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SHANGHAI RETAIL

Quarterly

In the first quarter, two shopping
malls including K11 Art Gallery Mall
in Huangpu District and L'Avenue in
Changning District soft-opened,
adding a total of 100,000 retail space
to the market.

On retailers’ side, the expansion of
both upscale catering businesses
and luxury brands slowed down.

Mid-priced restaurants continued to
gain popularity in the market,
leading to steady growth in retail
rents for F&B premises.

Prime retail rents continued to grow
in the first quarter of 2013.
Ground-floor retail rents in core
areas achieved RMB55.5 per sq m
per day, a quarter-on-quarter
increase of 1.5% and a year-on-year
increase of 9.3%.

On 18 February, Keppel Land China
Limited announced their partnership
with Alpha Investment Partners
Limited to acquire Lifehub@Jingiao
at a total consideration of RMB3.3
billion.

Most new supply this year will be
concentrated in the Nanjing West
Road, Huaihai Middle Road and
Honggiao areas. Kerry Centre
Phase II in Nanjing West Road,
International apm in Huaihai Middle
Road and The HQ in Honggiao Area
are scheduled to open in the second
half of this year. The newly added
200,000 sq m of retail space in total
is expected to further ease the
situation where demand exceeds
supply in core areas. Leasing
demand will begin to soften. Both
luxury retailers and fast-fashion
retailers will slow down retail
expansion, resulting in an increase of
vacancy rate to 12% in 2013.

In the retail investment market, as
the state council announced “Five
New National Measures” to further
strengthen property curbs on the
residential market and the
enforcement of home purchase
restrictions, an increasing number of
investors shifted to retail projects.
Both strata-title and en-bloc
properties will continue to attract
investors. Many professional
department store operators were
actively searching good projects to
acquire and renovate, looking to
increase income and brand influence
in Shanghai.
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The Shanghai retail supply continued
to improve in the first quarter of 2013,
whilst both leasing demand and
consumer demand slowed down.

On the supply side, two shopping
malls including K11 Art Gallery Mall in
Huangpu District and LAvenue in
Changning District soft-opened,
adding a total of 100,000 sq m of
retail space to the market. K11 Art
Gallery Mall is located in Hong Kong
New World Tower on Huaihai Middle
Road and is the first New World
Group shopping mall in Mainland
China combining shopping, arts
exhibition, performance, workshop,
leisure, catering and entertainment.
K11 spans from Basement 3 to Level 6
with a total retail area of
approximately 50,000 sqm. K11
began its soft-opening on 18 January
and secured fashion tenants including
Vivienne Westwood, Burberry, Chloe,
Max Mara and Emporio Armani.
Being the first luxury shopping mall in
the Honggiao area, L'Avenue Mall
made its debut on 31 January.
L'Avenue was co-invested by
France-based LVMH Group as well as
Hong Kong-Macau-based
businessman Stanley Ho. The retail
part has floors from basement 2 to
level 4 with a retail gross floor area of
49,000 sg m. The mall successfully
introduced most LVMH Group's
brands such as Louis Vuitton, Celine,
Loewe, Kenzo and Fendi as well as
other upscale brands such as
Burberry, Salvatore Ferragamo and
Ermenegildo Zegna. For Hackett and
Ted Baker, it was the first time to enter
the China market. With the opening
of Takashimaya (opened in December
2012 ) and L'Avenue, the retail area in
Honggiao had been revitalised after
being relatively quiet in the past few

On retailers’ side, the expansion of
both upscale restaurants businesses
and luxury brands slowed down. In
December 2012, the central
government issued a set of
regulations and restrictions to control
government's expenses nationwide.
Business expenses decreased
significantly in the first quarter and
upscale restaurants businesses were
affected most by the policy.
According to figures from the Ministry
of Commerce, the upscale catering
business in Shanghai witnessed a 20%
decrease in retail sales during the
Spring Festival holiday. Due to
softening demand in the upscale
catering market, expenditure per
capita witnessed a significant cut by
20-30%, hindering the expansion
plans of the upscale catering business.
Many upscale restaurants are
considering a re-positioning strategy
by developing new mid- priced
menus to meet the growing needs of
mid-end dining. On the luxury brand
side, the retail sales of global luxury
brands in China slowed down last
year, with a Compound Annual
Growth Rate of only 7% compare to
around 30% in the past. Luxury
retailer PPR Group announced that
they will not open any new Gucci
stores in China in 2013. LVMH
Group said they would not launch
new stores in second and third-tier
cities. UK-based Burberry and
Richemont, one of the top three
luxury groups in the world, also
announced that they would slow
down the expansion pace in China.
Cautious expansion strategies of
luxury brands will put pressure on the
project marketing of mid to high-end
shopping malls.
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On the consumer side, retail sales
were boosted by strong spending
power when the Chinese New Year
holiday met Valentine's Day in the
first quarter. According to statistics,
during the seven-day New Year
holiday, Shanghai's 466 medium to
large retailers reported total sales of

RMB5.6 billion, up 10.2% from the
same period last year; 109 department
store retailers achieved total retail sales
of RMB2.2 billion, up 13.9%
year-on-year; the retail sales of
shopping malls and department stores
showed year-on-year growth of 24%
and 7.5% respectively.

