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INTERNATIONAL 1 | Emerging countries growth (GDP/GNP) : forecasts of the French
EUROPE 2 | Economic Observation Center.

BELGIUM 3 country 2\(/)/82"233; 2004 2005 2006
ERANCE 4 Asia : 7.2 8.0 7.5 7.0
GERMANY 4 China 9.3 9.5 9.5 9.0
NETHERLANDS India 5.5 7.2 7.0 6.5
5 | [south Korea 5.9 4.7 35 35
RUSSIAN FEDERATION 5 Taiwan 5.2 5.7 3.0 3.5
UNITED KINGDOM 6 Singapore 6.4 8.4 5.0 5.0
Hong Kong 3.8 8.1 7.0 6.0
Malaysia 6.4 7.1 5.0 4.0
UNITED STATES A Indonesia 4.7 5.1 5.0 4.0
Philippines 3.1 6.1 5.0 4.0
ASIA 7 Eastern Europe : -1.3 7.8 5.3 4.6
CHINA 7 Bulgaria -1.3 5.6 5.5 5.0
Romania -0.4 8.0 5.0 5.0
INDIA 8 Russia -1.6 7.2 5.5 4.5
JAPAN 8 Ukraine -4.5 1.1 4.0 5.0
Latin America : 2.8 1.7 5.3 4.1
NEAR/MIDDLE EAST 8 Argentina 3.0 8.8 7.5 45
Brazil 35 -0.2 5.0 4.5
Chile 35 3.3 5.0 5.0
SPECIAL STUDIES : Mexico 3.3 1.3 45 35
e Russian Retail Real Estate Market 1a Venezuela 3.3 9.4 9.0 2.0
Near/Middle East : 3.6 6.2 5.1 5.3
eTo enter China : advantages and Turkey 34 3.0 5.0 6.0
inconvenience 2a Egypt 3.4 4.1 5.0 4.5
e How the Swedish lkea became a Israel 34 4.3 4.5 4.0
Iran 3.3 6.6 6.5 6.0
famous global brand 3a | [saudi Arabia 2.9 5.3 5.0 45
Maghreb : 2.6 4.7 4.0 4.2
Algeria 25 5.3 5.0 4.5
Tunisia 2.7 3.5 1.0 3.0
Morocco 2.8 5.8 5.0 6.0

Sources :FMI 90/2003 average, COE 2004/6 estim. and forecast

Apparel expenditure and brand
notoriety.

Consumers in developing
countries such as China, India,
Russia, Mexico and Brazil accept to
pay more for famous or well-known
apparel brands according to a survey
led by Retail Forward. Beyond, they
prefer buying them in specialty stores
rather than in department stores,
hypermarkets or supercenters.

In less developed countries,
surveyed consumers also show a
major interest for buying famous
brands and accept to pay more
than consumers of more developed
markets. Meanwhile, a large part
of them in most countries accept to

try a non-familiar brand if someone
recommends it or if its price or style
is convenient.

The study reveals also that in
most countries, consumers prefer to
purchase apparel more often from
specialty stores and department
stores but points that the sector meets
competition from hypermarkets and
supercenters in Japan, U.K and USA
that are pushing highly this type of
sale. It is most evident in teen and
childrenis clothing and also in menis
and womenjs casual apparel and
shoes.

Changes in habit frequency are
also evident in developed markets.
In spite of a growing impact by
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(Apparel...)

big-box stores, apparel purchase
frequency is maintained in less-
developed retail markets and some
European markets. There is a decline
frequency in traditional department
stores of the developed markets of
Japan, U.K and USA.

Online and non-store clothing
retailing is wvery successful in
Europe, mainly in France, Germany
and United Kingdom and also in
Japan. In France and Germany, these
non-store retailers benepted from
regulations that limit opening hours
and store expansion. Canada is
lagging concerning this type of retail
sale. The USA is between both.

Factory outlet center openings

360,000 sg.m. It is part of the large
retail complex Dubai Outlet City,
which includes a shopping center,
ofpces, the regionis prst artipcial salt
water beach, a cultural and leisure
center, serviced-apartments and
hotels.

A real retail boom exists in the
emerging countries of Eastern
Europe.

In spite of strict planning
restrictions and concerns due to a
lagging consumer spending context,
there is a huge amount of retail
space under development in Europe

planned in 2006, USA and a commercial boom would be
excluded. favored in Eastern Europe countries
project site developer/manager GLA
in sq.m
DFO Spencer Street Victoria, Australia | Austexx 25,000
Station
De Voorhaven Gand, Belgium De Gentse Voorhaven 8,500
bvba
Foxtown China Shanghai, China | Foxtown 25,000
Ringstead Ringstead, TK Developments/GVA 13,000
Denmark Grimley
Royal Palms Factory Goregaon, Poyal Palms Club 13,168
Outlet Mall (Mumbai), India
Ballymac Shopping Dundalk, Ireland | ING 15,479
Outlet
Kildare Village Kildare, Ireland Value Retail Plc 9,285
McArthurGlen Barbarino McArthurGlen Europe 25,000
Designer Outlet (Florence), Italy
Barbarino de Mugelllo
Factory Outlet Sestu Sardinia, ltaly Gruppo Policentro e 16,800
Retail Group
The Outlet Centre Roosendaal, McMahon Dev.Group 12,535
Netherlands
Dress Smart Hamilton, Prime Retail 4,500
New Zealand Investments
Factory Lubon Poznan Neinver Polska 13,000
(Warsaw), Poland
The Outlet @ Bridge- Banbridge, GML Estates 19,034
water Park Northern Ireland
Sable Square Outlet Cape Town Spearhead Property 22,000
Shopping South Africa Group/De La Porte Pro-
perty Group
Factory Madrid San Madrid, Neinver SA 13,928
Sebastian de Los Reyes | Spain
La Noria Outlet Murcia, Spain Frontier Outlets/FOISA 13,928
Shopping
Dubai Outlet Mall Dubai, Al Alhi Group 93,458
U.A.Emirates
17 projects 14 countries 17 developers 343,614
Source : International Outlet Journal
Dubai Outlet Mall is expected to by booming economies and lax
be completed by fall 2006 and will planning regimes.
be one of the worldis largest factory In France, there are many

outlet mall covering 94,000 sq.m of
space and might be expanded to
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urban and suburban projects in the
pipeline. In Ireland, 22 centers will
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be built within the next few years
mainly by local developers. United
Kingdom has also a signipcant
development.

