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Shanghai Retail Property Market

Economic and Overall Retail Property Market Review

The robust economic growth and modest inflation, along with
the steady asset price appreciation, have continued to render
support to the local consumption market. In the first three
quarters of 2007, Shanghai’s real GDP has witnessed a growth
of 13.4% YoY, with the growth in Q3 edging up further from
that in H1. Inflation remained generally modest in Shanghai,
with Consumer Price Index (CPI) raised by 2.5% in the first
three quarters, lower than the national level of 4.1%. During
this period, consumption market was buoyant, underlined by
the double digit growth in total sales of consumer goods. On
the production side, wholesale and retail industry achieved a
10.6% YoY growth in Q3, driving the demand in the retail

property market upwards.

The economic growth has similarly boosted the strong growth
in per capital income of urban residents, which reached a
growth of 14% YoY in Q1-Q3. On the other hand, supported
by China’s strong economic fundamentals and abundant
liquidity, the stock market kept surging by nearly 110%
during the first three quarters of 2007. As investors reaped
profits in the booming stock market, the wealth effect so gener-
ated to some extent also fuelled the growth in consumer spend-
ing. During Q1-Q3, total retail sales of consumer goods in
Shanghai has risen by 14.3% YoY, up 1.2 percentage points ,
and kept wuprising momentum. Meanwhile, Shanghai
residents’ consumption pattern adjusted further, with spend-
ing on food & beverage, luxury goods, together with services
maintaining strong growth impetus.

Against the backdrop of solid economic development and
escalation of purchasing power of local residents, foreign
investors are stepping up expansion and planning in their
retail business. During Q1-Q3, the total retail sales from
utilized foreign capital increased by 15.8% YoY. With the
further opening of retail market to foreign investors, overseas
brands, especially the high-end retailers will continue to
expand their operations in the local market.

Figure 1 Shanghai GDP Growth Rate and Inflation
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Figure 2 Shanghai Per Capita Disposable Income and Consumption
of Urban Residents Growth Rate
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Underpinned by the prosperous retail market, expectation

of further appreciation of RMB as well as rapid growth of 1
the economy, Shanghai’s retail property market registered 8 1.45

strong performance. According to the monthly record of

transactions, total take-up areas during January to August

in 2007 exceeded those of new supply for the first time in

three years, with a ratio of 1.45, suggesting that supply was

not able to meet demand.

Figure 3 Shanghai Total Retail Sales of Consumer Goods Growth and Figure 4 Monthly New Supply, Transaction and Average Price in Shanghai
Shanghai Composite Index Retail Property Market
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Shopping Centre Market Condition
Supply, Demand & Vacancy

As a leading regional business hub, Shanghai has been
witnessing sustained growth in residents’ purchasing power,
and also successive inflow of affluent consumers from both
overseas and other provinces. As a result, both local and
international premium retailers are getting more aggressive
with their expansion plans in the market of Shanghai. This
spurs strong demand in the market of shopping centers.

On the supply side, in Q2, the debut launching of In-center
in Xujiahui added 46,000 sq m new supply to the market. 46,000
The analysis on this year’s new projects shows that more
new shopping centers run their operations based on a theme
concept , and target at a finer segment of consumers. Mean-
while, some older shopping centers in downtown area were
renovated for repositioning their tenant mix. For instance,
Shanghai Plaza located in Huaihai Middle Road, after
acquired by Morgan Stanley, reinvented itself with the
brand “Infiniti” to progressively improve its quality and
image to attract more international retailers to keep up with
the upgrade of residents’ consumption.

Figure 5 Shanghai Shopping Centre Supply, Take-up & Vacancy Figure 6 Shanghai Shopping Centre Occupied & Vacant Stock by District in Q3 2007
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Owing to the strong demand for shopping centers in the
downtown, coupled with the limited supply recently, the
vacancy rate of whole market kept declining to 3.3% in Q3,
representing a 7.4 percentage points decrease YoY, and a
2.8 percentage points fall as compared with half year ago.
With respect to the specific transactions in Shanghai, the
international fashion chain retailer, H&M, successively
commenced three branches in 2007, together occupying
around 6,400 sq m for operation, which indicates the robust
growth of demand. Analyzed by district, the traditional
area witnessed a steadily high demand, with the occupancy
rates in Xuhui, Luwan, Jing’an, Huangpu and Pudong reach-
ing a plateau, at over 95%. Although Changning district
still saw a vacancy rate of 7%, it was 14 percentage points
lower than 6 months ago. The vacancy rate in traditional
area in Q3 declined to 2.5%, 8 percentage points drop on
the YoY basis. It is worth mentioning that the dramatic
drop of vacancy rate in emerging area, by 24.2 percentage
points YoY, to 5.8%, reflected a robust demand. We expect
that the leasing market is promising, thanks to the dual
pulling effects from both consumer spending and retail
expansion.

