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RETAIL SUPPLY PEAKED
FOR THE YEAR AT

700,000 SQM

IN Q4 2014

During the fourth quarter of 2014, there was abundant
supply in the retail market, but demand from luxury

retailers softened.

New retail supply tripled in Q4 2014
compared with the same period in

20183, to reach approximately 700,000
sgm. However, due to the government’s
political reforms on anti-corruption rules,
and the subsequent decline in retail
sales, demand from the luxury retail
sector weakened.

In 2014, new retail supply totalled one
million sgm in Shanghai, roughly the
same figure as in 2013. However, most
new supply was situated in non-core
areas and only 10% was located in the
downtown area. In 2013, new retail space
in the downtown area accounted for over
30% of the annual new supply.

More retail supply is expected in the
coming year. We estimate that over

20 new shopping malls will open,
adding approximately 1.5 million sgm
of retail space to the market. The most
anticipated retail projects this year are
Joy City Phase Il in Zhabei District and
MTR City Plaza in Putuo District.

Looking ahead —considering the potential
issue of oversupply —we estimate that
overall rents in 2015 will face downward
pressure.

TABLE 1
Shanghai retail market indicators

Indicator Q4 2014 figure
New supply 700,000 sgm
Ground floor rental RMB 58.2 / sgm / day
Vacancy rate 6.4%

Capital value RMB 225,420 / sgm
Yield 6.5%

Source: Knight Frank Research
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RENTS AND PRICES

Rents of ground-floor retail space in
Shanghai’s core commercial areas
declined 1.2% to settle at RMB58.2 per
sqm per day in Q4. The decrease was
mostly caused by rent declines of street
shops on Nanjing East Road and Nanjing
West Road.

Ground floor rent at Pudong IFC Mall
remained at RMB60 per sgm per day.
New York-based fashion brand Alice &
Olivia secured a store on Level Three of
Pudong IFC Mall at RMB35 per sgm per
day.

Though overall retail rents decreased,
some shopping malls along Huaihai
Middle Road experienced rental growth
starting from Q4 2014. The average rent
of Basement Two in K11 Art Gallery Mall
increased 30% compared with the figure
of two years prior, to reach RMB 20 per
sgm per day in 2014. Ground floor rents
at iAPM also increased 6.7% quarter on
quarter to reach RMB64 per sgqm per day.

Supported by large numbers of residence
in surrounding areas, emerging retail
areas saw rents appreciate in Q4 2014.
For example, the ground floor rent at
Kerry Parkside exceeded RMB30 per
sqm per day in Q4, compared to RMB25
per sgm per day a year ago.

The capital value of high-quality

retail space in core commercial areas
increased 2.0% quarter on quarter to
reach RMB225,420 per sgqm in Q4 2014.

FIGURE 1
Shanghai ground-floor retail rents in core areas
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TABLE 2
Selected retail property leasing transactions, Q4 2014

s - . Area Rent
District Building Floor / unit Trade (sqm) (RMB/sqm / day)
Huangpu Hongyi Plaza Level 1 unit Cosmetics 120 90.0

Nanjing East .
Huangpu Road street shop Level 1 unit  Jewellery 700 29.0
. Food &
Huangpu SOHSaZ:XIng Level 1 unit Beverage 140 23.0
(F&B)

Changning The Place Level 3 unit  Kids Wear 80 7.5
Jing’an Wheelock Square Level 1 unit F&B 400 20.0

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

TABLE 3
Selected strata-titled retail property sales transactions, Q4 2014

Area Frice Price
District Building Floor / unit (RMB

(sqm) million) (RMB / sqm)
Zhabei Suhe Creek Level 1 unit 83.0 11.2 134,779
Putuo Union Tower Basement 1 unit 62.4 4.1 66,199

Shanghai Int’l
Hongkou Shipping Services Level 1 unit 495.7 47.0 94,746
Centre (West Plot)
Xuhui 2l EE) Level 1 unit 491.4 28.0 57,000
project

Xuhui Xuhui Top of City Level 1 unit 3,386.6 176.9 52,245

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



SUPPLY AND

Three new shopping malls opened in
prime retail areas: Shanghai Arch Walk
(86,000 sgm) and The Place in Honggiao
(100,000 sgm) as well as Crystal Galleria
(69,150 sgm) in the Jing’an Temple area.

With a number of shopping malls
adjusting their tenant mix, the overall
occupancy rate declined slightly from
94.0% in Q3 2014 to 93.6% in Q4 2014, a
drop of 0.4 percentage point quarter on
quarter.

In January 2015, Florentia Village
Shanghai will open as the first luxury
outlet in Pudong. Located in Zhugiao
Town between the Disneyland site and
Pudong International Airport, Florentia
Village Shanghai will cover a site of
130,000 sgm.

DEMAND

FIGURE 2

Shanghai core area shopping mall annual supply and stock
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MARKET ACTIVITIES

There were mixed activities in the
retail leasing market from October to
December 2014.

Some brands decided to close stores

in current locations, including French
fashion brand Paule Ka in Jing’an Kerry
Centre and Hong Kong fashion label The
Stairs in iIAPM.

However, other brands opened or
expanded with new stores. During Q4

2014, fast fashion brand Zara opened its
largest Shanghai branch in Nanjing East
Road; affordable luxury brand Michael
Kors opened three new stores in New
World Mall, Raffles City and IFC Mall
and upscale ltalian lingerie label La Perla
opened its first concept store for men in
Plaza 66.

Korea-based E-Land Group displayed its
ambitious plan to become a fashion giant
in China, with intentions to spread into

million sqgm

10.0

2008 2010 2012 2014

other business areas such as food and
leisure. In December, E-Land opened its
first British Flagship Store and Eland Cafe
in Life Hub@Jingiao of Pudong with a
store size of 1,000 sgm.

In 2015, market sentiment will remain
bearish. The growth in retail sales of
luxury brands will continue to slow and
apparel retailers will remain cautious in
their expansion plans.
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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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