Central and Eastern Europe
countries are very good targets for
developers, retailers and investors.
Poland, the Czech Republic and
today Russia are the favorite
countries but they are slowly
overtaken by Romania, Bulgaria
and the Baltics (c¢f. LLDI September/
November 2005). According to Jones
Lang LaSalle, there are 390 projects,
110 extensions and redevelopments
in the pipeline for the second half of
2005 and in 2006, totaling more than
11.8 million sg.m including almost
90% of new projects.

This pace can slowdown after 2006
mainly in Western Europe but it will

0

French Carrefour retailer to
open new stores in Belgium and
acquire Centrum.

Carrefour unit number in Bel-
gium will thus grow from 494 to
530 hypermarkets, supermarkets
and convenience stores. In Q3 of
2005, sales were down 0.5% while
their market share increased. In
addition, the retailer will acquire 13
Belgian franchised supermarkets
Centrum with sales of O 65 million
in 2004&

Four retail giants will enter Indo-
nesia in 2006 including Tesco
from U.K and Central Department
Store from Thailand. Wal-Mart
from U.S.A and Takashimaya from
Japan have also indicated they will
enter it soon. French Carrefour (16
units) and Giant from Malaysia
have already opened hypermar-
kets there&

Foxtown Sunday from Switzer-
land has launched a new factory
outlet in China that covers 17,000
sg.m of space, in Jinan urban dis-
trict of Shandong province. After
Shanghai and Shenzhen, it is its 6%
outlet in China since it arrived by
fall 2003&

Spar has just signed cooperation
agreements with two Chinese
supermarket chains, Henan Sida
and Hubei Yasi in central China.
Spar (G 27.5 billion in sales in
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not stop. United Kingdom, Germany
and Spain will have each between
500,000 sg.m and 1 million sg.m of
yoor space to open by the beginning
of 2007. But Central and Eastern
European Countries will have the
most signipcant development. Of
the 11.8 million sq.m to develop,
more than one million will be in
the Russian Federation and Poland
by local developers and by a few
foreigners also.

Dutch ING is very active in
11 European countries including
Belgium, the Czech Republic,
France, Hungary and Poland.
AM Developments, another
Netherlands-based prm, present in
Portugal, Northern Ireland and soon
in Turkey, announced that within the
next few years it will build centers in

2004) operates nearly 16,000 stores
in about 30 countries. It opened
its prst store in the coastal city
of Weihai (Shandong province)
in cooperation with lJia lJia Yue
supermarkets. It expects to open
125 stores over 2008 including 35
hypermarkets and 90 supermarkets
mostly located in the Shandong,
Henan and Hebei provinces...

British Tesco has launched its first
small food store in Poland on
October 20 in Chorzow (Upper
Silesia). This 52nd outlet covers
1,000 sg.m and is the prst unit of
six small food stores to be opened
before the end of 2005&

lkea has opened its first Mega
Mall outside Moscow in Kazan,
the capital of Tatarstan, in 115,000
sg.m of yoor space. It represents an
investment of $ 125 million and it
was built by Turkish Ural Insaate&

McDonald’s, already active in 37
cities of the Russian Federation,
will double its fast food number
over the next five years from 137
currently...

British quality department store
chain Harvey Nichols will open
a new branch (8,500 sq.m) in
Istanbul (Turkey) by end of 2006.
It is part of an expansion program
on emerging markets which inclu-
des Hong Kong and Dubai&

13 countries.

Greece seems to be well
positioned for a similar growth as it
has the lowest shopping center rate
per capita in the 00ld EUG6 at 23 sq.m
per 1,000 inhabitants. Evidently, it
lacks shopping centers and has no
factory outlets.

Factory outlet centers are set
to have a good expansion. Their
developers are US and British
McArthurGlen, Freeport and
Value Retailing. 25 new centers or
extensions are in the pipeline by
2007. However, their development in
Eastern Europe is not clear due to a
lack of brand awareness.

An over-development may be
caused by lax planning regulations
but Prague and Budapest are well
aware of the risk and act to maintain
a good balance between commercial
and residential developments.

Retail parks are booming
200 are in the pipeline mainly in
Netherlands, Sweden and Italy; but
Central Europe, Spain and Portugal
have also a good growth.

Markdown : European retailers
focus on theft by employees.

The 5th and newest edition of the
European Barometer on Shrinkage,
sponsored by Checkpoint Systems,
was conducted by Center for Retail
Research on 440 large retailers of
25 E.U countries, operating 24,572
stores with combined sales of G
371,981 million and accounting for
18% of the total European retail
trade.

Cost of retail theft is estimated
at O 32 billion to the end of June
2005 including 24,784 million by
customers, employees and suppliers
compared with 33 in 2004, or a
new increase of 70.26 per European
capita.

Average markdown decreased
from 1.34% to 1.25% of sales or a
6.7% decrease and the lowest rate
since the past pve years.

Investment in  store  loss
prevention grew by O 426 million to
7.633 billion, including 26% in EAS
(Electronic Article Surveillance) and
in TV closed circuit, from 300 million
in 2004.

