: Knight 3%
) HOLDWAYS Frank 15

[

[

-
1 TEas 3
|
s =
=
Bl

llllllllll

B |

/4
§/ 1421111 e '
F



Some high-

end brands
have started to
consolidate their
shop networks.

MARKET HIGHLIGHTS

Economic slowdown clouds Chinese retail markets

In 2015, China’s total retail sales rose
10.7% year on year, reaching over
RMB30.1 trillion, according to official
statistics, of which 12.8% or RMB3.9
trillion was online retail sales, up 33.3%
over the previous year. Per-capita
disposable income and consumption
expenditure of urban households

rose 8.2% and 7.1% year on year to
RMB31,195 and RMB21,392, respectively
(Table1).

During the second half of 2015, although

a number of new shopping centres were
completed in tier-one cities, the impact was
offset by the entry and expansion of mid-
range international retail brands attracted
by the country’s fast growth in retail sales.
However, high-end and luxury retailers
remained cautious in China’s retail market,
amidst the country’s slowing economy, the
ongoing anti-corruption policy, the impact
of online sales and increasing overseas
spending by China’s middle class.

Some high-end brands have started to
consolidate their shop networks, resulting
in a downward adjustment in prime retail
rents, which has enabled more mid-range
retailers to move into prime locations.

For example, a high-end French retailer
closed three of its stores in China in 2015,
including its first outlet in Guangzhou.

In the first quarter of 2016, the brand
shut down two more stores, including

its flagship store on Huaihai Road in

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)

Period Late_st Year-on-year
reading growth
2015 67.7 +6.9%
2015 1.4 +0.5%
2015 41% Unchanged
2015 9.6 +1.0%
2015 30.1 +10.7%
2015 31,195 +8.2%
2015 21,392 +7.1%

Source: National Bureau of Statistics of China / Knight Frank Research

Shanghai. It is reported that lingerie brand
Victoria’s Secret will take over the space,
making it the retailer’s first flagship store on
the Mainland.

Thanks to the traditional holidays and the
“11.11” and “12.12” e-Commerce festivals,
the enthusiasm for online shopping has
grown even stronger. In 2015, Tmall’s
“11.11” online shopping festival rang up
retail sales of RMB91.2 billion, up 60%
from 2014’s RMB57.1 billion. Facing
increasing challenges from e-commerce,
traditional bricks-and-mortar retailers are
adding experimental elements to their
centres, transitioning from traditional
models.

A number of boutique stores opened in
China last year. For example, the world’s
largest Muji’s flagship store opened in
Oriental Department Store, Shanghai.
The three-level store features Shanghai’s
first Café & Meal MUJI and China’s first
MUJI Books. These stores have adopted
a “Cross-Trade” model, which integrates
various trades and functions in a store,
such as books and cultural products, cafés
with light dishes and even exhibitions.
They usually have higher rental budgets
than traditional retailers and prefer prime
locations.

Meanwhile, in response to the
government’s ‘Internet +’ policy, the
Online-to-Offline (020) model is
increasingly supported by retailers. For
instance, last year Suning teamed up with
Wanda and Alibaba to open a Suning
Cloud Store, fusing online and offline
shopping experiences.

Looking ahead, light luxury, fast fashion
and other mid-tier retailers are expected to
continue to enter or expand in China, while
high-end brands will focus on adjusting
their store networks in the short term.

In the coming year, shopping centre supply
will remain abundant in tier-one cities,
particularly in emerging and non-core areas,
such as the Honggiao CBD in Shanghai and
the Baoan, Longgang and Longhua Districts
in Shenzhen. In second-tier cities, a massive
amount of new supply is expected to come
online in both core and emerging retail
districts. Downward rental adjustments are
expected in both first-tier and major second-
tier cities as a result.

Holdways.com

2H 2015 CHINA RETAIL PROPERTY MARKET WATCH

KEY FINDINGS

In 2015, the total value of

retail sales in China reached
RMB30.1 trillion, while the per-
capita consumption expenditure
of urban households was
RMB21,392 (Chart 1).

During the second half of

2015, Beijing recorded the
highest retail sales value among
China’s major cities, followed
by Shanghai. Meanwhile, retail
sales in Hangzhou grew at the
fastest pace (23.5% year on
year), followed by Chengdu
(19.1%) and Shanghai (15.2%)
(Chart 2).

In the second half of 2015,
Beijing continued to have

the largest amount of prime
shopping centre stock among
the seven major Chinese
cities, with a total of 10.3
million sgm.

The average amount of stock
in first-tier cities (ie Beijing,
Shanghai, Guangzhou and
Shenzhen) reached 8.0 million
sgm and in second-tier cities
(ie Tianjin, Hangzhou and
Chengdu) 3.4 million sgm
(Chart 3).

