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ECONOMIC OVERVIEW

The previous quarter saw a negative GDP
growth of -1.8% (quarter-on-quarter,
seasonally adjusted) due to a reactionary fall
in demand after the frontloaded demand in

tax in April. However, this quarter is forecast to see a GDP growth

quarter one before the hike in consumption

rate of 1.0, due to increasing investment activity in the corporate
sector and the anticipated recovery of private consumption.
Current consumption is driven by the robust demand for luxury
goods and the increasingly enhanced tourist shopping activity. This
is witnessed by a significant increase in sales of duty-free goods,
with a record-breaking number of tourist visits to Japan.

What is noteworthy is the deregulation to boost the sales of duty-
free goods: from October I, the exemption of consumption tax will
include personal consumption items such as food, beverages, drugs
and cosmetics — an expansion from the existing duty-free list of
home electronic appliances, clothing and handbags. Going forward,
such duty-free goods are anticipated to be one of the key catalysts
to drive sales in light of the dramatically weakening Japanese Yen.

RETAIL MARKET OVERVIEW
Sales from foreign tourist shopping activity rose

Due to bad weather caused by typhoons and the remaining
negative impact from the hike in consumption tax in April, sales of
existing shopping centers fell by 2.1% (year-on-year) in July, marking
four months of consecutive falls (year-on-year), although the rate of
decline of the sales was compressed from June, according to the
Japan Council of Shopping Centers. Sales of department stores
nation-wide fell by 0.3% (year-on-year) in August to US$3,921
million, marking five months of consecutive falls (year-on-year),
according to the Japan Department Store Association.

In the first half of August, the sales were sluggish due to typhoons
and heavy rain. But the sales picked up in the second half due to
increased demand for autumn clothing and sales promotions. In
addition, the sales from foreign tourist shopping activity reached a
record-high of US$43 million, marking record-breaking August sales,
and supported the sales in the greater metropolitan area.

It has been six months since the hike in consumption tax in April
was enacted. Some retailers saw a heavier and longer reactionary
fall in sales than expected, after frontloaded demand before the
hike of tax. Nevertheless, the robust demand for luxury goods and
increasing foreign tourist shopping activity drove sales in the
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greater metropolitan area. Leveraging this trend, duty-free shops in
the city center and customer services offered in English will be
introduced in order to strengthen measures to accommodate the
‘inbound demand’. Although tenants had differing business
sentiments, major retail markets in Tokyo moved steadily forward
as witnessed by aggressive new openings in the third quarter. These
include DELVAUX in GYLE in Omotesando, which opened its first
flagship shop in Asia; and ZADIG & VOLTAIRE in GLASSAREA
AOYAMA, which launched its first company store.

In Ginza, two significant projects started their publicity one after
another. The Ginza Redevelopment is scheduled to open in
November 2016 with an approximate gross floor area of 1.6 million
square feet (msf) by J. Front Retailing and Mori Building, announced
the onset of preparation room and pre-leasing activities. Tokyu
Land Corporation has announced the start of the construction of
Ginza 5-Chome project (tentative name), which is scheduled to
open in autumn 2015 with 0.5 msf. The project is located in front
of the intersection of Ginza and Sukiyabashi. These projects, acting
as catalysts to showcase Ginza significantly, should be carefully
watched.

OUTLOOK

The business circumstance surrounding retailers is not optimistic
due to the reactionary fall in sales caused by the hike in
consumption tax and the surge in rents. As a result, tenants are
more selective about premises than ever in order to secure profits.
On the other hand, capital markets of property will trend bullishly,
backed by surge in land prices associated with increasing rents
especially at prime locations in large cities.

As for retail markets, both landlords and tenants are anticipated to
increasingly switch to a new business category — the consumption
of ‘experiencing’, and lifestyle — to differentiate themselves from
the competitors. For example, an apparel company enters the food
and beverage market as part of its business expansion strategy.

ECONOMIC INDICATORS

NATIONAL 2012 2013 2014F
GDP Growth 1.4% 1.6% 2.1%
CPI Growth -0.03% 0.13% 2.15%
Private Final Expenditure Growth 2.0% 2.0% -0.2%
Govt. Final Expenditure Growth 1.7% 2.1% 1.0%

Source: Cabinet Office, Govt. of Japan, Roubini Global Economics
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PRIME RETAIL RENTS SIGNIFICANT PROJECTS UNDER CONSTRUCTION

HAIN P EURO Uss 000 -0 PROPERTY LOCATION SQUARE FEET COMPLETION DATE
STREETS IS SFIVR IR CHANGE CHANGE
e Shinjuku Nakamuraya Bldg. Shinjuku 45,210 Oct. 2014
Ginza 310,000 747.56 959.56 0.0% 6.9%
La Kagu Kagurazaka 10,355 Oct. 2014
Sictesando 250,000  602.87 773.84 0.0% 0.0% Grandtree Musashikosugi Musashikosugi 398,278 Nov. 2014
Shinjuku 220,000 53053 680.98 0.0% 0.0%
Shibuya 150,000 361.72 464.30 0.0% 0.0%

SIGNIFICANT LEASING TRANSACTIONS

NOTE: * | Tsubo is approximately 3.3sqm and 35.58sqft

| Euro =139.846 JPY, | US$ =108.950 JPY as at |9¢th Sep. 2014 L 1z A SUBELEE]
Q-0-Q & Y-0-Y changes are calculated on the basis of JPY Delvaux Omotesando Gyle 2,476
Source: Cushman & Wakefield Research
Zadig &Voltaire  Minami Aoyama  Glassarea Aoyama 2,271
En Route Ginza Maruito Ginza Dai 3 Bldg. 3,821
SIGNIFICANT PROJECTS COMING ONTO THE MARKET
PROPERTY LOCATION SQUARE FEET COMPLETION DATE
Mitsui Outlet Park Kisaradu Kisaradu 91,496 Jul.2014
Sapporo Mitsui JP Bldg. Sapporo 88,956 Aug.2014
WACCA Ikebukuro 50,592 Sep. 2014
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For inquiry: Keisuke Yanagimachi, Head of Research Japan, e-mail: keisuke.yanagiamachi@ap.cushwake.com

Profile

Keisuke began his career at a construction company designing shopping malls. 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
analyzed 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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e-mail: isao.suga@ap.cushwake.com
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For inquiry: Isao Suga, Director Retail Services, e-mail: isao.suga@ap.cushwake.com

Profile

Prior to joining C&W, Isao Suga played a significant role in the expansion of Mitsui Fudosan’s retail shopping center business, including Mitsui’s
flagship LaLaport SC and Tokyo Midtown assets. Isao Suga now heads the Japan Retail Services team and is instrumental in building the brand
representation and leasing businesses. Isao Suga also supports outbound services, which leverages C&W’s global network to assist Japanese

retailers expand internationally.
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