While thefts by external persons
still account for the largest part
of markdown at 49.2% (O 14.248
billion), dishonest employees
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continue stealing more pricey items
over longer periods of time. Hence
an increase of 1% to 29.9% from 28%
in 2004 and a O 8.6 billion growth.

Many high reductions were
registered in all countries except in
the Baltics. In Central and Eastern
Europe, loss decreased only in
Poland last year. U.K had the lowest
markdown rate (36.5%) and Iceland
the highest (41.3%). Both countries
had the highest employee theft
rates.

Delhaize le Lion has reported
net profit of ( 89.7 million down
0,6% in third quarter 2005.
During the period, Belgian food
retailer unveiled net sales and other
revenues up 5.0% to G 4.7 billion.
Organic sales growth was up +2.4%
at identical exchange rates due to :
- the 5.1% increase of U.S. sales
supported by improving sales at
Food Lion,
- the 5.0% increase of the Belgian
sales, including the positive impact
of the acquisition of Cash Fresh.
Gross margin increased to 25.3%
of net sales and other revenues from
25.0% in the same period one year
earlier. Operating propt was even
with prior year at G 225.0 million. The
period was closed with a network of
2,629 stores in operation compared
to 2,614 at the end of June 2005.
oln spite of continuing difpcult
market conditions in  Belgium
and higher energy prices,6 Pierre-
Olivier Beckers, President and CEO
of Delhaize Group, believes that
operating propt will increase by 2 to
4% in 2005. oFurther, we conprm our
sales and net earnings guidance of 15
to 20% growth in 2005.6

« L’Esplanade » is a project
of urban development in La-
Neuve, a Belgian university
town close to Brussels. It
is French Klépierre’s first
investment in the country.

Total project (130,000 sq.m GLA)
includes a shopping center, a newly
created pedestrian zone (7,000 sg.m),
371 apartments, 30,000 sq.m of ofpce
space and 6,000 parking spaces. It
was planned, developed and built by
Wilhelm & Co, a Belgian developer

who initiated it fourteen years ago. =
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(Esplanade...)

Total cost of G 265 million will be
provided by German Aareal Bank.

The shopping center that covers
34,500 sq. and two levels was bought
by the French Kl@pierre foranamount
of O 157 million. It is its prst deal in
Belgium. It includes a Delhaize food
supermarket, 35 shops, a multiplex
with 13 screens, restaurants and
servicese€ QO 11.5 million of net rents
are expected in one year. Catchment
area includes 640,000 inhabitants
with revenues 20% superior to the
national average.

Casino :introduction of “Emily”,
an employee share ownership
plan (ESOT).

Casino has introduced a new
leveraged, principle-protected em-
ployee share ownership plan for
Group employees in France who
are eligible to invest in the Casino
corporate savings scheme. All or part
of the shares purchased by the Emily
ESOT may come from the direct sale
of existing ordinary shares by Casino
or from the issue of new shares.
Based on the subscription orders, the
ESOT maximum investment could
reach up to 0 53 million from 925,000
issued or sold shares.

In the prst nine months, total sales
grew by 4.8% to G 16,219.0, including
12,508 million in France (+1.3%)
and 3,710 million in international
markets (+6.8%). USA growth was
particularly good ($ 1,102.4 million),
followed by Asia (928.9 million) and
Latin America (901.2 million).

Casino has been authorized by
its banks to delay its call option
to raise its stake to 51.2% in the
capital of the Netherlands-based
supermarket chain Laurus. The call
option is frozen until July 1, 2007
and the exercise period has been
extended by six more months and
will end on December 31, 2009 as
Casinofs priority is cutting its debt to
100% of its net worth before the end
of this year.

Casino now holds 45.0% in the
capital of Laurus. The Dutch chain
continues suffering from a local
price battle initiated by Albert Heijn
supermarkets of Ahold Groupis and
its sales still decreased by 8.7% in
the prst nine months of the current
exercise.
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Retailer Carrefour will cut 1,700
jobs in two years in France.

According to a restructuring plan
in place from the prst quarter 2006
until end of 2007, 1,700 jobs will be
cut at Carrefour headquarters and
administrative centers accounting
for 20% of these teams and 1.5% of
the total workforce.

This decision is part of a project
to reallocate people to the stores in
order to boost Carrefour competitive
edge, regain market share and boost
sales in the domestic market, the
present level of employees being
maintained.

However,  Carrefour  Group
should recruit 15,000 persons, as
much as in 2005, and create 1,500
jobs worldwide.

PPR: a good 3" quarter due
to a rebound of the retail
division.

During the period of 12 weeks
closed September 30, sales rose 7.5%
to G 4.2 billion. This growth was
still driven by the luxury division
(18.5% of sales in the period) up
15.3% to 784.7 million. It was
particularly sustained in the leather
goods (+29.1%) and shoes (+19%)
departments.

The retail division activity
rebounded growing by 5.8%. Sales
were particularly high in France in
the 3 quarter following a decrease
of 2.7% in the 2" quarter. This
growth recovery is mainly driven
by strong sales of Fnac (consumer
electronics, electricals) up 10.7% on
a comparable basis and a growing
number of customers and operations
of Conforama (home equipment,
furniture€) up 4.9% on an actual
basis and up 5.4% on a comparable
basis.

As for the 4™ quarter, PPR Group
expects good sales of electronic
products and luxury merchandise.

Metro : its DIY subsidiary Prak-
tiker made its market debut at
0 14.50 on the Frankfurt Stock
Exchange.

German food retailer had
previously planned to offer shares in
a range from 16 to 19. At 14.50, the
issue price now values Praktiker at
841 million. Through the deal, Metro
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Group could raise G 500 million of
receipts as some 34.5 million shares
were placed including 8 million
coming from a capital increase
and almost 22 million from Metro
Group.

Praktiker operates approximately
350 DIY stores in Germany, Central
and Eastern Germany. In the prst
nine months of the current exercise,
operating propt was O 75.4 million
on sales of 2.3 billion.

