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Japan multifamily enters
new growth cycle

Fapan middle-class rental apartments continue to deliver
the most attractive visk-adjusted returns and scalability prospects,
says Alyssa Partners’ Chedli Boujellabia

The multifamily investment market
in Japan is emerging from nearly two
decades of rent stagnation. Increasing
rents in a country with one of the high-
est percentage of renters among devel-
oped nations is attracting international
investors to a broadly underserved
market.

Chedli Boujellabia, founder and
chief executive with Alyssa Partners,
says he is bullish on the evolving
Japanese residential market because
of the strong demand for rental apart-
ments and the country’s ranking as one
of the largest economies in the world,
benefitting from low unemployment,
social

advanced infrastructure and

stability.
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What have been the

biggest changes in
acquiring and managing
multifamily assets in Japan
over the past few years?
There have been two main changes
compared to two or three years ago.
The first is inflation. Japan is coming
out of a circa 25-year deflationary
period, and as we see inflation remain-
ing above Bank of Japan targets for
four consecutive years, we believe this
shift to be permanent.

Most of that inflation is imported

due to Japan’s need to import energy
and machinery, but we have started
to see wage increases as a result, and
that is paving the way to rental growth
across housing sectors — which we have
not had here for 20 years or more.
For example, rental growth in Tokyo
and other major metros only grew
about 30 percent over the last 10 years,
but condominium prices more than
doubled.

The second major change is, of
course, interest rates. Rates are up
significantly on a relative basis but are
still one of the lowest in developed
markets around the world. And while
interest rates are much higher than
two or three years ago, assets are still
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What is driving the strong demand for
rental apartments across Japan?
There are a couple of very interesting dynamics.
Construction costs are up anywhere from 40-50 percent
compared to pre-covid times, and with condo prices at
all-time highs, when developers do secure a piece of land,
they prefer to build a condo over a rental property for
the project to pencil out.
Demand for rental units has been exceeding new
supply for many years and there are no indications of
this slowing down. Last year’s new rental supply is at the

lowest point since the early 1970s, making demand here
even stronger. More young professionals and families
are looking to rent because of the higher condo prices
mentioned, naturally leading to fewer first-time buyers
or delaying when they buy.

Japan already has one of the lowest home ownership
ratios among developed nations. In Tokyo and Osaka,
itis close to 55-60 percent renters. These are very large
metros, with an average household size of two. Quick
math shows Japan needs millions of rental units to keep
up with current demand.
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generating an average yield above the
total cost of borrowing, which is dif-
ferentiated compared to other global
residential markets.

Competition has also changed a
bit. Multifamily is a sought-after asset
class both domestically and with global
investors. We continue to see JREI'Ts,
insurance companies, pension funds
and sovereign wealth funds bidding
and acquiring residential assets across
Japan. We are seeing less competition
from investors targeting short-term
flips as most competitors and active
buyers are underwriting rental growth
trends for the long term, and to get
there, you need to hold assets for 5-7
years, if not 10, to get mark-to-market
on all the leases.

What is underpinning
the resilience of the
residential market in Japan?

The resilience is something we have
noticed with past shocks. This market
has been tested with severe shocks like
the GFC, the 2011 earthquake and
covid. Cashflows have not changed
much during those past shocks. Even
as average residential rent dropped
5-6 percent during GFC, office rents
dropped by more than 50 percent
in the same period. Furthermore, in
Japan, there is no rent control, and
almost no delinquency. Tenants buy
cheap insurance that covers their rent
if they cannot.

It is really the affordability of the
asset class. The rent to disposable
income ratio here remains one of the
lowest among developed nations.
National stats show 20-30 percent of
income spent on rent. In NYC, that
ratio is over 50 percent. Leases are
very tenant-friendly, but the minute
tenants stop paying rent, you can evict.

It is very straightforward. That makes
cashflows from multifamily very stable,
and much more predictable compared
to other asset classes.

How is tenant demand
evolving in Japan
and who are the key renter
segments today?
We see a combination of young profes-
sionals, small families, a record number
of foreign workers, students and active
seniors. Many seniors are selling their
homes to rent for convenience. There
are more students in the tenant base as
well.

