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Rapid economic growth in China
has raised domestic income
levels and consumption per
capita.

MARKET HIGHLIGHTS

China’s retail property market trends upward amid
strong economic performance

Table 1
China’s economic indicators

. Latest Year-on-year
Period .
reading growth

GDP (RMB trillion) 1H20M 20.4 +9.6%#
Population (billion) 2010 1.4 +0.4%
Registered urban unemployment rate 2010 4.1% -0.2 percentage point
Real estate investment (RMB trillion) 1H 2011 2.6 +32.9%
Retail sales value (RMB trillion) 1H20M 8.6 +16.8%
Per-capita disposable income of urban

1H 201 11,041 6%
households (RMB) +7.6%
Per-capita consumption expenditure of

1H20M ,318 9%
urban households (RMB) 73 +5.9%
Source: National Bureau of Statistics / Knight Frank
# Provisional

In the first half of 2011, China carried out a series of measures to regulate the residential market.
The ‘New National Eight Articles’ increased the building of subsidised housing, imposed
restrictions on home-purchase in individual cities and raised the down-payment ratios and
mortagage rates for the purchase of second homes. Meanwhile, the People’s Bank of China
tightened credit by successively raising the RMB requirement ratio for deposit-taking financial
institutions as well as RMB benchmark deposit and loan rates. With suppressed demand and
credit, the transaction volumes of primary and secondary homes declined. Facing financing
pressure and increasing residential inventory, some developers have shifted to the less-
intervened retail property sector and have been active in building shopping malls to earn stable
rental income. For example, Taikoo Hui in Guangzhou and Surprise Outlets Phase | in Beijing
opened this year, providing 138,000 and 35,000 sq m of retail space, respectively.

Alongside strong economic development in China, local income and buying power have been

on the rise, boosting retail activity and thus the value of retail properties. In the first half of 2011,
China’s retail sales value reached RMB8.6 trillion, up 16.8% year on year. Per-capita consumption
expenditure of urban households gained 5.9%, reflecting a surge in purchasing power. Robust
retail activity has lifted the rents and prices of retail properties.

The completions of new, prime shopping malls have encouraged the expansion of high and mid-
end international brands to benefit from the growth in China’s vast consumption market. Luxury
brand Gucci will open 12 stores in China in 2011, a remarkable speed for its China expansion:
branches in Kunming, Chengdu, Chongqing, Hangzhou, Guangzhou and Hefei have already
opened and six more stores will open by the end of 2011. Gucci now has stores across 31 first and
second-tier cities in China. Fast-fashion brand H&M will open 20 stores in China in the second
half of 2011, pushing its total number of China stores to 60, including those in Beijing, Shanghai
and Kunming.

Looking forward, more multinational brands are expected to enter China, while those who have
already entered the market will continue to expand. American fashion brands Abercrombie & Fitch
(A&F) and Hollister will open their first Mainland stores in Shanghai, while Apple has just opened
its fifth Mainland store (and third Shanghai store) in Nanjing East Road. In the second half of the
year, we expect China’s retail property rents and prices to continue to surge due to strong retail
demand, with Shanghai, Shenzhen and Hangzhou leading the market.
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Retail sales value and per-
capita consumption expenditure
in China rose steadily, with
compound annual growth

rates of 16.3% and 10.4%,
respectively, over the past ten
years.

In the first half of 2011, the year-
on-year growth of Shanghai’s
retail sales value reached
19.9%—the highest among the
seven major Mainland cities.
Tianjin and Chengdu ranked
second and third, with year-on-
year growth rates of 18.5% and
18.4%, respectively.

Chart1
China retail sales value and per-capita consumption expenditure of urban households
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Chart2
Retail sales values in 1H 2011
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Chart3
Prime shopping centre existing stock in 1H 2011

In the first half of 2011, existing milion sq m
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China’s seven major cities. .
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Chart4
Vacancy rates of prime shopping centres in 1H 2011

Among China’s seven major
cities, the average vacancy rate
of prime shopping centres was

10%

the lowest in Guangzhou and
the highest in Chengdu, in the
first half of 2011. The average o
vacancy rate of prime shopping .
centres in first-tier cities was
7.6%—three percentage points :
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Cities. Source: Holdways / Knight Frank

Chart5

Monthly rents of first floors of prime shopping centres in 1H 2011
In Shanghai, with its well- R persqm per month

1,600

developed economy and
relatively high living standard,

rents of prime shopping centres
were the highest among China’s .«
seven major cities.
The average monthly rent
in first-tier cities reached
RMB1,367.3 per sq m, while that
in second-tier cities was RMB ,

Beijing Shanghai Guangzhou Shenzhen Tianjin Hangzhou Chengdu
940.7 per sq m.