As for 2005, Metro Group
reviewed downwards its estimates of
propt per share from 12% to 5% and
sales growth from 5-6% to 4%. It is not
only struggling from the domestic
lagging context but also from
difpculties of its Real hypermarkets
and Extra supermarkets that met
a meat problem last spring. This
has generated a 7% fall of their
sales in the prst nine months and
an operating loss amounting to
37.6 million. However the cash &
carry and consumer electronics
businesses (Saturn & Media Markt)
have increased total Group sales by
4.2% in the same period to O 41.3
million and gross propt by 14% to
516 million.

KarstadtQuelle,
again.

German department store and
mail order group has reported a net
propt of G 18.2 million for the third
quarter compared with a net loss
of 1.2 billion one year earlier and
plans other divestitures to cut its
costs. It announced that it will reach
its sales and propt target for the
current exercise : a sales drop in the
mid-single-digit range and EBITDA
(earnings before interest, taxes,
depreciation and amortization) of at
least G 350 million. In 2004, Ebitda
was a loss of 503.7 million.

In order to turn around the
Group, more than 200 department
and specialty stores were sold hence
a drop of its 3 quarter sales to G
2.57 billion compared with 2.78
billion one year earlier. Thomas
Middelhoff, the new ceo that was
brought early 2005, has announced
that he wanted to work on the mail-
order business next year as its sales
are satisfactory in Eastern Europe
but not in Germany. This will
enable the Group to better target its

profitable

customers and improve its product =
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SPECIAL STUDIES

RUSSIAN RETAIL REAL ESTATE MARKET :
continuous development in 2005.

I n Moscow, retail real estate stock grew by 164,000
new sg.m GLA to nearly 1,100,000 sg.m in 2005.
There are 100 sg.m GLA of shopping center per 1,000
inhabitants of Moscow according to the latest statistics,
which is well below the level of other European cities.
Stable rental rates, a strong demand in shopping centers
and a moderate competition still make investors able to
register attractive yields in spite of project high costs.
Regional and super regional shopping centers
(exceeding 100,000 sg.m) continue opening at a pace
that may lead to the exit of smaller centers, those of 8,000
to 10,000 sg.m. It is evident that those, which are easily
accessible on foot or by transport means, will be able to
resist to competition from retail giants.

Rents.

It seems that there is no high decrease in the rental
level of shopping centers in operation and in those
under construction in the second half of the year. A few
exceptions are to be noted in those being built when
spaces were leased at lower rates compared to similar
spaces of the retail market. But this does not seem to
be a new trend. This already happened when owners
have rent spaces at lower rates as they did not know the
market or misunderstood its trends.

Rental rates by business type.

activity | s. (sg.m) | rent/$/sqm /year
Anchor tenants
Hypermarket 5,000-15,000 70-150
Supermarket 1,500-3,000 200-250
Consumer electronics 1,200-2,500 250-350
Sports/leisure 600-1,500 200-450
Clothing 600-1,200 250-900
Entertainment 250-4,000 50-250
Household goods 400-700 300-1,000
Childrenis goods 1,000-3,000 150-400
Other tenants

Clothing 30-500 900-2,500
Shoes 50-120 800-1,200
Sports/leisure 50-300 450-1,200
Health/beauty 40-300 600-1,800
Household goods 30-100 800-1,800
Childrenis goods 40-1,000 450-1,500
Mobiles/digital equipment 20-80 3,500-5,000
Accessories 20-70 1,500-4,000
Gifts and souvenirs shops 20-100 1,000-3,000
Catering/fast food 20-80 700-1,200
Services 10-100 300-1,150

Source : Colliers International

Higher yields.

A new generation of shopping center developers
appeared rapidly in the Russian Federation. Contrary
to the older generation, it is more and more interested
in western-like investment products. As long as a very
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recent period, local shopping developers considered
centers as income-generating assets, but the gradual yield
compression and the market global maturity push them to
begin seeing their projects from the selleris point of view.

Most Russian shopping centers of the past ten years
was built in order to maximize the developeris propts
and often at the expense of the quality and efpciency.
Today, it is no longer possible due to competition and it is
not interesting to the investoris eyes. However, economic
growth and political stability, the new pnancing
availability from both local and foreign institutions,
are pushing prime shopping center yields downwards.
Thus, in Moscow they fell from 17% three years ago to
11-13%.

However, an accelerated compression rate of yields
being translated by a higher value of retail assets and by
longer periods of payback may lead developers to exit
the market. This means that the construction quality
grows, concepts are more professional and tenants more
attractive in the very new shopping centers to make the
project more attractive for a potential buyer.

It is clear that new international entrants in the
market will still push yields downwards and will push
many secondary specialists also to leave the market, both
in Moscow and in the regions.

Moscow shopping centers,

ear/quarter prime yl€|d total stock
A (%) (000 m2)
200572 12 1,010.07
200474 13 882.36
200374 16 537.36
200274 17 454,96
200174 17 133,9
200074 17 116,64
1999/4 17 106.9
199874 20 96.36
199774 _ 60.7
199674 - 74

Source : Jones Lang LaSalle

Retail expansion into the regions.

Retail development is expanding into the regions,
in the cities of Kazan, Nizhniy Novgorod, Samara,
Volgograd, Yekaterinburg, etc. whose population is
between 800,000 and 1 million inhabitants. A developeris
choice to build in a particular city depends on the
regional bureaucracy that may hinder projects. As in
Moscow, selected sites include a central location at the
intersection of main roads or in residential areas. In the
capital, developers face administrative barriers and a
lack of professional actors. In addition, owners of local
retail chains may sometimes block the arrival of prms in
the capital by using their lobbying power.A

Source : The Moscow Times
DECEMBER 2005 m
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SPECIAL STUDIES

TO ENTER CHINA : ADVANTAGES AND
INCONVENIENCE.
Shopping centers have a bright future

here is still room for new entrants on the Chinese

continent, which counts 160 cities of an excess of one
million inhabitants (to compare with 9 in the U.S). Eco-
nomic annual rate of this $ 700 billion-market grows by
9% and disposable revenue of urban households jump
64%.