Figure 7 Shanghai Shopping Centre Ground Floor Rental YoY Growth Rate
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Rent & Gross Yield Analysis

Based on the statistics in Q3 2007, the average rent of
shopping centers in Shanghai has reached US$128 per sq m
per month for ground floor, a remarkable rise of 14.8% YoY,
and 6.1% increase compared with half year ago. The
average first floor rent surged to US$ 83.1, up by 15.5% YoY,
or 5.6% higher than 6 months ago. On the whole, the robust
demand kept driving rentals higher. Analyzed by district,
ground floor rental in the shopping centers in Luwan still
topped the list, hitting a high of US$153 per sq m per
month, followed by Jing’an, Huangpu and Xuhui, ranging
from US$145 to 131 per sq m per month respectively. Due
to a low base, rentals in emerging area achieved a relatively
faster growth, increasing by 13.9%, whereas the average
rental in traditional area rose by 5.3% comparing with half
year ago. It can be expected that as time lapses, shopping
centers based in emerging areas will also witness strong
rental growth.

According to Colliers’ survey on rental gross yield in Shanghai
retail property market, the average gross yield level edged down by
0.3 percentage point from a year ago to 7.9% in Q3 2007. This
reflected the declining trend of rental gross yield amidst ample
liquidity and rising capital value.
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Figure 8 Shanghai Shopping Centre Ground & First Floor Rent by District in Q3 2007
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Market Outlook

Owing to the delay of several properties’
construction, total new supply of shopping
centers in 2007 will be somewhat lower than
expected, at approximately 256,000 sq m. It is
expected that there will be around 60,000 sq m
completed in the rest of this year. 2008 will
see relatively more abundant new supply, at
601,000 sq m, in which the traditional and
emerging areas will account for 27% and 73%
respectively. In line with the growth of
shopping centers in emerging areas in the
future, the fostering of commercial atmosphere
there will form a critical mass, thus helps
attracting more affluent consumers. As such,
we see a bright prospect in the leasing market
of retail properties in these areas.

Looking forward, owing to the more ample
new supply, coupling with continuous renova-
tion of some properties amidst keener competi-
tion, the vacancy rate in next year is expected
to increase to 5% to 6%. Vacancy rates will be
approximately 4% in traditional area and 8%
in emerging area. International brands,
especially for those in apparel, food & bever-
age and luxury goods, will nevertheless fetch
for suitable locations to speed up the pace to
expand their business to lock in affluent
consumers.

In spite of the expected increase in vacancy
rate in 2008, we hold an optimistic view on the
potential increase in rentals in 2008, as the
impetus from steady economic growth and
faster rise in residents’ disposable income
would render support. The increase of rental
level in downtown will maintain its upward
trajectory by virtue of the scarcity of new
supply. On the other hand, there is ample
space for rental growth in emerging area in line
with its gradually maturing commercial
atmosphere. On the whole, the overall rentals
in the market will increase by 10% to 12%
next year, among which rental of shopping
centers in traditional area will outpace that in
emerging area.

Tablel Major Retail Transactions in Shanghai
1

Landlord/Seller Property Sale/Lease
/ /
Cloud Nine Shopping Mall Lease

Shanghai Times Square Lease

QiBao Mall leEen

Grand Gateway Lease

Cloud Nine Shopping Mall leEsn

Super Brand Mall Lease

Raffles City lease

Source: Collected by Colliers Based on Public Media Release

* The traditional area quoted in our report refers to East and West Nanjing Road, Yu Garden, Huaihai Road, Zhongshan Park,Lujiazui and Honggiao; the emerging area refers to

others new commercial hubs, such as Daning and Wujiaochang etc.
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Information contained herein has been obtained from sources
deemed reliable and no representation is made as to the accuracy
thereof. Colliers International does not guarantee, warrant or
represent that the information contained in this document is
correct. Any interested party should undertake their own
inquiries as to the accuracy of the information. Colliers
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conditions and warranties arising out of this document and
excludes all liability for loss and damages arising there from. This
report and other research materials may be found on our website
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www.colliers.com/china Colliers Macaulay Nicolls
Colliers International Property Consultants
57 267

COLLIERS

INTERNATIONAL

Our Knowledge is your Property



