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In the second quarter, the Touch
Mall in Xuhui Binjiang Area opened.
Developed by Cha Tai Group, Touch
Mall has a total retail gross floor
area (GFA) of 55,000 sq m.

The growth of total retail sales
slowed in the second quarter. In
April, due to the outbreak of H7N9,
the food and beverage sector
witnessed a year-on-year decrease
of 14.8% in retail sales.

Due to the slowdown of total retail
sales, ground-floor retail rents in
core areas witnessed a slower
growth rate. In the second quarter,
ground-floor rents increased
slightly by 0.1% quarter on quarter
to RMB55.6 per sq m per day.

In May, New World Department
Store China Limited announced its
acquisition of Shanghai Hongxin
Trendy Plaza in Changning District
for a total consideration of RMB710
million.

In the second half of 2013, the retail
market is expected to remain
buoyant. The 320,000-sg-m
shopping mall Shanghai Global
Harbour is set to open and Hong
Kong Lane Crawford will return to
Shanghai Times Square soon. Due
to the huge amount of new supply,
it is expected that the vacancy rate
of retail properties will increase
slightly and retail rents will come
under pressure.

Despite the fact that retailers’
expansion plans have slowed down,
new brands continue to enter the
market. In the second half of 2013,
10 Corso Como from Milan, Italy
will open a new store in Shanghai.

Partnering with Trendy
International Group, 10 Corso
Como will establish their first
branch in China: a 2,500-sg-m
concept store located in Wheelock
Square on West Nanjing Road.
Trendy International Group owns
women's fashion brands Ochirly
and Five Plus as well as men’s wear
Trendiano and kid's wear Love
Ysabel.

Influenced by online retailing, we
expect that the future retail format
will gradually transform into
“experience shopping"”. Shopping
malls’ tenant mix will be adjusted
accordingly and begin to feature an
increasing proportion of food &
beverage and entertainment
tenants. Department stores, in an
effort to cut costs, have begun
looking for new business models.
The traditional retail format will
have a tough time and new retail
strategies that are better adapted
to market forces will emerge from
the intense competition.
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The primary retail market showed
stable growth in the second quarter of
2013 with increased supply and
slower growth in demand. On the
supply side, K11 Art Mall and
L'Avenue soft-opened in the previous
quarter both announced their grand
openings in the second quarter. After
its soft-opening, K11 quickly gained
popularity with monthly pedestrian
flow reaching one million. K11 has
attracted international fashion brands
including Bally, Burberry, Chloé,
Dolce&Gabbana and MaxMara; 20%
of which entered the Shanghai market
for the first time. With the opening of
K11 Mall, the traditional Huaihai Road
shopping area has been revitalised.
Additionally, the Touch Mall in Xuhui
Binjiang Area opened on 1 June 2013 .
Developed by Cha Tai Group, Touch
Mall has a total retail GFA of 55,000 sq
m with committed tenants including
Uniglo, Ochirly and Westa Cinema.
Westa Cinema is the first cinema in
China that Hong Kong film director
Stanley Tong invested in. Touch Mall is
part of Shanghai Greenland Centre
Phase One which is a mixed-use
project with a total GFA of 650,000 sq
m, the highest recorded land value for
2009. The Phase One office portion,
which has a total GFA of 65,900 sq m,
was completed in 2012.

Total retail sales growth has slowed in
the second quarter. From January to
June, the retail sales of large scale
retailers in Shanghai rose 7.5% year
on year to RMB289.3 billion, with
growth down 0.8 percentage points.

In April, due to the outbreak of H7N9,
the food and beverage sector
witnessed a year-on-year decrease of
14.8% in retail sales. The slowdown in
consumer demand led to the decline
in retail sales of many retail malls.
According to the statistics in 2012, the
top 20 department stores in Shanghai
achieved total sales of RMB23.41
billion, an increase of 0.2% from the
previous year. 11 retail malls
witnessed retail sales drop, four of
which saw decreases of over 10%.
Since the beginning of this year, the
retail sales of department stores have
continued to remain low. Even though
they have started their mid-year sales
earlier, overall sales performance is
still not satisfactory.

