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To capture the
opportunity of
online sales, a
number of major
retailers established
or expanded
e-commerce
business during

the second half of
2014.

MARKET HIGHLIGHTS

LLarge amount of supply to suppress retail rents and

price growth

Against the backdrop of relatively modest
GDP growth of 7.4% in 2014, retail sales

in China rose 12.0% year on year to

reach RMB26.2 trillion in 2014 —thereby
maintaining double-digit growth, albeit the
slowest growth since 2010. Meanwhile,

the per-capita consumption expenditure of
urban households gained 10.8% over the
year. We believe these positive factors—
together with the Chinese government’s
efforts to transform the economy from being
investment-fuelled to consumption-driven—
will help sustain growth in the retail market.

According to data from Knight Frank and
Holdways, the total stock of prime shopping
centres in seven major Mainland cities

grew 6.2% to reach 38.8 million sgm in

the second half of 2014. In particular, retail
space in Shenzhen and Tianjin increased
13.0% and 9.0% respectively, resulting

in vacancy rates in those cities rising to
15.0% and 9.4%. In terms of growth in retail
property rents, second-tier cities generally
outperformed their first-tier counterparts
with a 4.0% year-on-year increase in the
second half of 2014, while retail property
rents in first-tier cities dropped 0.8%.

Online retail sales in 2014 surged 53.6%
year on year to reach RMB2.8 trillion,
accounting for 10.6% of total retail sales in
China—a more significant rise compared
to the 7.6% growth in online retail sales

in 2013. To capture the opportunity of

online sales, a number of major retailers
established or expanded e-commerce
business in China during the second half

of 2014. In September, H&M launched an
online store in China, then in October, ZARA
opened an online store within Tmall, the
largest B2C website in China.

To compete with online shopping and
attract footfall in shopping centres, many
landlords have adjusted tenant mix and
increased the proportion of food and
beverage (F&B) as well as entertainment
facilities in their malls. For example, Dalian
Wanda reportedly plans to redesign some of
its malls to increase the retail area for F&B
and recreational business. We expect these
areas—traditionally occupying 20-25%

of floor space in a typical mall—could
represent more than 40% of total area, in
the future.

Looking forward, with abundant new

retail supply in the pipeline and a slower
economic growth target of 7% in 2015, we
expect growth in retail property rents and
prices to be suppressed in major Chinese
cities this year. First-tier cities—which are
now largely saturated as a result of rapid
development in previous years —will witness
slower take-up of retail space from major
retailers, while fast-fashion brands and
other mid-priced retailers are expected to
continue entering and expanding in second-
tier cities.

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 Latest Year-on-year
reading growth
2014 63.6 +7.4%
2013 1.4 +0.5%
2014 41% Unchanged
2014 9.5 +10.5%
2014 26.2 +12.0%
2014 28,844 +9.0%
2014 19,968 +10.8%

Source: National Bureau of Statistics of China / Knight Frank
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KEY FINDINGS

In 2014, the total value of

retail sales in China reached
RMB26.2 trillion, while the per-
capita consumption expenditure
of urban households was
RMB19,968 (Chart 1).

During the second half of 2014,
the total value of retail sales

in Chengdu rose 11.7% on a
year-on-year basis—the highest
among China’s seven major
cities—followed by Shenzhen
and Shanghai, where retail
sales grew 10.1% and 9.7%,
respectively (Chart 2).

In the second half of 2014,
Beijing continued to have

the largest amount of prime
shopping centre stock among
the seven major Chinese
cities, with a total of 8.9
million sgm.

