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SUMMARY

Some retail sectors and areas showed initial signs of recovery as a result of 
limited quality supply and growing retail sales figures.

 Retail sales grew by 7.6% year-
on-year (YoY) in the first two months 
of 2017, 0.6 of a percentage point 
(ppt) higher than the same period in 
2016.

 No new supply launched in the 
first quarter of 2017. 

  First-floor shopping mall rents 
in prime retail areas increased by 
0.1% quarter-on-quarter (QoQ) to an 

average of RMB49.3 per sq m per 
day, while non-prime areas increased 
by 0.3% QoQ to RMB16.3 per sq m 
per day.

  Vacancy rates decreased by 0.2 
of a ppt QoQ to 6.3% in prime retail 
areas, and 0.5 of a ppt YoY to 9.3% 
in non-prime retail areas in Q1/2017.

 Child-related tenants continued 
active expansions.

“A weaker RMB and reduced 
pricing gap encouraged 
domestic luxury consumption, 
although retailers are not yet 
prepared for a new round of 
expansion.”  James Macdonald, 
Savills Research
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A recovery with 
questions
The market has shown signs of new 
life in the past few months, with some 
positive news and figures coming out 
indicating a recovery of retail sales 
growth for certain retailers. The luxury 
sector in particular saw a strong 
performance, with a number of luxury 
shops experiencing long queues on 
weekends – a rare occurrence in the 
past few years. The annual reports of 
some luxury brands mentioned sales 
growth recovery in mainland China 
since the second half of 2016, due 
to the return of Chinese consumers 
to the local market after a wave of 
overseas shopping over the past 
several years. A report by Bain & 
Co. and Altagamma estimated a 4% 
increase of Chinese domestic luxury 
consumption in 2016, after three years 
of stagnation. 

Many luxury retailers have reduced the 
pricing gap between mainland China 
and other countries. Depreciation of 
the RMB against the US$ by 5.2% in 
the past 12 months, and 9.0% in the 
past 24 months, also discouraged 
overseas purchases.

Given the macro-economic 
environment, the re-opening of Plaza 
66’s underground level appears to 
have occurred at the right time. During 
the one-year renovation, the project’s 
two original underground areas were 
connected into a single space. The 
floor now offers a wider selection 
of high-end brands to consumers, 
including some retailers new to 
Shanghai, including Golden Goose 
Deluxe Brand and Krizia. Mulberry, 
who closed two stores in Shanghai 
last year, also opened a new store on 
this floor.

If a market recovery is happening, it is 
largely confined to particular projects 
and areas. Except for Plaza 66, only 
the Bund area saw new luxury brands 
enter in the past three months (Garrad 
is renovating new store at Yifeng 
Galleria), while most new leases in 
the city’s other high-end projects 
comprised retailers from non-luxury 
sectors. Although there may be fewer 
store closures in 2017, retailers are 
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expected to further curtail expansion 
plans. With the market continuing 
to mature, luxury retailers will likely 
concentrate on improving the sales 
performances of flagship projects, 
strengthening direct-operated stores, 
and only selectively expanding in 
secondary areas.

Mass-market fundamentals have 
also improved, with city-wide retail 
sales increasing 7.6% in the first two 
months of 2017, 0.6 of a ppt higher 
than same period of 2016. Queuing 
and taking selfies outside of the 
“Wanghong” or trendy F&B stores has 
become increasingly popular on social 
media. 

Most key retail areas saw vacancy 
rates decrease during the period. 
Nanjing Road (E) and Sichuan Road 
(N), which saw a continuous increase 
in vacancy rates over the past few 
quarters, saw signs of improvement, 
with vacancy rates decreasing by 0.3 
and 5.7 ppts, respectively. 

In the past two years, the city’s 
tourism revenues remained 30% lower 
than Beijing, even after the opening 
of Disney in 2016, while its lead over 
Guangzhou (third largest tourism 
income city) continued to decrease. 
If the city’s tourism market is further 
stimulated, landlords on Nanjing 
Road (E) will need to consider how to 
contribute to this lucrative sector. 

GRAPH 1

Retail rent and index, Q1/2002–Q1/2017

TABLE 1

Selected areas with decrease QoQ vacancy 
rates, Q1/2017

Source: Savills Research                   

Vacancy rates QoQ decrease (ppt)

HTH 14.2% 1.6

Nanjing Road (E) 13.7% 0.3

Sichuan Road (N) 11.0% 5.7

Nanjing Road (W) 7.0% 0.4

Little Lujiazui 3.0% 0.2
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Several projects at the western 
end of Nanjing Road (E) will start 
refurbishment in 2017, including 
Shimao Plaza (owned by Shimao 
Group), Bailian Group’s No 1 
Department Store and Oriental 
Department Store. In February, Bailian 
announced a strategic cooperation 
with Alibaba; how the venture will 
influence the project and whether any 
new technology will be utilised will be 
closely monitored. 

Child-related tenants 
now on first floor
Even in some community malls, it is 
rare to see child-related tenants on the 
first floor. This is why it was somewhat 
unexpected when Tomato Art Lab, 
an art and culture education space 
for kids, announced plans to open a 
new store on the first floor of K11 on 
Huaihai Road (M), albeit at the back 
of the project in the space previously 
occupied by Pret A Manger.

Non-prime locations have also seen 
an increase in children’s retailers 
signing first-floor leases. Lego 
cooperated with EBT to open its first 
“certified store” on the first floor of 

Bailian Shiji Shopping Mall in Pudong, 
adjacent to brands such as UGG 
and Armani Exchange. The 220-sq 
m store not only sells limited edition 
Lego products, but also contains 
an experience area for children and 
their parents to play with products. 
In anticipation of the store’s opening, 
the mall displayed a number of Lego 
models in different zones of the project 
as a promotion. 

Rise English Training Center, which 
manages 10 English learning centres 
for children in Shanghai, opened its 
11th store on the first floor of Litong 
Plaza on Sichuan Road (N), with over 
600 sq m of space.

A report by iResearch indicated 
that 84.0% of China’s middle class 
families have signed their children up 
for extracurricular classes; 78.9% of 
them spend over RMB10,000 per year 
on such activities. Such high levels 
of demand have made children’s 
retailers one of the most active and 
sought-after tenant categories in the 
city’s retail market, with total occupied 
shopping mall space increasing by 
1.1 ppts between 2014 and 2016. 

With the market further developing, 
leading brands have increasingly 
emphasised their branding, innovation 
and services. Store formats have also 
evolved from traditional styles, which 
typically only provide basic sales 
and services, to providing a better 
environment and multiple interactive 
experiences. 

Upgrading their store image and 
the strong demand for children’s 
products and entertainment has 
allowed children’s retailers to convince 
landlords to allow them to lease 
first-floor spaces. Landlords, who are 
increasingly adopting a more holistic 
approach to operating their properties, 
accept that children’s retailers 
help improve the project’s overall 
performance by attracting higher 
footfalls and decent sales revenue. 

It is likely that some landlords will 
consider the child retail sector as a 
more important part of their projects. 
How to change tenant mixes and 
interior structure to better suit the 
trend needs to be carefully studied.  
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