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In response to the
new ‘internet-plus’
strategy adopted
by the Mainland
government,
shopping mall
operators and
retailers are
promoting Online-
to-Offline (020)
business, to draw
customers from
online channels to
physical stores.

MARKET HIGHLIGHTS

Easing policies to stimulate retail sales in China

In the first half of 2015, China’s total
retail sales rose 10.4%, year on year, to
reach RMB14.2 trillion. Meanwhile, the
per-capita consumption expenditure of
urban households gained 6.2%. The
improvement in the retail market was
attributable to the stock market rally,
which enhanced consumption desire
and power, as well as supportive policies
from the government. The People’s
Bank of China cut its interest rate three
times in six months to spur consumer
spending, while in June, the government
slashed import tariffs on a variety of
goods including clothing, footwear and
cosmetics, to entice Mainland residents
to spend money at home.

The take-up of prime shopping centres
in major cities was satisfactory in the
first half of 2015, despite an influx of new
supply. According to data from Knight
Frank and Holdways, although the total
stock of prime shopping centres in seven
major Mainland cities grew 9.8% year on
year to reach 39.5 million sgm during the
first half of 2015, five of the seven major
cities recorded falls in vacancy rates,
compared to the same period last year.
In particular, the average vacancy rate in
first-tier cities fell 1.3 percentage points
to settle at 6.5%. The strong take-up
was associated to the lowering of rents
by some shopping centre landlords, to
attract quality tenants. To lure customers
back to shopping centres, a number

of landlords also adjusted their tenant

TABLE 1
China’s economic indicators

GDP (RMB trillion)

Population (billion)

Registered urban unemployment rate
Real estate investment (RMB trillion)
Retail sales value (RMB trillion)

Per-capita disposable income of
urban households (RMB)

Per-capita consumption expenditure
of urban households (RMB)

Source: National Bureau of Statistics of China

Period Late_st Year-on-year
reading growth
1H 2015 29.7 +7.0%
2014 1.4 +0.5%
2014 41% Unchanged
1H 2015 4.4 +4.6%
1H 2015 14.2 +10.4%
1H 2015 15,699 +6.7%
1H 2015 10,401 +6.2%

mix to introduce food and beverage

and experimental retailers, whose rental
affordability is relatively low. Rents, as a
result, slightly decreased in certain cities
during the first half of 2015.

Mid-tier retailers continued to expand,
although luxury brands remained cautious
amid the continual implementation of
anti-corruption policies in China. While
international fast-fashion giants such as
Zara, H&M and Uniglo have been actively
seeking prime retail space for expansion,
new brands have also been entering

the Mainland market. For example,
SuperGroup, the British company that
carries the Superdry fashion brand,
reportedly signed a joint venture with
Trendy international Group—a casual
fashion company backed by LVMH—to
open stores in China.

Meanwhile, traditional bricks-and-mortar
stores continued to face increasing
challenges from e-commerce. Online
retail sales in the first half of 2015 surged
39.1%, year on year, to reach RMB1.65
trillion, accounting for 11.6% of total
retail sales in China. In response to the
new ‘internet-plus’ strategy adopted by
the Mainland government, shopping mall
operators and retailers are promoting
Online-to-Offline (020) business, to
draw customers from online channels

to physical stores. In particular, Wanda,
Tencent and Baibu have jointly launched
Ffan.com, an O20 retail platform aiming
to connect Internet customers to physical
Wanda shopping malls.

Looking forward, the recent volatility in
the Chinese stock market could drag
down purchasing sentiment in the short
term. However, we believe that the
Mainland government will put effort into
stimulating the retail sector, to transform
the economy from being investment-
fuelled to being consumption-driven.

There is abundant new retail supply in
the pipeline. First-tier cities—which are
now largely saturated following rapid
development in previous years —will
witness slower take-up of retail space
from major retailers, while fast-fashion
and other mid-priced retailers are
expected to continue entering and
expanding in second-tier cities.
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KEY Fl N Dl N GS gr'lAiEyretail sales value and per-capita consumption expenditure of urban

households
Per-capita consumer spending (RMB) Retail sales value (RMB trillion)
In the first half of 2015, the total 25000 ©
value of retail sales in China _
reached RMB14.2 trillion, while 20,000 : :::—ac"aspait‘:sc\;?:mption expenditure of urban households
the per-capita consumption
expenditure of urban 15,000
households was RMB10,401
(Chart 1). 10,000
During the first half of 2015, 5000
Shanghai recorded the highest
retail sales value among China’s 0 200 2007 200F 2006 2004 2005 2006 2007 2005 2006 2010 2011 201 2013 2014 2051
major cities, followed by Beijing. Source: National Bureau of Statistics of China / Chinese Academy of Social Sciences

Meanwhile, retail sales in
Hangzhou grew at the fastest
pace (21.0% year on year),
followed by Chengdu (16.2%)
and Shanghai (15.5%) (Chart 2).

CHART 2
Retail sales values in 1H 2015
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KEY FINDINGS

In the first half of 2015, the
vacancy rate in Hangzhou's
high-end shopping centres
remained the lowest among
China’s seven major cities,
while the highest vacancy rate
was recorded in Chengdu.
The average vacancy rate in
China’s first-tier cities reached
6.5% —1.8 percentage point
lower than that of second-tier
cities (Chart 4).

Among China’s seven major
cities, Shanghai remained

the most expensive city to
lease prime shopping centre
space. The average monthly
rent in first-tier cities reached
RMB1,551 per sgm—49.3%
higher than the average
RMB1,039 per sgm in second-
tier cities (Chart 5).

Retail rents and prices growth
is expected to vary cross major
cities (Table 2).

