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CROSS-TRADE RETAILING
EMERGES FACING
THREATS FROM ONLINE

SHOPPING

In the third quarter (Q3) of 2015, the retail property
market remained stable. Most new supply was
concentrated in suburban areas and the total space of
newly opened retail malls reached 465,600 sgm (see

Table 1).

In Q3, after undergoing tenant-mix
adjustments by introducing more
tenants from the Food & Beverage (F&B),
entertainment and anchor trades, the
retail sales of some shopping malls were
boosted compared with the previous
quarter.

In July, shopping malls in Shanghai
achieved total retail sales of RMB 7.205
billion, up 4.4% year on year (YoY). In
terms of trades, the retail sales of cultural
and entertainment, F&B and specialty
stores increased 19.0%, 10.6% and 4.0%
respectively, whilst that of hypermarket,
department stores and electronics &
electrical appliances decreased 4.9%,
1.0% and 0.4% respectively.

Xin Mei Union Plaza and Xintiandi Style
Shopping Mall, in particular, recorded

a strong growth in retail sales due to
their active retail-mix adjustments. For
example, Xin Mei Union Plaza introduced
“Forever 217, while Xintiandi Style
introduced a number of new restaurants
and dessert stores on the ground floor
that led to an upsurge of footfall.

Meanwhile, the performance of traditional
retail areas, such as that near Nanjing
East Road, remained weak. The average
ground floor retail rent in Shanghai’s core
commercial areas dropped 2% quarter
on quarter (QoQ) to RMB55.3 per sgm
per day.

In Q4, we expect the Shanghai retail
market to remain stable. Consumer
demand is expected to increase, driven
by retailers’ promotional activities in
new shopping malls. Cross-trade and
experiential retailing will be the new
development focuses.

An ample amount of new supply is
expected in Q4, including Hubindao
Shopping Mall in Xintiandi and Joy City
Phase Two in Zhabei District. Besides,
Hopson International Plaza and Zijing
Plaza in Yangpu District are scheduled to
open by the end of 2015. It is anticipated
that the overall vacancy rate of shopping
malls would increase 1.5 percentage
points to 9%. Nevertheless, the retail rent
will remain stable at RMB55 per sqm per
day in Q4.

TABLE 1

Shanghai prime retail market indicators

Indicator Q3 2015 figure
New supply 465,600 sgm
Ground floor rental RMB 55.3 / sqm / day
Vacancy rate 7.6%

Capital value RMB 223,000 / sqgm
Yield 6.4%

Source: Knight Frank Research
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RENTS AND PRICES

In Q3 2015, the average ground floor
retail rent in Shanghai’s core commercial
areas declined 2% QoQ to RMB55.3 per
sgm per day (see Table 1).

Both street shops and shopping malls
along Nanjing East Road recorded
weak performance in rental growth.
While street shop rents of Nanjing East
Road decreased from RMB75 per sgm
per day in Q2 to RMB73 per sqm per
day in Q3 due to an increased vacancy
rate, shopping malls there also did not
perform well. For example, the vacancy
rate of Mosaic (formerly known as Plaza
353) remained high, hovering at around
50%. The large number of vacant stores
dragged down the asking rents. As a
result, the current achievable rent for
ground floor shops decreased to RMB45
per sgm per day in Q3 from RMB50 per
sgm per day in Q2.

Looking ahead, the asking rents of
Oriental Department Store, Brilliance
Shimao International Plaza and
Metropolitan Mall on Nanjing East Road
could be adversely impacted by their
upcoming tenant-mix adjustments.

The retail property investment market
was quiet due to the low availability of
prime properties for sale. The capital
value of prime retail space in core
commercial areas remained stable at
RMB223,000 per sgm in Q3 2015 (see
Table 1).

In the strata-titled sales market, one unit
of the retail portion of the Suhe Creek
project in Zhabei District was sold for
RMB141,518 per sgm, the highest unit
price achieved in Q3 (see Table 3).

