RESEARCH P Y Knight 3
FRIRE DA&Frank i

SHANGHA|
- RETAIL MARKET REPORT Q1 2016
| Liﬁ%%@_ﬁi%?ﬁ% 2016 £—=FF




BRICKS-AND-MORTAR
RETAIL BUSINESS
STARTED TO RECOVER

The retail property market in Shanghai remained stable
in the first quarter (Q1) of 2016, with no new shopping
malls launched in prime retail areas. Consumer demand

showed signs of recovery.

In Q1, the holiday effect became the
major driving force for the booming
sales Shopping passion was boosted
by festivals like including New Year’s
Day, Spring Festival, Lantern Festival,
Valentine’s Day, and Women'’s Day.

The holiday effect, together with the
transformation of traditional retail formats,
led to a recovery of bricks-and-mortar
retail business in Q1.

Shanghai’s 355 medium to large-sized
retailers achieved total retail sales of
RMBS billion during Spring Festival (31
January to 13 February), up 8.2% year on
year (Y-0-Y).

Analysed by area, retail sales in prime
retail areas including Nanjing East Road,
Nanjing West Road, Zhongshan Park
and Wujiaochang all achieved Y-o-Y
increases.

In terms of administrative districts, the
retail sales of Changning, Zhabei and

Yangpu recorded double-digit growth
rates. Thanks to the satisfactory retail
sales in the newly-opened Parkson
Newcore shopping centre, Changning led
all urban districts with a growth rate of
20.2% in retail sales.

Looking forward, four shopping centres
are scheduled to open in Q2, bringing
350,000 sgm of new supply to the market.
In the coming year, rents in major areas
are expected to rise 5-6%, while the
vacancy rate may drop to 7-8%.

The retail market is expected to gradually
recover, benefitting from the opening of
the Shanghai Disneyland. Meanwhile,
featured bookshop Zhong Shu Ge will
open in Reel Department Store in Jing’an
District, the first time it opens a store in
core CBD. Victoria’s Secret also plans to
open its second shop in Shanghai. Sports
brands Nike and New Balance have
ambitious expansion plans in 2016.

TABLE 1

Shanghai prime retail market indictors

Indicator Q1 2016 figure
New supply 0 sgm
Ground floor RMB55.7 / sqm / day
rental

Vacancy rate 8.8%

Capital value RMB225,680 /sgm
Yield 6.1%

Source: Knight Frank Research

Outlook
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RENTS &
PRICES

In Q1, the average retail rent in core
areas slightly increased by 0.7% to
RMB55.7 per sqm per day (see Table 1).

Shopping malls recorded Q-0-Q ground-
floor rental growth included Plaza 818 in
Jing’an District, as well as IFC Mall and
Super Brand Mall in Pudong District.
Their rents rose 3-5% Q-o0-Q.

Currently, the highest ground floor rents
were recorded in Raffles City in Huangpu
District and Grand Gateway 66 in Xuhui
District, reaching RMB95 per sqm per
day.

Following these two malls, Plaza 66 was
ranked the third with a ground floor rent
of RMB90 per sgm per day.

In Q1, the average shopping mall ground
floor rent in core areas increased slightly
by 0.7% to RMB60.5 per sgm per day,
whilst those in non-core areas remained
stable at RMB29 per sgm per day.

In the strata-titled sales market, a 27.6-
sgm retail unit in Shanghai New Qipu
Clothing Market in the previous Zhabei
District was sold for RMB193,005 per
sgm, the highest unit price achieved in
Q1 (see Table 3).
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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 2016
Area Rent
District Building Floor / unit Trade (RMB / sqm /
(sq m)
day)
Huangpu Metropolitan Mall  Level 1 unit Apparel 150 50
Food &
Huangpu Hong Kong Plaza  Level 4 unit Beverage 600 8
(F&B)
Previous Daning Central .
Zhabei Square Level 1 unit Apparel 200 11
Minhang Vivo City =Sl F&B 110 13
1 unit
Minhang Vivo City Level 2 unit Apparel 190 11
Source: Knight Frank Research
Note: all transactions are subject to confirmation
TABLE 3
Selected retail property sales transactions, Q1 2016
Area g Price
District Building Floor / unit (RMB
(sgm) million) (RMB / sqm)
Previous  Shanghai New Qipu .
Zhabei Clothing Market Level 4 unit 27.6 5.32 193,005
Previous Suhe Creek Level 4 unit 51 95 140,991
Zhabei
Yangpu East Bund Impression Level 1 unit 37.7 2.6 70,257
Huangpu Sha”ghgit';“angp“ Level 1 unit 333 28.1 84,469
Minhang Xinhua Redstar Level 1 unit 116 9.9 85,577
Landmark

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



SUPPLY &
DEMAND

In Q1, the opening of a number of
shopping malls, mostly located in fringe
areas, including UFun Mall and Peace
Lane Plaza, were postponed to Q2 due
to delay in construction schedule and
difficulties in securing tenants.

As new shopping mall supply in non-core
areas had been growing at a fast pace,
the vacancy rates of a number of newly
opened shopping malls remained high.

For example, the vacancy rate of Hopson
One in Yangpu District at opening in Dec
2016 was 70% and Sincere Plaza, also
opened with a high vacancy rate during
that period.

In Q1, due to the high vacancy rates of new
shopping malls and the closure of some
retail stores, the overall vacancy rate of
shopping malls increased 1.8 percentage
points Q-0-Q to 8.8% (see Table 1).

FIGURE 2

Shanghai core area shopping mall annual supply and stock

16 - Annual supply (million sqm)

14 |
12}
1.0 |
08 |
06
04

02

0.0
2006 2007 2008 2009 2010

Source: Knight Frank Research

MARKET ACTIVITIES

In Q1, leading luxury brands remained
cautious in expansion. Store closure and
upgrading became their major development
strategies in 2016.

In Q1, French luxury retailer Louis Vuitton
closed its store in Lippo Plaza in Shanghai
for the first time. Unsatisfactory sales and
their impending lease expiry were the major
reasons for the closure. At the end of 2015,
luxury brand Gucci also closed its store at
Yifeng Galleria on the Bund.

However, luxury retailers in China are
expected to benefit from the recent
tightening tax policy on overseas
purchases. Tax rate was raised on overseas
retail goods bought online effective from

8 April 2016. Previously, these overseas
goods were treated as personal postal
articles and enjoyed lower tax rate than
other imported goods. In addition, the

new restrictions only allow a maximum
value of RMB2,000 per single cross-border
transaction and RMB20,000 per person per
year.

We believe the new tax rates on overseas
purchases will narrow the price gap of
luxury goods between China and other
countries, encouraging Chinese consumers
to spend more domestically than before.

In particular, luxury goods sales in China
might be boosted by such restrictions.

A number of unique designer brand stores

Stock (million sqm) _ 12.0

2012 2013 2014

2015 Q1/2016

were opened in Shanghai. For example, in
March, Danish furniture design company
HAY opened its second store in Shanghai
in WE Creative Park on Yanping Road of
Jing’an District, covering an area of 400
sgm. It was HAY'’s third store in China and
fourth principle store outside Europe.

Meanwhile, designer brand WONDULLFUL
DEPT also had its debut in March. The new
store is situated at Nanjing West Road of

Jing’an District with a store size of 400 sgm.
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GLOBAL BRIEFING

For the latest news, views and analysis
on the world of prime property, visit
KnightFrankblog.com/global-briefing
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