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¢ Following various holiday promotions and a continued increase in personal
income, retail demand continued to grow in the third quarter.

¢ Three new shopping malls came online and added a total of 145,000 sq m of new
retail space to the market.

+ Store openings within decentralised area shopping malls have been gaining
popularity among high street retail brands as they offer more flexibility in terms of
rentals as well as retail space.

¢ Ground floor rents in prime retail areas averaged RMB48.5 per sq m per day, a
2.9% increase from the previous quarter.

¢ Restrictive credit policies reduced transaction volumes of new retail properties by
30% to 70,800 sq m in the third quarter.
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After the successful
upgrade of the retail areas
along Huaihai Middle Road
and in the Xujiahui area
last year, some secondary
retail areas also started
their renovation projects
this year.
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Market Overview

In the third quarter, Shanghai’s retail sector maintained
its steady growth with more retail space under
construction and projects in the planning or renovation
stages. After the successful upgrade of the retail areas
along Huaihai Middle Road and in the Xujiahui area,
some secondary retail areas also started their
renovation projects this year. For instance, in the
Changning Honggiao area, L'Avenue and The HQ were
under construction, whilst the largest-ever upgrade of
the Carrefour Gubei Store was scheduled to commence
by the end of the year. In the Zhongshan Park area,
besides the existing Cloud Nine shopping mall, two new
retail malls, namely Gloria Department Store and
Changning Raffles, will be added to the retail stock.

Retail performance in all major shopping areas was
driven by increased consumer demand and various
holiday promotions. During the three-day Mid-Autumn
Festival holiday, Shanghai’s 6,000 key retailers reported
total sales of RMB1.8 billion, up 35.8% from the same
period last year. From January to September 2011, the
total retail sales of consumer goods in Shanghai
amounted to RMB497.323 billion, an increase of 11.6%
compared with the same period last year.
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The retail market continued to exhibit strong growth in
supply in the third quarter. Three new shopping malls,
namely Metropolitan Mall in Huangpu District, Xinzhuang
Cloud Nine Shopping Centre in Minhang and Kerry Parkside
in Pudong, added a total of 145,000 sq m of new retail
space to the market. Located on Nanjing East Road,
Metropolitan Mall is Hong Kong-based Henderson Land’s
first retail project in Shanghai. With a total retail gross floor
area (GFA) of 30,000 sq m, the mall had secured Apple’s
largest flagship store in Asia and Sasha’s biggest store in
China as anchor tenants. Besides Metropolitan Mall in the
city centre, two shopping malls opened in the city’s
decentralised areas. Xinzhuang Cloud Nine Shopping
Centre had its soft-opening in July with an occupancy rate
over 90%. With a total retail GFA of 70,000 sq m, it is Chang
Feng Real Estate’s fourth largest-scale retail mall in
Shanghai and is operated by CapitaMalls. Additionally,
Kerry Parkside Mall had its soft opening in Huamu Area of
Pudong. With a total retail GFA of 45,000 sq m, the mall had
achieved an occupancy rate of 70%. Major tenants included
boutique supermarket Ole, high street fashion brands H&M
and GAP, apparel and home decoration retailers MUJI,
Harbor House and IRIS Life.

Many international retail brands were optimistic about the
retail market and continued to invest and expand in
Shanghai. In September, Apple opened its third store in
Shanghai, fifth in Greater China, in Metropolitan Mall in
Nanjing East Road. The four-storey store covers 3,000 sq m
and is Apple’s largest flagship store in Asia. The opening of
this store has made Shanghai the Chinese city with the
most number of Apple stores. Shanghai is set to remain at
the core of Apple’s business development plans. In July and
September this year, American high street fashion brand
GAP opened its third and fourth stores in Shanghai in Sky
Mall and Kerry Parkside respectively. Considering that GAP’s
first two stores opened in Huaihai Road and Nanjing Road,
GAP has started to target not only prime downtown areas,
but also clearly-positioned large community shopping malls
in suburban areas, which offer more flexibility in terms of
rentals as well as retail spaces.

F=FE, TEMITGHHEXE. HAFHEER
HXEE AL, BITRREENELZ BRIBER
BIBZRE BN, HATHIHTR 145, 000 F77KAFHEE
WEi. B, EAMYHLETFERERR, 2&E8E
i BgmEAELmE, mlmRAA 30,000 F
HK, ERELKUXHKEEMNERFHEPERK
BIESERESNENEF L. BT AT O X & AT
by, HBEBEHEHEEP ORI, EENER
ZBEYH O FSELBERITHARRAEL, il
MEEEEEENZ 90 U L. EENELZ TR
EFLH 70,000 5K, BRIEBM~FELATELE
RN AR I E, BHYERRARERE
B, BREAMRNEFZENEHETE=SERIK
Elr, ZEISERLEY 45,000 £5K, BRHEZRAT
3270, EENEFFEEEMRET Ole. BHFTRMA
h# H&M F1 GAP. 4 SEZRER P LENR A, Harbor House
F0 IRIS Life.