In 2003, foreign retailers accounted for 9.6% only of
total retail sales according to Deloitte, one third of that
coming from Hong Kong, Macao and Taiwan. In addi-
tion, a very small part, 10% to 15% of the total, was repre-
sented by modern retail trade and 80% to 85% by street
and market vendors, small traditional shops and essen-
tially inefpcient State-run department stores. Today, the
city of Shanghai, where the number of better-managed
hypermarket and department store chains is prosperous,
this pgure is approaching 30% to 40%. In fact, at the end
of 2004, there were 97 hypermarkets of 5,000 sq.m ave-
rage space in operation. According to the last statistics,
they now occupy a total of 1.5 million sq.m.

Chinese urban development hub is happening in this
megalopolis and other cities of the Eastern coast next to
the Pearl River Delta, Yangtze and Beijing. In this region,
the Chinese government started to authorize owners
of small shops to buy their own outlets about two
decades ago. Many of them resold them to chains in full
expansion.

In second-tier cities of China, modernization is just
starting and the economic miracle is much less apparent.
Thus, in 2003, sales per capita were $ 2,558.18 in Beijing
compared with 541.28 in Changchun. Disposable
incomes in these cities are nowhere as high as in the big
coastal cities. Percentage of disposable income per capita
in Shanghai compared with national average is 1.8 to 1
according to Deloitte.

Retail sales per capita and by city in 2003.

city : population sales ($)
Shenzhen 2.06 3,035.16
Beijing 12.37 2,558.18
Shanghai 13.78 2,248.19
Guangzou 6.91 2,238.55
Xiamen 1.44 1,767.75
Haikou 0.63 1,678.26
Tainjin 10.16 1,454.54
Dalian 5.78 1,198.68
Shenyang 6.91 1,182.49
Wuhan 7.74 1,160.00
cities 188.26 1,596.81
national 1,312.75 1,511.03

Sources : Access Asia, Deloitte Research

This period may be particularly right for shopping
centers developers. In fact, they are much appreciated by
Chinese, especially in the south part of the country, for
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a double reason : air conditioning and attractions such
as cinemas whose number is very limited in cities. 250
shopping centers have been built in the past three years
essentially by local developers. But as they are poorly
designed and badly run according to specialists, there are
high opportunities for foreigners : American Taubman
and Simon have already opened ofpces in China, Japan,
Korea and Indonesia. Taubman plans to associate with
local partners who know about construction but are not
accustomed to design or management. Simon Property
Group owns 32.5% of a recent association with Morgan
Stanley and Shenzhen International Trust & Investment
and has planned 12 shopping centers anchored by Wal-
Mart (cf.LLDI October 2005). First project is due to be
built in Hangzhou covering 50,000 sq. m of space. But
foreigners are not sure to be prosperous. They will have
to pnd and choose the right retailers to attract a sufpcient
trafpc, the best location and the best format.

In China, expansion for foreigners is risky for several
reasons even if regulations got loosed : they can now
operate anywhere an unlimited number of outlets of any
size€ First of all, domestic competition begins to be felt.
Then counterfeiting is a huge problem. It is considered
that 90% of Microsoft products sold in China are
pirated, a problem which the government is supposed
to get down to. Other concern for foreigners consists in
answering rightly to market needs. Wal-Mart succeeded
there due to its low prices but it is not sufpcient to attract
customers, as the giant cannot compete on the same level
of quality, choice and convenience than street and market
vendors who operate structures at lower costs. It is the
reason why foreign store managers visit neighboring
markets three times a day to check prices.

Retailers and developers meet a common problem,
suburban means of transportation. While car ownership
is growing, it still remains weak. For the 10% of urban
population, there are only 6.6 cars per 100 households
according to Deloitte.

Then employee demand tends to exceed supply and
it is often necessary to train people and see them leave
afterwards.

Other barriers include regulations and political
maneuvering of local governments who often still
own utilities and other prms. In this case, it is almost
impossible to obtain their authorization to repair a road
or a delivery site. Worse, in case permission is given,
foreigners cannot be always sure that the deal will be
respected.

Finally, whatever the approach is, it is necessary to
remain cautious, patientand advised in onefs preparation
research and works and have a long-term objective.A
Source : Retail Traffic
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SPECIAL STUDIES

HOW THE SWEDISH IKEA BECAME A FAMOUS
GLOBAL BRAND.

To forge a global cult brand.

Buying at Ikea is a sign of success for customers
striving to belong to middle classes. For them, the brand
suggests low prices, fashion design and style simplicity.
To develop this image, means used by Ikea includes :

- a team work : employees appreciate to be autonomous
in their work, very little hierarchy and a friendly-family
culture.

- communication : the retailer is a master in the art of
promoting its brand, creating rumors, making them
circulate by phone and by word of mouth, from Shanghai
to Chicago. It impresses customers and generates a huge
advertising.

- stores are conceived to make customers relax, charm
them and push them to spend the whole day, attracting
them by restaurants and playground areas.

- surprise customers by quality : Ikea offers yearly price
cuts and designers focus on quality and aspect.

Ikea currently accounts for 5 to 10% of the furniture
market in each of the 33 countries it is active. It is more
than a simple retailer as it offers a lifestyle that customers
adopt. Ikea is the sign they have oarrivedo, they have
a good taste and are quality knowledgeable. From
Moscow to Beijing, as long as they strive to increase their
revenues, they will buy Ikea. The global success of the
Swedish brand lies here : 226 stores in 33 countries of
Europe, Asia and Australia and United States and 410
million customers a year.

