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Supply heavy but ftWVEXK, FTRiE
demand robust

Nanjing’s prime retail market stayed active over H1
2017. No new supply was completed in H1, leading
the overall vacancy rate to drop from 3.6% to 2.6%
by end-H1, and certain existing projects achieved
rental growth. For H2 2017, Colliers expects new
completions to ease the tight supply, and believes
that average rent will drop only modestly. Combined
new supply over H2 2017 and 2018 looks huge, but
recent projects in Nanjing have been launched with
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high occupancy rates, and we think this record can
be maintained.

Forecast at a glance

Demand

Supported by sustained retail
consumption, Colliers thinks demand will
remain strong, notably in the F&B sector
Supply

Five new projects with 611,700 sq m of
retail GFA are scheduled for H2 2017,
and another five (770,000 sq m by GFA;
8.29 million sq ft) will be completed in
2018. This wave of new supply will
expand the total stock by over 70%

Vacancy rate
We expect average vacancy to rise to

supply, and to surpass 10% by end-2018

Rent

We predict the average rent will decline
by 1-3% YOY by end-2017, as below-
average rent at new supply in non-prime
areas will offset the rental growth at
existing projects, and this trend will
continue in 2018. We believe that rent can
recover to the current level over 2020.
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No New Supply Completed
in H1 2017

No new supply was completed in H1 2017, and the
existing stock remained at approximately 2.0 million sq
m (21.53 million sq ft). The distribution of this stock has
changed significantly in the past five years, as
developers have moved beyond the limited downtown

area to decentralised areas such as Hexi. This area now

has the largest stock among all the submarkets, at
611,000 sq m (6.58 million sq ft) or 31% of total stock.
With no new supply, the city’s overall vacancy rate
remained very low at end-Q2, at 2.6%.

Landlords Upgraded Brand
and Trade Mixes

Demand was active during H1 2017. The city’s vacancy
rate decreased by 1.0 percentage point HOH to 2.6%.
Although no new supply was completed, net absorption
totalled 19,900 sq m (214,200 sm ft). Landlords in the
prime retail area upgraded their brand and trade mix to
increase their competitiveness in the market. In the food
and beverages sector, Zen Cuisine, Taste Fantasy, and

Taoyuan Village all opened their first Nanjing restaurants

at Deji Plaza; in the fashion sector, sport brands Adidas,
Nike, and Puma opened at Aqua City. Other notable
transactions included the leasing of Apple’s third store in
Nanjing (1,800 sq m; 19,375 sq ft) at Jinmao Plaza.

Figure 1 Nanjing Shopping Centre New
Supply, Net Absorption and Vacancy Rate
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Figure 2 Nanjing Shopping Centre Ground
Floor Rent and Growth Rate
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Rental Growth at Projects in
Prime Areas

The average ground floor rent increased by 2.5% HOH to
RMB 15.3 (USD2.26) psm per day, as landlords in prime
areas achieved rental growth after brand and trade mix
adjustments. In the prime market, the rent increased by
5.1% HOH, from RMB29.5 (USD4.37) psm per day to
RMB31.0 psm (USD4.59) per day. The average rent in
the non-prime areas remained unchanged at RMB10.2
(USD1.51) psm per day.

New Supply will Ease the
Tight Availability

Five new projects totalling 611,700 sq m (6.58 million
sq ft) of GFA are scheduled to be completed in H2
2017, and another five projects with GFA of 770,000 sq
m (8.29 million sq ft) should be completed over 2018.
This wave of new supply will expand the total retail
stock in Nanjing by over 70%.

For H2 2017, this wave of new supply will ease the tight
availability, and Colliers expects that the city’s average
vacancy rate will increase by 3-5 percentage points to
6-8% by the end of 2017. However, demand in Nanjing
remains robust; as an example, Deji Plaza has been
the top shopping centre in East China for three years
measured by total sales. We therefore believe that
existing projects will continue to earn rental gains due
to good management. However, the below-average rent
at the new supply in non-prime areas will probably pull
down the city’s average rent level. As a result, Colliers
predicts that average rent in Nanjing will decrease by 1-
3% YOY to around RMB14.50 (USD2.15) by end-2017.

As noted, the heavy new supply that we expect in H2
2017 will be compounded by additional heavy supply in
2018. One might expect vacancy to surge and rents to
plunge over 2018 as a result. However, not only is
demand strong, but also the new projects in Nanjing are
developed by sophisticated developers such as Wanda
and Golden Eagle, which normally launch their projects
with high occupancy rates. Indeed, the last two new
projects completed in Q4 2016 both achieved a 95%
occupancy rate on opening. Consequently, we expect
take-up of space in the new projects to be strong. While
we expect the vacancy rate to surpass 10% by end-
2018, we do not think that it will surge to the mid or
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high-teens per cent level. Notably, Sun Hung Kai’s
project IFC is scheduled to complete in 2018. The high-
end shopping centre will be Nanjing’s first project
developed by an overseas landlord, and will change the
retail property market landscape which is now
dominated by local developers. Therefore, we expect
downward pressure on rents over 2018 to be modest,
with the average decline limited to about 4.5% by end-
2018. We believe that this trend will continue in 2019,
and that rents can recover to current levels over 2020.
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