The average amount of stock
in first-tier cities (ie Beijing,
Shanghai, Guangzhou and
Shenzhen) reached 7.2 million
sgm and in second-tier cities
(ie Hangzhou, Tianjin and
Chengdu) 3.3 million sgm
(Chart 3).
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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

CHART 2
Retail sales values in 2H 2014

RMB billion
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Source: National Bureau of Statistics of China / Knight Frank
Note: Year-on-year changes in brackets

CHART 3
Existing stock of prime shopping centres in 2H 2014
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KEY FINDINGS

In the second half of 2014, 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 Shenzhen.
The average vacancy rate in
China’s first-tier cities reached
7.9% —1.1 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
RMB1,541 per sgm—52.4%
higher than the average
RMB1,011 per sgm in second-
tier cities (Chart 5).

Retail rents and prices in major
Mainland cities are expected to
remain stable or grow slightly
(Chart 6).

CHART 4
Vacancy rates of prime shopping centres in 2H 2014
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CHART 5
Monthly rents of first floors of prime shopping centres in 2H 2014
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CHART 6
Outlook for retail property prices and rents in major Mainland cities

Beijing Shanghai Guangzhou Shenzhen Tianjin Hangzhou Chengdu

Retail

woperty 4 P P P S & &

prices

Retail

rrety 4up 4 R P S @& @

rents

Holdways.com



2H 2014 CHINA RETAIL PROPERTY MARKET WATCH

CONCLUSION

The outlook for China’s retail
sector in the coming year is
cautiously optimistic (Table 2).

An increasing number of
new shopping centres will be
completed in the suburban
areas of major Chinese cities
(Table 3).
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TABLE 2

Outlook for the retail markets in major Mainland cities

City

Beijing

Shanghai

Guangzhou

Shenzhen

Tianjin

Hangzhou

Chengdu

Outlook

In 2015, a large amount of new supply will go online, mostly in suburban
areas. Vacancy rates and rents in core areas should remain stable.

Over 20 new shopping malls will open in the coming year, offering about 1.5
million sgm of retail space. Softening demand for retail properties and a further
slowdown in luxury sales will impose downward pressure on rents.

2015 will see a relatively large amount of retail supply. A number of shopping

centres will be launched. With slower economic growth and competition from
e-commerce, retail rental growth will be limited and divergent in different sub-
markets.

Seven new shopping centres are scheduled for opening in 2015, mainly located
in emerging areas, providing about 740,000 sgm of new retail space in total.

Shopping centres launching in Tianjin this year include Riverside 66, Tianjin
Century Metropolis and Kerry Centre, which will introduce new brands to the
local market.

Li Xing Famous Plaza will enter Chengnan, Hangzhou by opening a store
named “Li Xing 1157” at end 2015. About half of the stores will be new comers
to Hangzhou.

Over 1 million sgm of retail space will add to the market in 2015, mostly in
non-core areas. The polarisation trend will grow more apparent in the retail
property market.

TABLE 3

Major retail areas in major Mainland cities

City

Beijing

Shanghai

Guangzhou

Shenzhen

Tianjin

Hangzhou

Chengdu

Major shopping streets Major retail areas

+ Wangfujing Avenue + Wangfujing
+ Qianmen Avenue CBD and vicinity
+ Xidan Avenue Haidian Zhongguancun

.

*

* Nanjing East Road

+ Nanjing West Road : )I_(Lljj::;lj:
+ Huaihai Road Middle )
+ Shangxiajiu Road + Tianhe CBD

+ Beijing Road
¢ Tianhe Road

*

Pearl River New City

*

+ Huagiang North Road Luohu Commercial City
+ Dongmen Road + Futian CBD

+ Nanjing Road
+ Binjiang Road
+ Heping Road

+ Nanshi
+ Xiaobailou Area

+ Waulin Business District
+ Huanglong Business District
+ Qingchun Business District

+ Yan’an Road
¢ Hubin Road

+ Tianfu New City
¢ Luomashi
+ Yanshikou

¢ Chunxi Road
* Hongxing Road



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$1.4 trillion
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 18.9% of China’s
RMB50.2-trillion fixed-asset investments
during 2014. 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.

Chengdu
o 4

.)Beijing

& Tianjin

Shanghai

.\ Hangzhou

Guangzhou

Shenzhen
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