Fast sales growth.

For the pscal year ended August 31, revenues grew
by 15% to $ 17.7 billion. Pretax operating propts but non-
released might be around $ 1.7 billion according to ABG
Sundal Collier. Now, Ikea is able to maintain its propts
even if it cut prices steadily. 0lkeads operating margins
of approximately 10% are among the best in home
furnishing,6 the say at ABG. 0They also compare well
with margins of 5% at Pier 1 Imports and 7.7% at Target,
both competitors of Ikea in the USA.

2005 sales breakdown by regions :

- Europe 81%
- North America 16%
- Asia/Australia 3%

To maintain this pace, Ikea will speed up its expansion
pace during the 2005/6 pscal year adding 19 new outlets
worldwide at a cost of $ 66 million per unit. This trend
will be accelerated on the markets with the fastest-growth
rate such as United States (25 stores, 50 are targeted by
2010), Russia, where it is already important and China,
which now accounts for $ 120 million in sales. Its key lies
in the will to maintain the same strong enthusiasm.
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lkea’s trick consists in making people believe
that it is not expensive.

Middle classes targeted by lkea worldwide share
the same shopping habits. Even consumer spending
is the same at $ 85 per visit in a Russian store as in the
rich country of Sweden. Wherever they are, customers
think of the store visit as a promenade rather than a
duty. To maintain this impression and, there again,
keep customers as long as possible, Ikea uses one kind
of pleasant constraint. Right at the store entrance, after
leaving children at the playroom, people follow the
curb line along which completely arranged ovignettesé
are displayed with furniture and accessories to seduce
customers : 7,000 items from pens, perfumed candles and
picture frames at less than $ 2 to coffee-tables at $ 40 and
glassware at 500. One third of merchandise is changed
every year. In the store center, people can relax in a
restaurant before continuing their visit. In the warehouse,
almost all the big-ticket items are yat-packed, which not
only saves millions in shipping costs from suppliers but
allows also customers to take their own merchandise
back home and have the pleasure, or the fun, to assemble
it at home and follow joined instructions.

Adapting merchandise to the context.

Ikea has a network of 1,300 suppliers in 53 countries
at its disposal. If sales continue growing, it will have to
be two times more supplied than currently. In addition,
suppliers and designers have to adapt some articles to
better sell them in the local markets.
lkea’s top five suppliers :

- China 18%*
- Poland 12%
- Sweden 9%

- ltaly 7%

- Germany 6%

*in % of product purchases by lkea

Ikea meets some challenges from the American
market due to the high contrasts inside the country.
While it forgot the way people live, it suddenly
understood it did not touch the Californian Hispanic
customers. It then sent designers visiting its employee
homes and understood that it totally missed it. It was
clear that large Hispanic families need tables and sofas
for more than two persons, which is the Swedish norm.
They prefer daring colors and hang a lot of pictures in
designed frames everywhere.

Ikeais particularly concerned by the American context
as it considers it is a key to its expansion. It consequently
had to review its strategy as it had not really listen to its
customers and opened badly located stores, offered too
high prices, beds measures in centimeters, sofas were
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not deep enough, curtains were too short and kitchens
did not pt American equipments. It reviewed its concept
entirely and ended with a better-adapted merchandise
mix, new and larger stores and better located, slashed
prices and improved service. Ikea then warmed its colors
up, added chairs and many picture frames.

Ingvar Kamprad retired at the age of 79 stopping
the daily management of lkea from 1986. But
he still continues pushing ahead the simplicity
criteria and customer satisfaction.

At the age of 6, this farmeris kid bought matches in
packs of 10, splitting them up to sell them to neighbors
with a propt. By 17, he was already managing a mail
order business, selling pens, Christmas cards, nylon
stockings, wallets or grains from a shed in the shed of the
family farm in Smaland, a province in southern Sweden.
With a strong and right sense of the enterprise, the
teenager recruited the local milkman for his deliveries.
Ikeads name was found while combining his initials with
the prst letters of the farm and the village where he was
raised. His system is based on low margins and prices.
To this, he added a very elaborate system of consumer
information and warranty. He was rapidly successful
and expanded outside the Swedish borders.

He has written all the text himself of his catalogs until
1963 and published the prst one in 1951. For 2006, 160
million have been printed. His credo is the following : 0A
better life for many.6

However, his much debated past came to light which
nearly caused a real disaster as a Swedish journalist
revealed that between the age of 16 and 25, he attended
several pro-Nazi meetings led by the Swedish right wing
of Per Engdahl. He succeeded in turning this potential
disaster into a real media coup while writing an apology
letter to his 25,000 employees, which he entitled 0The
Greatest Mistake of My Lifed. Then several hundreds
among them signed a letter of support saying 0We are
here whenever you need us, from the Ikea family.6 Their
loyalty to Kamprad remained strong.

With an ever sense of frugality in mind, Kamprad
transferred Ikeais Group ownership to the charity
foundation Stichting Ingka in 1982 in order to ensure

its long-term survival and avoid the risk from being
sold or divided after his death. It is evident that pscal
advantages were not forgotten. He is now a rich man
living in Switzerland.

lkea’s culture.

Ofpcially  retired, Kamprad remains the
unquestionable leader for practices depning Ikeais
culture. Egalitarianism is one of them. Regularly, the
prm organizes Antibureaucracy Weeks during which top
executivesworkinthe warehouse or behind cash registers.
Leading a perce competition is another objective. In such
a context, weekly sales growth, names of the best markets
and the best-selling furniture are tracked and displayed
at the ofpcels door of the Swedish headquarters. Another
strong and clear message : price cuts. The objective is to
lower the price of all the merchandise mix by an average
of 2 to 3% a year. The message means even more if it is
necessary to hit one competitor in some segments. Cost
obsession goes with design culture. Ikea has one team
of 12 full-time employees in Sweden and 80 freelancers
who work tightly with the internal production teams to
identify the right material and pnd the less expensive
suppliers, a process that may take up to three years.