Shanghai ground floor retail rent in core areas (2006Q1 to 2013Q1)
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Prime retail rents continued to grow in
the first quarter of 2013. Ground-floor
retail rents in core areas averaged
RMB55.5 per sg m per day, a
quarter-on-quarter increase of 1.5% and
a year-on-year increase of 9.3%. Of all
major shopping malls, the highest rents
can be found in the Huaihai Road and
Xujiahui areas. Ground-floor shopping
mall rents on Huaihai Road increased
8.3% quarter on quarter to RMB38.0 per
sq m per day, whilst the ground-floor
rents in Xujiahui grew by 5.6% quarter
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on quarter to RMB69.3 per sq m per
day. Concerning street shops, Nanjing
West Road remained the most
expensive area in terms of rents, which
reached RMB72.0 per sq m per day.
The average occupancy rate of
shopping malls dropped slightly to
91.3% in the first quarter, down 0.3
percentage point from the previous
quarter and down 3.5 percentage
points from the same period in the
previous year.
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In general, the profit margin of apparel
brands had been much higher than that
of restaurant, food & beverage
businesses, resulting in higher rents in
apparel stores than restaurants.
However, in recent years, the situation
had reversed in some mid-range
shopping malls. For example, in SML
Central Square, rents for a few F&B
stores with small shop sizes hiked to
RMB35 per sq m per day, whilst those
for apparel stores with the same sizes
only reaches RMB 15 per sq m per day
or ever lower. Though F&B's rents
stayed at high levels, finding a retail
space in SML Central Square seemed
difficult for F&B retailers. On the other
hand, apparel’s rents were low but the
vacancy rate for apparel trade was high
due to poor performance. In other
community shopping malls such as
Yueda 889 and Joy City, catering trade

has been a crucial part to promote other

trades.

Facing intense competition in
Shanghai, international retailers often
suffer from failure to adapt
themselves to local conditions. In
March, Germany-based electronic
products chain Media Markt started
to close their chain stores across
China, and becoming the second
overseas electronic retailer after
US-based Best Buy who quit China in
early 2011. Entering China in
November 2011, 75% of Media Markt
is owned by Metro Group and its
subsidiary Germany's

Here are some possible reasons: first,
when traditional retail has been
challenged by online retailing, the
catering business has not been affected;
second, as the Chinese saying goes
“Food is All that Matters to the People”,
dining is often important for shoppers in
China, indicating the increasing
importance of F&B trade in attracting
pedestrians. In addition the central
government issued a set of regulations
and restrictions to promote frugality,
upscale restaurants are actively
repositioned to mid-priced restaurants,
leading to steady growth in retail rents
for F&B premises.

Media-Saturn Holdings, while the rest
25% is owned by Foxconn Technology
Group. Media Markt had an
ambitious expansion plan to open
more than 100 stores across China by
2015. The major reason for the
failure of Best Buy and Media Markt is
that they cannot compete with local
rivals such as Gome and Suning both
in purchasing costs and product
prices.
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On 18 February, Keppel Land China
Limited announced their partnership
with Alpha Investment Partners
Limited to acquire Lifehub@Jingiao.
Keppel Land China has entered into a
joint venture agreement to acquire a
42.5% stake in Equity Rainbow II Pte
Ltd which holds an indirect 80% stake
in Lifehub@Jingiao for a price of
USD126.5 million. The remaining
57.5% is held by Alpha Investment
Partners. Located next to the Metro
Line 6 Jingiao Road Station in Pudong,
Lifehub@lJingiao is comprised of
98,630 sq m of retail space and 16,102
sq m of office space. The retail portion
is positioned as a mid-end shopping
mall with an average ground-floor
retail rent of RMB20 per sq m per day.
The transaction involved a total

consideration of RMB3.3 billion or an
average unit price of approximately
RMB35,953 per sq m. The project
company of Lifehub@lJingiao, Sparkle
Bright Holdings Limited (Sparkle
Bright), holds an indirect 100% stake
in Lifehub. Equity Rainbow II and
Chongbang Group own 80% and 20%
of the issued shares in Sparkle Bright
respectively. In fact, Enquity Rainbow
II Pte Ltd belongs to MSREF V
International, one of the real estate
funds managed by Morgan Stanley.
That is to say it is Morgan Stanley that
sold Lifehub@Jingiao to Keppel Land
and Alpha Investment. The
operation and management of
Lifehub@lJingiao is taken care of by
Chongbang Group.
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Selected retail leasing transactions, Q1 2013

o o Area Rent
District Building Floor Trade
(sq m) (RMB/sq m/day)
Grand .
Xuhui Level 1 unit Apparel 80 70.0
Gateway 66
Corporate .
Huangpu Level 1 unit Showroom 200 36.0
Avenue
Changning  L'Avenue Level 3 unit F&B 490 9.0
Changning  The HQ Level 1 unit Apparel 121 28.0
. . Personal
Changning  Cloud Nine Level 1 unit 75 48.0
Care
Source: Knight Frank Research

Selected retail sales transactions, Q1 2013

District Building Floor fres fotal p'ri'ce crice
(sqm) (RMB million) (RMB/sq m)

Huangpu Plaza 353 En bloc 40,000 2,400 60,000
Pudong Lifehub@Jingiao En bloc 98,630 3,546 35,953
Huangpu Pujiang Prime En bloc 2,868 181.8 63,380
Putuo Union Tower Level 1 3,779 211.1 55,861
Zhabei Qipu Lancheng Level 1 unit 13.17 1.82 137,976
Source: Knight Frank Research / Shanghai Real Estate Trading Centre
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