EREEREF LSNTENIAE S, BEE LS X
BREMMRER. SENA, FERELEHE=K
Apple Store REEERMAMBEIE AT OF L,
ZIEHBTEY 3,000 75K, BEREFEARMEIE
ARTER, HLRTMERIEFIEME. BEE=ZR
EEIFR, EEmATEREERTENERHRZ A
W, TMAERBRFFEITRIRE, EEiAzERlS
RO SFELAMMA, XESHNEERE
GAP SYRIE R TIat R B AE AR BWE AR T
HELBHNEZ. BHUKITE. M GAP £ LIEHE—H
FERITEW RIS T EBBIHEEIRMAEAREE. X/
RHE AT RAR T PO XA B R S HE i AR
ME—iEHR, EMFRFIAITRRX AR X B il
WERMNEETEE, FURRENEAZRMESZH
AR R IGET R RARRI SRR



KnightFrank.com.cn

&

Rents in prime retail areas continued to rise to hit record
highs. In the third quarter, ground floor rents in prime retail
areas averaged RMB48.5 per sq m per day, a 2.9% increase
from the previous quarter. This was led by shops along
Nanjing East Road, where rents soared to RMB70-80 per

sq m per day. Retail brands seeking to enter Shanghai often
prefer to open flagship stores along Nanjing Road, Huaihai
Road and Little Lujiazui in Pudong, where rents reached
RMB65.0, 55.0 and 31.0 per sq m per day respectively.
Compared with the previous quarter, retail vacancy rates

decreased one percentage point to 9.0% in the third quarter.

As a result of the tightening policies issued, which restricted
the granting of bank loans to uncompleted commercial
projects, the transaction volume of new retail properties
decreased by 30% quarter on quarter to 70,800 sq m. The
average sales price of strata-title retail space in urban
districts stood at RMB23,865 per sq m, remaining at the
same level as the previous quarter but increasing noticeably
by 24% year on year. A ground floor retail unit in Gubei
International Garden measuring 124 sq m was sold at
RMB120,445 per sq m, marking the highest unit price in
quarter three. After the revision of our property basket, the
capital values of prime retail space along high streets
increased 2.9% quarter on quarter to RMB177,077 per sq m,
whilst gross yield remained at 6.8%.
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The retail investment
market saw a growing
number of major buyers,
including not only
institutional funds, but
also developers and retail
operators.
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Investment Market

Due to improved real estate fundamentals and increased
yields from the retail sector, the retail investment market
saw a growing number of major buyers, which included
institutional funds as well as developers and retail
operators. In September, Hong Kong-based New World
Development (NWDS) acquired a 95% stake of Channel One
from its previous owner, New York-based Blackstone Group,
for a total consideration of RMB1.46 billion. Opened in 2009
and with a total GFA of 42,000 sq m, Channel One is a six-
storey stand-alone retail development located in Changshu
Road of Putuo district, one of Shanghai’s decentralised
areas. The deal was scheduled to be completed in early
November. The acquisition will further consolidate NWDS’
presence in the Shanghai market with nine stores.

Selected Retail Leasing Transactions, Q3 2011
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Prime retail rents are
expected to continue their
upward trend with a
quarter-on-quarter growth
rate of 2- 3% in the fourth
quarter of 2011. Supported
by investors’ strong
interest in commercial real
estate, retail prices are set
to stay firm.
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Selected Retail Sales Transactions in Urban Districts, Q3 2011
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Outlook

Our outlook for quarter four remains positive, especially
as the year-end Christmas and New Year holiday season
approaches. In response to strong consumer demand,
many international retail brands have been seeking entry
into the Shanghai market, spurring the development of
new retail space. On the supply side, the market is set to
see two new shopping malls in the fourth quarter, namely
Cloud Nine Hongkou Mall in Hongkou and Parkside Plaza
at Changfeng in Putuo district. They will add a total of
210,000 sq m of new retail space onto the market.

Prime retail rents will continue their upward trend with a
quarter on quarter growth rate of 2-3% in the fourth
quarter of 2011. Supported by investors’ strong interest in
commercial real estate, retail prices are set to stay firm.
We predict that in the coming two years, commercial real
estate will be the focus of large institutional buyers,
which will include real estate funds, developers as well as
large retailers. As such, the office and retail markets will
see an increase in large-scale transactions.
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