Formula durability.

Ikea was a failure in Japan thirty years ago as the
Japanese wanted high quality and good materials
and not low prices. It has planned to come back to the
archipelago in 2006. In the U.S, competition is gaining
strength as the Target discount chain has hired famous
designer OiBrien to make a range of low-priced furniture,
which he launched in October. On its side, Kmart has
been collaborating with Martha Stewart furniture on its
own line. In France, Fly is quite popular in France and in
Japan Nitori dominates the low-priced furniture market.

Ikea has always been led by executives trained by
Kamprad himself who still remain devoted to their
founder. But, once the link is broken, can Ikeais culture
be maintained? A

Source : Business Week
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ranges.
The restructuring of the core
business, including department

stores, went off faster than planned
thanks to osales that are better than
the rest of the marketé. Compared
to the same period one year earlier,
sales are up 40% at the Potsdam unit,
86% at Wiesbaden and 17% at the
Hamburg yagship.

Bertelsmann, Europe’s largest
media Group by sales, has
reported a sharp sales and
profit growth for the 3" quarter
thanks to investments and in
spite of the continued weakness
of its music division.

Bertelsmann reported netincome
after minority interest of O 251
million compared with 75 one year
earlier and revenue grew by 12% to
4.3 billion. Earning before interest
and tax grew by 22% to 263 million.

According to the German prm
management, this growth is to be
attributed to recent acquisitions and
the recovery of some businesses,
planning that sales and propt will
grow for the full year. For the prst
9 months of the current exercise,
Bertelsmann sales rose 2.7% to O
12.28 billion and operating propt
by 12% to 907 million. If pgures are
not broken and unveiled by division
(TV, music, book and magazine
publishing), it seems that each of
them has contributed improving
propts except for the BMG music
subsidiary. BMG joined Sony in
2004 to create the 50/50 Sony-BMG
join venture that posted a net loss of
$ 60 million in the 3 quarter due to
difpcult conditions in the USA, UK
and Germany.

Bertelsmann has invested G 2.3
billion in the prst nine months of
2005, almost four times more than
one year earlier acquiring Columbia
House, the largest American seller
of DVDs and increased its stake in
the RTL Group.

Ahold’s new challenges.
Anders Moberg, who took over
the helm of the Netherlands-based
prm as ceo in February 2003, has
applied a strict regime to pnancially
turn it around. He increased capital
by G 3 billion and raised nearly O

3.6 billion by selling stores from
Argentina to Poland. Main part
went to pay down net debt that
decreased to O 7.3 billion end of
2004 from 14.8 billion end of 2002.

Anders Moberg has also started
acquiring prms in  countries
showing a solid expansion potential.
He recently bought more than 56
supermarkets from Austrian Julius
Meinl in the Czech republic and
continues being interested in U.Se&

Ahold invested $ 2 billion in
2005 worldwide to revamp or
relocate older stores. In Europe,
the retailer meets competition from
hard discount store chains and cut
prices. It yagship branch, Albert
Hein, regained market shares in
the Netherlands by slashing prices
on more than 7,500 items. Finally
margins jumped to 4.5% in the prst
half of 2005 from 3.6% end of 2003
and market share grew by 20 basis
points last year to 26.9%.

In the United States, which
account for 42% of total sales
and 84% of EBITA, Moberg has
planned to reposition Ahold toward
the upper end of the market.
Improvements have been obtained
through the integration of the
information technology systems of
the Stop & Shop and Giant chains,
which resulted in $ 400 million
in savings. This branch is less
performing as competition gained
strength led mainly by Wal-Mart.
As its Giant-Landover stores are
aging due to a lack of investments
that decreased by $ 2 billion in 2001
and 2002 to 1.3 billion a year those
past two years, Ahold committed
itself to revamp them and to invest
up to 4% of its sales.

As for US Foodservice (35%
of Groupis sales), it is a difpcult
group to manage, as it is the result
of several acquisitions. Its operating
loss amounted to $ 72 million in
2003 but in the prst nine months of
2005 it was still at 80.9%. Ahold has
planned to reorganize it and set a
spare program of 0 100 million over
2008. The entity will be divided
in two operations, a collective
and classic restaurant business
(Broadline) and the other, Multi-
Unit, that will focus on fast food
chains.

In Q3 for the 12 weeks to October
9, consolidated net sales excluding
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VAT were up 0.7% to G 10.2 billion.
Performance was mixed as US retail
activity was below expectation. In
fact, like-for-like sales of Stop &
Shop were yat and decreased by
1.6% at Giant-Landover. At Tops,
they were down 5.8% but increased
at Giant-Carlisle. As for US
Foodservice, net sales were down
1.2% to $ 4.3 billion. However, at
Aholdis Central Europe, net sales
were up 2.4% to O 433 million. As
for 2006, Ahold expects a 5%-sales
growth and a 5% operating margin.

If Anders Moberg continues
maintaining the enterprise on the
rails, the accounting irregularities
of February 2003 might be soon for-
gotten. Recently, he accepted to pay
$ 1.1 billion (G 945 million) to share-
holders worldwide as it has settled
a U.S. class-action lawsuit related to
the scandal. Consequently this will
result in an after-fax charge of G 585
million for the third quarter.

Starbucks regained the right
to use its trademark. But the
“squatter” will appeal.

American coffee company got
back the right to use its brand on
coffee houses in Russia after a legal
battle with OOO Starbucks, which
asked $ 600,000 for the logo.

In Moscow, there is no Starbucks
coffee house as the prm is looking for
the right local partner and this is the
reason why it did not expand.

