THE GREAT
MALL OF CHINA




Retail sales in China are still showing strong
growth (13% in 2013), not only driven by growing
consumer incomes but also by a

booming construction landscape. China is under
construction as are its shopping malls: there are
currently ~1,400 malls and another ~1,000 are
under construction. 200-300 malls are being
opened each year and more than half of all
existing malls have only been opened in the past
3 years. Some of the best malls in the world from
renowned developers are being built in China.
Are all these malls going to be successful? How
important is the shopping mall channel and how to
select the right ones?
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ITIS ADIVERSE CHANNEL

Various positionings

Malls have different positionings in terms lower end local brands or unbranded few years because of their location, good
of both customer focus and price level. stores being present: these malls represent  traffic and good mall infrastructure.
Some malls, with a fashionable brand mix ~80% of the ~1,400 existing malls. So As more world class malls are being

and entertainment offerings are typically shopping malls are not only about luxury constructed and international brands are
targeted at young consumers, while others  and masstige, but more about mainstream  expanding in China, more mid and high
are more focused on families and some and upper mass shopping. Some of these end malls will appear.

try to capture all types of consumers. Most ~ malls have the potential of being upgraded
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Number of existing and under construction malls by developer, 2013

These developers represent 16% of the
current open malls in China

NOT ALL SHOPPING MALLS
WILL BE SUCCESSFUL

Oversupply of retail space

Some cities have an oversupply of retail
space which may come under more
pressure due to growth of online. The
impact is more significant on higher
tier cities with a more developed retail
landscape. Department store growth in

some higher tier cities is stagnant and
consumers are spending more and more
online. In lower tier cities malls are not
yet a developed channel and there is still
enough room for growth.

Shopping Mall Provision per Metropolitan Consumer, 2012 and 2015
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Many malls in new ‘commercial’ zones

Most new malls require some time for
traffic to ramp up and location and
accessibility are key to estimate how
traffic will develop. Many cities in China
have new emerging zones where new
malls are being built and some of these

areas will never become successful.
Talking to local governments about their
city plans, mapping the construction of
residential buildings and metro lines will
help to assess if these areas are likely to
generate traffic in the future.
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Poor skill set of
some developers

Many malls in China are poorly managed
with an unclear positioning, a wide range
of brands and bad space allocation to
brands. Unless these malls are in the key
locations, they will not survive, unless
they are supported by local governments.
Even international developers are not a
guarantee for success.
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After having selected the right malls for
your brand, it is important to negotiate
favourable terms, especially for the first
years in the case of a new mall which
needs a few years to ramp up. To attract
a good brand mix, owners of new malls
are sometimes willing to invest in store
decoration and have revenue based rent
from the start rather than a high fixed
rent in the ramp-up period; for some
brands this can be as low as 6% turnover
rent. Strategic contracts with developers
can also be an option for accelerated roll
out of your brand, although this typically
means you also need to open a store

in less successful malls. Sephora and
Zara are examples of brands that have

a "partnership" with Wanda: in 2011 and
2012 half of the new Sephora and Zara
shopping malls stores were in Wanda
shopping malls.
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BOON AND BUST

Our view for the future of shopping malls in China:

- As the shopping mall channel is
becoming more developed and more
competitive, it will become even more
important for developers to have the
best location, a clear and coherent
positioning, a point of differentiation,
and good mall management to attract
the right traffic and brands

- There will be polarization in the
shopping mall channel as there will be
an increasing gap between the good
ones and the poor ones. The good ones
are the ones that are good today, plus

those that come into this group given
their positioning and strong execution.
The challenge for brands will be to spot
the malls that will enter the group of
good performers. The poor malls are the
ones that are poor performing today and
given the competition will only get worse

- The winners will offer a one stop

experience to consumers through
offering alluring mall entertainment
and dedicating more space to services
and experience (eg. spas, hair salons,
education, recreation)

29

- Not all malls will survive the coming

years and some of the malls that are
currently under construction will never
open. However, bankruptcies of mall
developers will not happen overnight.
Many mall developers have an attractive
financial structure and also receive
income from attached offices and
residential buildings, allowing them

to stay in business without strong
commercial traffic
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