KnightFrank.com.cn
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CHART 1
China retail sales value and per-capita consumption expenditure of urban
households

Per-capita consumer spending (RMB) Retail sales value (RMB ftrillion)
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Source: National Bureau of Statistics of China / Chinese Academy of Social Sciences / Knight Frank Research

CHART 2
Retail sales values in 2H 2015

RMB billion
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Note: Year-on-year changes in brackets

CHART 3
Existing stock of prime shopping centres in 2H 2015
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KEY FINDINGS

In the second half of 2015,
Guangzhou and Chengdu
had the lowest and highest
vacancy rates in high-end
shopping centres respectively,
among China’s seven major
cities. The average vacancy
rate in China’s first-tier

cities reached 6.5% —4.0
percentage points lower than
that of second-tier cities
(Chart 4).

2H 2015 CHINA RETAIL PROPERTY MARKET WATCH

CHART 4

Vacancy rates of prime shopping centres in 2H 2015

CONCLUSION

18%

16%

14%

12%

Plenty of new shopping malls
are scheduled to open in both
core and non-core areas of
major cities (Table 3).

Knight %
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TABLE 3
Outlook for the retail markets in major Mainland cities

City Outlook

Future supply will focus on non-prime areas, following a continuing
Beijing decentralisation trend. In prime areas, the 50,000-sgm WF Central on
Wangfujing Street will be launched in the third quarter of 2016.

In 2016, a huge amount of new retail space will come onto the market. Over 25
retail malls are scheduled to open, providing a total Gross Floor Area of over two
million sgm. Livingsteel Stage Mall (100,000 sgm) in Baoshan District and Vivo
City (120,000 sgm) in Minhang are anticipated to open in 2016.

Shanghai

A number of new shopping malls will be launched in 2016, providing about
Guangzhou 600,000 sgm of space, including Parc Central and K11 in the core areas of
Tianhe and Pearl River City, respectively.

Despite abundant supply, strong pre-leasing performance and active

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
RMB1,537 per sgm—56.9%
higher than the average
RMB979 per sgm in second-tier
cities (Chart 5).

Retail rents and prices are
expected to drop or remain
stable in major Chinese cities
with abundant supply (Table 2).

Beijing Shanghai Guangzhou Shenzhen Tianjin Hangzhou Chengdu

Source: Holdways / Knight Frank Research

CHART 5
Monthly rents of first floors of prime shopping centres in 2H 2015

RMB per sq m per month (leasable)

2,000

1,500
1,000
50
| | | | | |

Beijing Shanghai Guangzhou Shenzhen Tianjin Hangzhou Chengdu

[s]

o

Source: Holdways / Knight Frank Research

TABLE 2
Outlook for retail property prices and rents in major Mainland cities

Beijing Shanghai Guangzhou Shenzhen Tianjin Hangzhou Chengdu

Retail

roperty 4 4up G = = @& @

prices

Retail

rrety Qg Q4 W @ Y N @

rents

Holdways.com KnightFrank.com.cn

10%

8% We remain cautiously optimistic
about China’s retail market

6%
(Table 4).

4%

2%

0% | | | | | |

Shenzhen differentiation strategies by mall operators are expected to keep rentals stable.
Six prime retail malls are expected to commence operation in 2016. The new
Tianjin malls, being experience-focused, will continue to draw footfall from traditional
department stores.
An influx of new supply is expected to push up vacancy rates with slower
Hangzhou . . . . .
absorption rates along with the rising threat from online shopping.
A massive amount of new supply this year is expected to lead to the closure of
Chengdu . . L
malls with poor tenant-mix and facilities.
TABLE 4

Major retail areas in major Mainland cities

City Major shopping streets

*
Beijing .

.

Wangfujing Avenue
Qianmen Avenue
Xidan Avenue

Nanjing East Road

Major retail areas

+ Wangfujing
+ CBD and vicinity
+ Haidian Zhongguancun

Shanghai + Nanjing West Road : )L(SJ::::II

+ Huaihai Road Middle )

+ Shangxiajiu Road + Tianhe CBD
Guangzhou * Beijing Road + Pearl River New City

+ Tianhe Road

* Huaqgiang North Road ¢+ Luohu Commercial City
Shenzhen + Dongmen Road + Futian CBD

+ Nanjing Road + Nanshi
Tianjin * Binjiang Road + Xiaobailou Area

+ Heping Road

Yan’an Road

+ Woulin Business District

Hangzhou R . + Huanglong Business District
Hubin Road + Qingchun Business District
Chengdu * Chunxi Road : -II_-IL?c?rfr:JaEr?iW o
9 + Hongxing Road + Yanshikou
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Holdways

Beijing Holdways Information &
Technology Co Ltd (hereinafter
referred to as Holdways), founded
by the China National Real Estate
Development Group Corporation,
is one of China’s first property
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