CHART 4
Vacancy rates of prime shopping centres in 1H 2015
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CHART 5
Monthly rents of first floors of prime shopping centres in 1H 2015
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TABLE 2
Outlook for retail property prices and rents in major Mainland cities

Beijing Shanghai Guangzhou Shenzhen Tianjin Hangzhou Chengdu

& A I N TN
Y ®& A & N F X

Retail

property
prices

Retail

property
rents

Holdways.com



1H 2015 CHINA RETAIL PROPERTY MARKET WATCH

CONCLUSION

We remain cautiously optimistic

on the outlook for retail market
for the second half of the year
(Table 3).

An increasing number of
new shopping centres will be
completed in the suburban
areas of major Chinese cities
(Table 4).
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TABLE 3

Outlook for the retail markets in major Mainland cities

City

Beijing

Shanghai

Guangzhou

Shenzhen

Tianjin

Hangzhou

Chengdu

Outlook

In the second half of 2015, most proposed new retail property supply will
be located in suburban areas. The 50,000-sgm WF Central will launch on
Wangfujing Street in 2016.

The retail property market will remain active, boosted by strong consumer
spending. Shopping malls will continue to adjust their trade mix and introduce
more experiential retailers.

A number of new shopping malls are scheduled to open in prime retail
districts in the second half of the year. As they will offer a variety of different

positioning, take-up should remain strong.

Several shopping centres are scheduled to open in the second half of 2015,
mainly located in the Futian and Bao’an districts. With the vacancy rate currently
low in prime retail malls, rents are expected to remain flat.

The 400,000-sgm SM City in Konggong District is scheduled to open by the
end of the year and will be the largest shopping centre in China.

The opening of IKEA and Apple Store in the first half of 2015 has enhanced the
commercial atmosphere in prime retail districts. Demand for prime retail space
is expected to remain strong in the second half of the year.

An influx of over one million sgm of new retail property supply in 2015 is
expected to raise vacancy rates and impose downward pressure on rents.

TABLE 4

Maijor retail areas in major Mainland cities

City

Beijing

Shanghai

Guangzhou

Shenzhen

Tianjin

Hangzhou

Chengdu

Major shopping streets

*

3

.

Wangfujing Avenue
Qianmen Avenue
Xidan Avenue

Nanjing East Road
Nanjing West Road
Huaihai Road Middle

Shangxiajiu Road
Beijing Road
Tianhe Road

Huagiang North Road
Dongmen Road

Nanjing Road
Binjiang Road
Heping Road

Yan’an Road
Hubin Road

Chunxi Road
Hongxing Road

Major retail areas

*

Wangfujing
CBD and vicinity
Haidian Zhongguancun

.

.

.

Xujiahui
Lujiazui

*

*

Tianhe CBD
Pearl River New City

*

*

Luohu Commercial City
¢ Futian CBD

+ Nanshi
¢ Xiaobailou Area

+ Wulin Business District
+ Huanglong Business District
+ Qingchun Business District

+ Tianfu New City
¢ Luomashi
+ Yanshikou



ABOUT

Holdways

Beijing Holdways Information &
Technology Co Ltd (hereinafter
referred to as Holdways), founded
by the China National Real Estate
Development Group Corporation,
was one of China’s first property
information and consultancy service
providers.

With comprehensive property and
finance databases and strong
market research and analytical
power, and staffed by qualified
and experienced professionals,
Holdways provides real-estate
intelligence, market research,
competitor analysis and strategic
consultancy services to both
domestic and international
companies.

Knight Frank

Knight Frank LLP is the

world’s leading, independent,
global property consultancy.
Headquartered in London, Knight
Frank and its New York based
global partner Newmark Grubb
Knight Frank operate 370 offices in
55 countries, across six continents.
More than 12,000 professionals
handle in excess of US$1,400
billion worth of real estate annually,
advising clients ranging from
individual owners and buyers to
major developers, investors and
corporate tenants.

Knight Frank has a strong presence
in the Greater China property
markets, with offices in Hong Kong,
Beijing, Shanghai, Guangzhou,
Taipei and Macau, offering high-
quality professional advice and
solutions across a comprehensive
portfolio of property services.

BRINGING CLARITY TO
CHINA'S PROPERTY

MARKET

We have access to a unique database covering the
market-data of 35 Mainland cities, with the potential of

expanding to 100 cities.

China has the world’s largest housing
market, and investors—both foreign

and local—have immense interest in
this thriving sector. The real-estate
sector accounted for 18.5% of China’s
RMB23.7-trillion fixed-asset investments
during the first half of 2015. Meanwhile,
foreign direct investment (FDI) in China’s
real estate sector amounted to USD34.6
billion in 2014, accounting for 29.0% of
the country’s total inbound FDI.

Despite the importance of this sector,
there is much misunderstanding about
China’s property market, due to a

lack of consistent statistics. Against
this backdrop, international property
consultancy Knight Frank and China-
based property consultancy Holdways
have formed an alliance to fill the gap in

accurate statistical data and bring clarity
to China’s property market. We have
access to a unique database covering
all major markets and are committed

to applying our expertise in property
research and analysis, to organise and
present the data in a consistent and
concise way.

This report covers the retail-property
market data of China’s seven most
important cities, spanning the Bohai Rim
region in the north; the Yangtze River
Delta in the east; the Pearl River Delta in
the south; and the western regions.

Please feel free to contact us if you
require more specific information about
China’s property market.

MAP 1

Seven major cities in Mainland China

China’s seven

major cities are

Beijing, Shanghai,

Guangzhou, Shenzhen, Tianjin,
Hangzhou and Chengdu.
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