Source: Holdways / Knight Frank
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Table 2

Outlook for the retail markets in major Mainland cities

Major infrastructural projects

. City Outlook
and other developments coming
. . . epe . Beijing Wangfujing and Chaoyang are two major retail areas in Beijing, with
online in Mainland cities will Wangfujing Street being the capital’s most well-known shopping street.
stimulate economic growth and Recently, Hongkong Land acquired a retail site in Wangfujing for RMB2.9
. .. billion and will invest RMB5.8 billion on developing Wangfujing International
retail actlwty. Brand Center on the site, which will include a shopping centre, offices and a

premier hotel. With inadequate land available in Beijing’s city centre, more
shopping centres are expected to be developed in the city’s fringe areas.

Shanghai Retail activity is robust in Shanghai, with many luxury brands opening stores in
the Xujiahui and Lujiazhui areas. Shanghai’s infrastructure and international
image have been enhanced after holding the successful Expo 2010 Shanghai
China, benefiting the development of its tourism industry and boosting retail
demand. The opening of the first phase of Shanghai Disney Resort in 2015 will
further boost the city’s tourism and retail business.

Guangzhou Tianhe and Pearl River New City are the two main commercial areas of
Guangzhou and Huacheng Square in Pearl River New City will be the biggest
underground development in the world when it opens at the end of 2011.
Development will continue in Pearl River New City and with the completion
of major new shopping malls and auxiliary facilities, the area is expected to
eventually become Guangzhou’s leading commercial hub.

Shenzhen Universiade Shenzhen 2011 has greatly improved the city’s infrastructure,
facilities and international status and will also benefit its retail sector.
International retailers are increasing their presence in the city: Futian district
now houses a number of international retailers, such as European fashion
brand Lightness, which recently opened its first store in Futian’s Citic City Plaza.

Tianjin Construction of the second phase of Jinwan Plaza has just commenced in
Heping district, a major retail area in Tianjin. Premier offices, apartments,
serviced apartments, a hotel and a department store will be included in the
project. With the development of the Tianjin Binhai New Area, more shopping
facilities will be built and retail demand will continue to grow as offices and
homes are completed.

Hangzhou A number of international brands are planning to expand in Hangzhou.
Beauty brands L’Occitane, Stenders and Kiehl’s, for instance, will open sales
counters in Hangzhou shopping centres in the second half of 2011. Meanwhile,
Qianjiang New City, now under development, will see increasing retail supply
and demand with its emergence as a new CBD for the city.

Chengdu The city continues to recover from the earthquake in 2008 and a number of
new shopping centres are scheduled for completion. Retailers are showing
their confidence in Chengdu by entering its retail market. French jewellery
brand Chaumet, for instance, has just opened its first store in the Sichuan
province in Chengdu’s Maison Mode Lessin Department Store.

Table 3
Outlook for retail property prices and rents in major Mainland cities
Theoutlookforretallproperty Beijing Shanghai Guangzhou Shenzhen Tianjin Hangzhou Chengdu
rents and prices in China
. ops Retail
remains p05|t|ve.
property
ey 4up Py P A @
Retail
oy N P P P S A P
rents
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1H 2011

China’s retail property prices
will gradually increase with
both local and international
brands competing for space in
major shopping streets and key
retail areas.

China’s seven major cities are
Beijing, Guangzhou, Shanghai,
Shenzhen, Tianjin, Hangzhou

and Chengdu.

Table 4
Major retail areas in major Mainland cities

Hongxing Road

City Major shopping streets Major retail areas
Beijing Wangfujing Avenue Wangfujing
Qianmen Avenue CBD and vicinity
Xidan Avenue Haidian Zhongguancun
Guangzhou Shangxiajiu Road Tianhe CBD
Beijing Road Pearl River New City
Tianhe Road
Shanghai Nanjing Road Xujiahu
Huaihai Road Middle Lujiazui
Shenzhen Huagiang North Road Luohu Commercial City
Dongmen Road Futian CBD
Tianjin Nanjing Road Nanshi
Binjiang Road Xiaobailou
Heping Road
Hangzhou Yan’an Road Waulin Business Zone
Hubin Road Huanglong Business Zone
Qingchun Business Zone
Chengdu Chunxi Road Tianfu New City

Luomashi
Yanshikou

Map 1

Seven major cities in Mainland China

Shanghai
v g

angzhou
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We have access to a unique
database covering the market
data of 35 Mainland cities, with
the potential of expanding to
100 cities.

Bringing clarity to China’s property market

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 17.3% of China’s
RMB27.8-trillion fixed-asset investments last year. Meanwhile, foreign direct investment (FDI) in
China’s real estate sector amounted to USD15.4 billion in the first half of 2011, accounting for 23.2%
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.

About Holdways

Beijing Holdways Information & Technology Co
Ltd, founded by the China National Real Estate
Development Group Corporation, is one of

the first property information and consultancy
service providers in China.

With comprehensive property and finance
databases and strong market research and
analytical power, 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.

About Knight Frank

Knight Frank LLP is a leading independent
global property consultancy. Headquartered
in London, Knight Frank and its New York-
based global partner, Newmark Knight Frank,
operate 243 offices in 43 countries across six
continents. More than 7,060 professionals
handle in excess of US$817 billion worth of
real estate annually, advising clients ranging
from individual owners and buyers to major

developers, investors and corporate tenants.
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