On retailers’ side, a number of new
retail shops opened in the second
quarter. French brand Louis Vuitton
opened their fourth store in Shanghai
in L'Avenue Mall located in the
Shanghai Honggiao area. Menswear
luxury brand Berluti from LVMH
Group opened its new store in the
Shanghai IFC Mall with a store size of
344 sq m. Since retailers’ profit
dropped significantly since 2012, a
number of retailers have slowed down
their expansion plans and instead
focused on encouraging the sales
growth of their existing stores.
Meanwhile, larger retailers have
explored and strengthened
ecommerce sales opportunities to
address the challenge from e-retailers.
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Shanghai ground-floor retail rents in core areas (Q1 2006 to Q2 2013)
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Due to the slowdown of total retail sales,
ground-floor retail rents in core areas
witnessed a slower growth pace. In the
second quarter, ground-floor rents
increased slightly by 0.1% to RMB55.6
per sq m per day. In the Huaihai Middle
Road retail area, the opening of K11 Art
Mall has played an important role in
stimulating the retail atmosphere. As a
consequence, the rents of some retail
malls in the area have been raised.
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Ground-floor asking rents of Shanghai
Central Plaza increased to RMB50 per
sq m per day, whilst the ground-floor
rent of Xintiandi Style increased by
3.7% quarter on quarter to RMB28 per
sq m per day. In the second quarter,
retail vacancy rates decreased 0.2
percentage point to 8.5%. The
vacancy rate in the Xujiahui area
reached 2.0%, the lowest level among
all core areas.
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As traditional retailers have been
challenged by the growing online
retailing businesses, renovation works
being done on traditional shopping
streets including Huaihai Middle Road
and Nanjing East Road are necessary
to accommodate market changes.
Both shopping streets plan to have
100,000 sg m of retail space
renovated each year. This year,
Huaihai Middle Road has seen the
opening of both new and renovated
malls. Aside from the already opened
K11 Art Mall, Cathay Theatre is
currently closed for renovation and
will accommodate luxury fashion
brands on levels one and two; Uniglo
will take over the space of Er Bai Yong
Xin in the second half of this year in
order to open its largest flagship store
in China; Parkson Huaihai Store is now
undergoing large-scale renovation to
improve its trade-mix; iAPM,

developed by Sun Hung Kai
Properties, is scheduled to open at
the end of this year. Meanwhile,
Hong Kong-based Lane Crawford
Department Store, which utilises
fashion buyers to select merchandise
worldwide for customers, will return
to Shanghai Times Square in the
second half of the year. In the Nanjing
East Road area, the Plot 179 project
where the Central Plaza is located is
under construction. Upon completion
in 2016, the project will be renamed
“The Central” and will be composed
of retail, entertainment, boutique
hotel and historical cultural facilities.
The Plot 163 project, which is located
opposite “The Central”, is also under
development. Upon the completion
and opening of these two projects,
the eastern stretch of Nanjing East
Road will welcome a new round of
upgrades.
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Though the rise in online shopping
has imposed pressure on traditional
department stores and hurt growth
potential, some renowned retailers
still hold an optimistic view on the
future retail market and have
continued their investment and
expansion plans in China. In the
second quarter, Changning District
recorded one en-bloc retail property
transaction, which indicates that
investors have prioritised property
location over performance. In May,
New World Department Store China
Limited announced that its indirect
wholly-owned subsidiary NWDSI
signed a letter of intent with vendors
Hongshan and Dahu to acquire the
entire interest of Shanghai Hongxin
Real Estate for a total consideration of
RMB710 million.

Shanghai Hongxin Real Estate is
owned by Hongshan and Dahu who

have respective stakes of 51.08% and
48.92%. Shanghai Hongxin Real Estate
owns and operates Hongxin Trendy
Plaza which has a total GFA of
approximately 43,000 sq m and is
located in the Tianshan Road retail
area of Changning District, just above
the Loushanguan Road Railway
Station. Current tenants include
mid-priced restaurants, entertainment
facilities and apparel brands. In recent
years, New World Department Store
has been pursuing an aggressive
expansion plan in China. In 2011, New
World Department Store acquired the
Channel One shopping mall in Putuo
District for RMB1.46 billion and then
transformed it to the Paris Printemps
Shaanxi Road Store. This acquisition
of Hongxin Trendy Plaza has showed
New World Department Store's
confidence in pursuing expansion in
spite of the market slowdown.
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Selected retail leasing transactions, Q2 2013

Area Rent

District Building Floor Trade
(sq m) (RMB/sq m/day)
o Basement 1
Huangpu Xintiandi Phase 3 " F&B 179 25.0
uni
Huangpu Bund 5 Level 4 unit F&B 650 16.0
Chamtime
) Level 1-2
Pudong International it Bank 1,650 5.6
units
Finance Centre
) . Basement 1
Jing’'an Eco City . F&B 100 15.0
unit
. . . . Personal
Zhabei Lifethub@Daning  Level 1 unit c 179 29.0
are

Source: Knight Frank Research

Selected retail sales transactions, Q2 2013

Area i Pric
District  Building Floor ’ Total price e
(sgm) (RMB million) (RMB/sq m)
Xuhui The Hysun Level 1 unit 225.0 19.7 87,533
Chamtime
Zhabei Corporate Level 1 unit 78.2 5.4 68,536
Avenue
Putuo Union Place Level 1 unit 175.6 225 127,934
Hong Lin Jia .
Hongkou Level 1 unit 178.7 8.4 47,037
Yuan
Powerlong City .
Pudong Level 1 unit 1334 6.7 50,235
Plaza
Source: Knight Frank Research / Shanghai Real Estate Trading Centre
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Knight Frank Research provides strategic
advice, consultancy services and forecasting
to a wide range of clients worldwide,
including developers and investors, as well as
financial and corporate institutions. All
recognise the need for the provision of
expert independent advice, customised to
their specific needs.

Our worldwide research reports are also
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