m?, or 89% of the overall total. However,
some scheduled projects have yet to start construction, and should economic conditions worsen
it is possible that cancellations or delays could cause actual new supply to fall below our present
estimate.

[2013] Currently scheduled new supply will total 9 buildings, with an aggregate floor space of
430,000 m®. LL and XL class buildings will account for 410,000 m? of this total. Plans for a
number of L class and smaller buildings appear to be on hold, as developers keep a keen eye on

the progress of the economy.

1-2  New Supply by Ward and Business District

Top three wards will be Chiyoda (Marunouchi), Koto (Toyosu), and Chuo (Nihonbashi)

Looking at a breakdown of new office building supply in 2010~2013 by ward, we find that
Chiyoda is by far and away the leader at 1.21 million m? (27% of the overall total). Next comes
Koto at 670,000 m? (15%), and Chuo (650,000 m?; 14%) (Fig. 3).

By business district, 14% of new supply will be located in Otemachi/Marunouchi/Yurakucho.
This is primarily the result of ongoing reconstruction and redevelopment in that area. Next comes
Toyosu/Shinonome in Koto ward, at 7%. Former factory sites are also being redeveloped for
commercial and residential use in this area, which is becomingly attractive for its convenience.
Third comes Nihonbashi/Yaesu/Kyobashi in Chuo ward, at 6%. Compared with Marunouchi,
renewal has been delayed in this area east of Tokyo Station, however redevelopment projects

are now beginning to get underway (Table 1).

Figure 3 New Office Building Supply Table 1l Top Ten Business Districts
in Tokyods Main Wards for New Office Supply (%)
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Figure4 Di stri bution of Office Building Projects in Tok)
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[Chiyoda] Reconstruction Projects to Generate 1.21 million m? in New Supply Over
Next Four Years

Building reconstruction will account for 73% of new supply in Chiyoda during this period. By
area, 53% will be concentrated in the Otemachi/Marunouchi/Yurakucho district. Major projects
include the Marunouchi 1-Chome Project in 2010, the Shin lino Building and the Palace Hotel
reconstruction project Office Wing in 2011, the Marunouchi 1-4 Block Project and JP Tower in

2012, and the Awajicho 2-Chome West Redevelopment Project in 2013.

[Koto] Despite Some Delays, 670,000 m? of New Supply Will be Created in the
Waterfront District

Nearly all new supply (98%) will be from new development. By district, a number of projects
originally scheduled for completion in 2012 or later have been delayed in Toyosu/Shinonome,
Toyocho/Kiba, and Aomi/Ariake, but we estimate that 670,000 m? of new supply will be
constructed in Koto over the next four years. Major projects include the Toyosu 3-1 Block Project
and the Fukagawa Gatharia W2 Building Project in 2010, the Ariake Minami Project in 2011, and
the Aomi Q Block Project in 2012.
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[Chuo] New Supply to Total 650,000 m? Higher Proportion from Reconstruction Than
Any Other Ward

Reconstruction will account for 76% of new supply in Chuo, the highest such ratio of any ward
in Tokyo. Aggregate new supply over 4 years will reach 650,000 m?, and will be concentrated
mainly in the Nihonbashi/Yaesu/Kyobashi and Nihonbashi-Muromachi/Nihonbashi-Honcho
districts. Major projects will include the Nihonbashi-Muromachi Nomura Building and the
Nihonbashi-Muromachi East 2-2 Block Project in 2010, and the Kabukiza Redevelopment
Project and Kyobashi 3-Chome Urban Redevelopment Project in 2013.

[Minato] Reconstruction Will Once Again Become Main Source of New Supply
(510,000 m?)

Reconstruction projects will account for 73% of new supply. By area, new buildings will be
concentrated in Akasaka, Konan, and Toranomon. Aggregate new supply over the next 4 years
will total 510,000 m?. Major projects include the Chunichi Shimbun Shinagawa Redevelopment
Project in 2010, the Moto-Akasaka K Project in 2011, and the Toranomon-Roppongi District
Redevelopment Project and Shin Akasaka Center Building in 2012.

[Shinjuku] New Supply to Total 470,000 m? Primarily in Redevelopment Projects
Adjacent to Current Business Districts

Reconstruction will account for 22% of new supply. Popular districts will be Shinjuku and
Nishi-Shinjuku. New supply over the next four years will total 470,000 m?. Major projects will
include very large-scale developments such as the Nishi-Shinjuku 8-Chome Naruko Area
Redevelopment Project and the Kita-Shinjuku District Redevelopment Project in 2011, and the
Shinjuku 6-Chome N Block Project in 2012. Most new supply will be located adjacent to areas

that currently have large concentrations of office space.

[Shinagawa] 320,000 m? of New Supply, Mostly Centered on Osaki Station;
Reconstruction Will Account for 63% of the Total

Reconstruction will account for 63% of total new supply, and 70% will be concentrated in the
Osaki/Kita-Shinagawa district. Aggregate new supply will be about 320,000 m? from 2010~2013.
Major projects scheduled for completion are the Higashi-Shinagawa 4-Chome Project in 2010,
the Osaki Station West Exit Sony District Redevelopment Project, and the Gotenyama Project in

2011, and the Osaki Station West Exit South District Redevelopment Project in 2012.
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Figure 5 Major Office Building Projects by Business District (2010~2013)

(C)2008ZENRIN CO., LTD. (Z07KA No. 093) Source : NRE

Reconstruction Rate High, Ratio of New Supply Declining in Three Central Wards
Figure 6 shows new office floor space over the next four years categorized according to
whet her it wi || be generated through dAbuil
account for 49% of new supplyi n Tokyodés 23 wards, however
74% when we look at the three most central wards (Chiyoda, Chuo, and Minato). Figure 7
compares new office supply from 2001~2013 in the three central wards with that in the other 20
wards. It is clear that the relative contribution of the three central wards will decline in 2010~2013.
New supply will be especially low in the three central wards in 2010 (520,000 mz). This will be the

lowest level recorded in the last 10 years.

Figure 6 New supply of office floor space through reconstruction projects (2010~2013)

Source : NRE
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