FIGURE 1
Shanghai ground-floor retail rents in core areas
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TABLE 2
Selected retail property leasing transactions, Q3 2015
s - . Area Rent
District Building Floor / unit Trade (sqm) (RMB/sqm / day)
Huangpu HongKong Plaza  Level 3 unit F&B 15 25
Huangpu SOHO Fuxing Level§ 1-2 F&B 500 13
Plaza units
Pudong DanX|ang Inter- Basemgnt 2 F&B 180 14
national Plaza unit
Huangpu Hongyi Plaza Level 1 unit Cosmetics 800 70
Changning The Place Le\;enI;; 2 F&B 430 13

Source: Knight Frank Research
Note: all transactions are subject to confirmation

TABLE 3
Selected strata-titled retail property sales transactions, Q3 2015

Price

- - . Area Price
District Building Floor / unit (RMB
(sgm) million) (RMB / sqm)
Zhabei Suhe Creek Level 1 unit 107 15.1 141,518
Minhang Qibao Powerlong Plaza  Level 1 unit 66 4.4 66,203
Xuhui West Shore Level 1 unit 428 35.3 82,396
Pudong One 56 Level 1 unit 163 14.0 85,846
Putuo Huirong Tiandi Level 1 unit 147 13.5 91,614
. Ludu International Level 1
Songjiang Plaza unit 76 38.7 51,088

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



SUPPLY AND DEMAND

In Q83, Crystal Galleria Shopping Mall
in the Jing’an Temple area officially
opened, adding a total of 70,000 sgm
of retail space to the market. Crystal
Galleria is the first shopping mall
project in Mainland China invested by
independent private equity real estate
firm Phoenix Property Investors.

Newly opened shopping malls in
suburban areas include The Hub Mall in
Honggiao CBD (124,550 sgm), Wanda
Plaza in Jinshan District (158,500 sgm)
and Dream Plaza in Songjiang District
(110,000 sgm).

Retailers’ demand remained stable. With
the openings of new stores after tenant-
mix adjustments in some shopping
malls, the overall vacancy rate of
shopping malls in Shanghai decreased
1.1 percentage points QoQ to 7.6% (see
Table 1).

FIGURE 2

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

With traditional physical stores being
threatened by the increasing popularity
of online shopping, some retailers started
to eye on cross-trade retailing to seek
new growing points, resulting in retailers’
transformation from selling a single
product to selling a lifestyle in the face of
competition from e-commerce and online
stores.

Catering has gradually become the

most attractive trade from being just

a supporting trade in shopping malls
previously. Nowadays, dining ranks the
top objective for many customers visiting
shopping malls. A number of luxury
retailers, as a result, have been trying to
enter the catering industry. In July, for
example, Gucci opened its first western
restaurant-1921 Gucci on the fourth floor
of iapm Mall in Shanghai, a medium-
sized restaurant featuring 46 seats. In
other parts of the world, other luxury
brands such as Louis Vuitton, Prada,
Hermes and Ralph Lauren have also
been engaged in the catering business,

opening dessert stores, coffee shops,
chocolate shops and restaurants.

Meanwhile, a number of fashion retailers
are interested in the beauty industry. In
August, British luxury apparel retailer
Burberry Group opened its Burberry
Beauty Box store in Grand Gateway 66
in Shanghai as their fourth Beauty Box
store in the world, reflecting the Group’s
confidence in the beauty industry. H&M
announced in their financial report in early
2015 that they would launch a complete
beauty series for the first time, launching
“H&M Beauty” on its North American
official website on 17 September, eyeing
for the relatively high profit margin of the
cosmetics industry.

Another cross-trade operating model

is cooperation between different retail
brands. This model aims to expand and
penetrate target consumer groups by
selling co-brand products in one store to
increase both brands’ competitiveness.
In September, for example, Walt Disney

teamed up with Uniglo to launch their
first “Magic for All” concept store on the
fifth floor of Uniglo’s global flagship store
on Huaihai Middle Road in Shanghai.
Covering 1,160 sgm, the store features
not only co-brand products but also
offers in-store and online customer
experiences. Uniglo also plans to set up
new “Magic for All” sections in all flagship
and large stores worldwide to provide
themed products of Disney, Marvel and
Star Wars.
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GLOBAL BRIEFING

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

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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