There is also a relatively new trend
of more single women in the labor
force who leave the family home and
live by themselves. So, Japan is seeing
a very diversified tenant mix showing
strong, growing demand. That is what
gives confidence to investors, and we
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“Quick math shows
Fapan needs millions
of rental units to
keep up with current

demand”

have seen these sustainable trends since
before covid.

Has the role of active

asset management
become more important in this
completive environment?
Operating in a flat infladon environ-
ment for 20-plus years, most resi-
dential property managers have been
managing occupancy rather than rental
growth. They have not seen substantial
rent increases, so they were trying to
keep occupancy high by keeping the
same rent. As a specialist investment
manager, we are working closely with
property managers, and we are incen-
tivizing them to switch gears and cap-
ture the current rental growth.

Japan uses two types of lease struc-
tures: fixed-term and traditional leases.
Close to 95 percent of tenants are on
a traditional lease, which automatically
renews every two years. The landlord
has the right to ask for a rent increase,
and the tenant has the right to chal-
lenge that increase. Property managers
need clear instructions, asset by asset,
floor by floor, on how rental rates
should be in line with the market.

In addition to rent increase nego-
tiations at lease renewals, historical
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market data shows that every year we
have 25-30 percent lease turnover,
leading to full market rates on those
units. Active investors need to under-
write investments over five to seven
years to achieve mark-to-market on
their units. If you only underwrite 18
months to 2 years of ownership, it is
difficult to capture rental growth in
such a short period. We are managing
NOI growth rather than trying to only
play the cap rate compression angle.

In our portfolio of close to 8,000
units, around 40 percent of our rental
increases are met. There is 40-45 per-
cent where we meet in the middle, with
maybe 15-20 percent really resistant to
increases, so we do not push. Average
monthly rent at our properties is
around ¥150,000 ($1,000; €830). These
are not expensive units, making the
incremental rent at lease renewal nego-
tiations a small amount that is not too
difficult for the tenants to absorb, espe-
cially in an inflationary environment.

The other important aspect is data
management. It is imperative to use
good tools to analyze and dissect port-
folio data to devise dynamic leasing
strategies, targeting rental growth by
location and property type.

Are you seeing more

active strategies around
timing exits, especially with
motivated domestic buyers?
While we have been selective in our
portfolio acquisitions, we are seeing
more disposition on an asset-by-asset
basis rather than entire portfolios. That
is one of the good things about Japan:
there is a lot of demand from local indi-
vidual buyers and small businesses who
can purchase the whole building.

The average size of properties in the
multifamily category is between ¥1.5
billion and ¥2.5 billion. These are not
big investments, and domestic inves-
tors can still borrow at attractive rates.

Are you seeing a shift in
investor preference from
core/core-plus to value-add

strategies from residential
investors?

With Japan’s market size, we believe
there is space for everyone. All strate-
gies are viable, but realistic deployment
volumes could be very different. We
favor core-plus, with maybe 10-15
percent in value-add or flexible living
opportunities. The value-add strategies
will have a shorter holding period,
boosting the ongoing yield on the main
portfolio. Ultimately, investors would
benefit from a low volatility, longer-
term exposure to the largest developed
living sector in APAC.

Looking ahead, what

makes Japan'’s multifamily
sector compelling as an
investment opportunity, and
what are the risks you see?
At the property level, we do not have
any concerns, as the fundamentals con-
tinue to be strong and the high demand
is expected to last. Refinancing is
always a risk, but that goes for all asset
classes. In times of liquidity crunch or
lenders retracting, income-producing
assets and certainly of future cashflow
will be a major advantage when nego-
tiating with lenders in turbulent times.

Japan is the largest market in APAC
and is a mature market that investors
have been active in for over 25 years.
Demand is exceptionally static as the
market needs millions of units, but no
single investor owns anything close to 1
percent of the housing inventory. This
is an extremely fragmented market,
and we do not have the equivalent of
a Vonovia or Greystar from a volume
and market share standpoint.

The combination of a developed
economy, sustainable high demand
from a diversified tenant base, con-
strained new supply, predictable cash-
flow and proven liquidity is the foun-
dation of our strong conviction about
the sector. As we navigate through a
period of high market volatility, tariffs
and geopolitical uncertainties, global
investors are looking at Japan’s residen-
tial market as a safe long-term bet. m



