


SHANGHAI'S RETAIL
MARKET FACES
DOWNWARD PRESSURE

ON RENTS

The retail property market continued to see abundant
supply with new malls launched in both urban and
suburban areas during the first quarter.

The Shanghai retail market has been
going through a period of slight
correction. As some retailers slowed
down their expansion plans, demand for
retail property space continued to soften.

In February, Uniglo China closed its

first drive-in store on Cao’an Road in
Shanghai due to its poor performance. In
March, Marks and Spencer (M&S) Group
PLC announced to close their Jianggiao
Wanda Store in Shanghai in August 2015,
in addition to four other M&S stores to be
closed in Changzhou, Wenzhou and Wuxi
respectively. OPA Huaihai Store was also
closed in March.

In addition, some retail malls were forced

Plaza Phase Two in Xujiahui will be
demolished in 2015 after 14 years of
operation. This may mark the closure of
Shanghai’s “digital store” era.

In the coming year, Shanghai’s retail
market will face downward pressure on
rents and continuous rises in vacancy
rates as a result of abundant supply and
weaker demand. However, some well-run
shopping centres are not expected to be
impacted by the overall downward trend
with rents remaining firm.

Starry Sky Mall on Shuicheng Road,
Changning District has scheduled for its
soft opening in the second quarter (Q2)
of 2015, providing a gross retail area of

to be closed as due to their outdated 60,000 sgm.

trade mix. For example, Pacific Digital

TABLE 1

Shanghai retail market indicators

Indicator Q1 2015 figure QoQ change (8;2%(1”;)
New supply 186,000 sgm 4 73.4% N
Ground floor rental RMB 57.0 / sgm / day v 2.1% &
Vacancy rate 7.4% T 1 percentage point A
Capital value RMB 225,000 / sgm 4 0.2% &
Yield 6.5% e s

Source: Knight Frank Research
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RENTS AND PRICES

In Q1 2015, the average retail rent in
Shanghai’s core commercial areas
declined 2.1% quarter on quarter to
RMB57.0 per sgm per day.

Rents of ground-floor retail space in
shopping malls in prime areas declined
3.0% quarter on quarter to settle at
RMB60.1 per sgm per day in Q1.

The average ground-floor rents of
Xintiandi Style Shopping Mall in the
Xintiandi area decreased from RMB35.0
per sqgm per day in Q4 2014 to RMB28.0
per sgm per day in Q1 2015. The ground
floor rent of Infiniti Plaza on Huaihai
Middle Road decreased to RMB25.0 per
sqm per day in Q1 from RMB28.0 per
sqm per day in Q4 2014.

One of the main reasons for the decline
in rents was that many shopping centres
had adjusted their tenant mix in order

to increase the proportion of food and
beverage (F&B) and entertainment
tenants.

High streets in traditional commercial
areas also faced downward pressure on
retail rents. The average rent of street
shops on Huaihai Middle Road decreased
5% quarter on quarter to RMB42.0 per
sqm per day in Q1. The main reason for
the decline was that Huaihai Middle Road
introduced a number of traditional food
stores including Laodachang, Harbin
Food and Changchun in 2014 and the
lower rent of these food stores dragged
down the average street shop rent on the
road.

The capital value of high-quality

retail space in core commercial areas
decreased slightly by 0.2% quarter on
quarter to reach RMB225,000 per sgm in
Q1 2015.
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FIGURE 1
Shanghai ground-floor retail rents in core areas
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TABLE 2
Selected retail property leasing transactions, Q1 2015

- - . Area Rent
District Building Floor / unit Trade (sqm) (RMB/sqm / day)
Huangpu Raffles City Level 1 unit Cosmetics 60 90.0
Huangpu Hong Kong Plaza Level 3 unit F&B 300 11.0
Jing’an Crystal Galleria  Level 1 unit Cosmetics 353 10.0
Yangpu Bauhinia Square  Level 1 unit Acfizzw' 115 14.0
Changning The Place Level 3 unit Kids 400 5.5
Source: Knight Frank Research
Note: all transactions are subject to confirmation
TABLE 3
Selected strata-titled retail property sales transactions, Q1 2015

Area Price Price
District Building Floor / unit (RMB
(sgm) million) (RMB / sqm)

Zhabei Suhe Creek Level 1 unit 178 25.2 140,990
Putuo Union Tower Basement 1 unit 82 7.6 93,036

. Honggiao Paradise .
Minhang Walk Phase | Level 1 unit 150 8.3 55,148
Jing’an City Castle Level 1 unit 197 10.9 55,395
Pudong Ocean Fortune Level 1 unit 54 3.4 63,000

Centre

Source: Shanghai Real Estate Trading Centre / Knight Frank Research
Note: all transactions are subject to confirmation.



SUPPLY AND

Retail malls opened during Q1

included Shanghai New World Daimaru
Department Store in the Nanjing East
Road commercial area and Florentia
Village, Pudong’s first outlet. In total,
these projects added 186,000 sgm of
new space to the market.

Some retail malls came under pressure
with high vacancy rates. The first to
third floors as well as two underground
floors in Leatop Plaza (formerly known
as CITIC Plaza Shenhong) on Sichuan
North Road recorded a vacancy rate
of over 90%. The third to fifth floors of
Mosaic Mall (formerly known as 353
Plaza) also had a high vacancy rate of
approximately 60%.

As such, the overall vacancy rate of
prime shopping malls continued to
rise in Q1, reaching 7.4%, a single
percentage point increase quarter on
quarter.

DEMAND

FIGURE 2

Shanghai core-area shopping mall annual supply and stock
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MARKET ACTIVITIES

An increasing number of major
department stores were being converted
into shopping centres due to their limited
trade mix and increasing competition
from e-commerce.

A number of small and medium-sized
department stores, with retail space of
approximately 20,000 to 30,000 sgm, had
been converted into shopping centres.

Recently, China Xintiandi announced
that they may take back the retail space
occupied by Huaihai Pacific Department

Store after its lease expires and convert
it into a new shopping centre. Orient
Huaihai Store in Huaihai Middle Road
had also been adjusting its trade mix and
looking for new tenants in line with the
aforementioned trend.

This March, Chanel cut prices by up to
20% on certain products in China and
increased its prices in Europe by around
20%. After the adjustment, a Chanel
handbag was just 5% more expensive
in China than in France. This measure

million sqm
an 12

4 10.0
1 80
4 6.0
1 4.0

1 20

0.0
2008 2010 2012

2014 2015Q1

was intended to reduce price differences
among countries, which were further
widened considerably due to the recent
depreciation of the Euro. The price cut
immediately triggered a massive boost in
sales in China. Some other luxury brands
were considering cutting their prices in
Asia. We believe that price cuts by luxury
brands will become a norm in China as
price globalization remains the long-term
strategy for luxury brands.
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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.
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