OO0O0 Starbucks, through Zuikov,
had the American trademark
annulled in Russia in 2002 arguing
that it had registered it in 1997 and
did not use it within three years
following its registration.

This brand squatter started
its lucrative business in the mid
Nineties selling imported car
alarms. As he quickly understood
that manufacturers had forgotten
to register their brands in Russia,
he made it himself and resold them
back to their original owners making
a huge propt this way.

In Moscow, trademark squatting
is a lucrative activity and this
Mr.Zuikov is one of the most
notorious practitioners. Taking the
advantage that foreigners ignore the
Russian trademark law nuance, he

has become an expert in registering =
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famous brands and offers them to
buy them back for a huge price. He
is a rich man and its online site offers
230 trademarks for sale ranging
from $ 1,000 to 1 million! In the case
of Starbucks, he wants to sell the
trademark to one Moscow existing
cafe chain.

To join the World Trade
Organization, Americans had told
Russia to solve the problem. But
Russian authorities seem not to
bother about it.

Top 12 British retailers by sales
in 2004.

bad debts& But trust is back and
its target is to grow sales by G 3.7
billion over the next three years.
Sainsbury is now ahead of Asda
even if some surveys show that the
British subsidiary of Wal-Mart has
been sitting in the second position
of U.K retail grocery market for two
years.

Morrisonis is now  prmly
established in 4" rank. In spite of its
difpcult takeover of Safeway, which
pushed it to sell more stores than
it wanted, it is still behind Asda.
Morrisonfs is also the British retailer
with the fastest growth (+ 145% in
2004). There is a wide gap between
Morrisonis and Marks & Spencer

company banner sector pre-tax 2004
sales( bil.) | position

1 Tesco Tesco, One Stop, | food 40.22 1
Metro, Express

2 Sainsburyis Sainsburyis food 22.50 2

3 Asda Asda, George, food/apparel/ 21.48 3
Home home

4 Morrison Morrisoniis food 17.99 4

Supermarkets (Safeway)

5 Marks & Spencer | Marks & Spencer | various 10.43 5

6 GUS Argos, Homebase | catalog show- 7.74 6

rooms, DIY

7 Boots Group Boots the Chemist, | druggists, 7.15 8
Boots Opticians opticians

8 John Lewis John Lewis & department 6.98 11

Partnership Others, Waitrose | stores

9 Dixons Group plc | Dixons, Currys, PC | Electronics, 6.97 9
World, The Link | mobiles

10 Somerpeld Somerpeld, Kwik | food 6.94 10
Save

11 Kingpsher B&Q, Screwpx, DlY 6.40 12
Castorama

12 Co-op Co-op, Welcome | food 5.12 13

Source : Retail Week

Tesco (1,780 stores in U.K and 585
in 11 foreign markets) is by far the
biggest retailer by sales and market
share (30.2%) in Britain. With A 27
billion (G 40 billion), it is almost 80%
higher than its nearest competitor,
Sainsbury. Its international ope-
rations now represent one pfth of
Tescois sales and are expected to
grow by 26% in 2005 helped by
favorable currency rates. In the prst
half of the pscal year, sales rose
14% to O 27.8 billion) and net propt
jumped 17% to 952 million.

Sainsburyis is in a turnaround
position. Its growth was superior to
the average in 2004/5 and sustained
in 2005/6 as like-for-like sales
excluding petrol were up 2.8%. But
net propt is lagging at A 118 million
(G 174.8 million) due to growing
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and GUS, main non-food group.
John Lewis Partnership is the sole
new company of this ranking.

Marks & Spencer confirms that
efforts are working.

In the second quarter of 2005
ended October 1st, total sales of the
British apparel Group grew by 3.3%.
For the prst half it unveiled that
earnings before tax and exceptional
items increased by 19.6% to A 308.2
million (G 456 million) and net
income was up 63% to A 212.6 million
(G 315 million).

Founded in 1884, this famous
retailer operates 399 stores in U.K
and 160 outside of Britain and is
showing early signs of a turnaround.
For the 1% half, sales grew by 0.6%
to O 5.4 billion. However domestic
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sales decreased lightly by 0.2% to 4.9
billion while international market
sales grew by 8.6% to 516 million.
Operating propt before exceptional
items were up 27.1% to 545 million.

The chain still owns the US-based
Kings Supermarkets chain whose
1t half sales grew slightly to G 5.4
billion from 3.63 billion one year
earlier.

As for the Christmas season,
Chief Executive Ofpcer, Stuart Rose,
remains cautious and has already
announced that he would not renew
the steep discounts offered last
year. He also announced that M &
S would have 23 stores in the new
contemporary format by Christmas.
A further 40 to 50 stores will be
refurbished in the next year. Totally,
the retailer sold more merchandise
at full price, had leaner inventories
and overall lower costs in the 1%t half.
He also adopted methods of the fast-
moving apparel chains consisting in
keeping stockpiles of fabric that can
be rapidly transformed in new goods
when fashion trends change. Rose
also cut prices on apparel and home
goods by 10% to face competition
led by discount and supermarket
chains.

Asda unveils stagnating sales
and profits.

Six years after it entered U.K
through the purchase of Asda for
$ 10.8 billion, Wal-Martis British
subsidiary is suddenly registering
some difpculties in a perce
competition market since 1999. Tesco
holds more than 30.2% of the grocery
market according to TNS Superpanel
and Asda remains steady just below
17%. While Asda and Tesco register
the same sales per sg.m, Asda has
operating margins of 4.8% compared
to 6.2% for Tesco. In addition, if Wal-
Mart is famous in the United States
for obtaining heavy rebates from its
suppliers, Tesco is NAL on its home
market considering its size.

Asdals other challenge lies in its
attracting power as it mainly caters
to low-revenue households while
Tesco caters to blue and white-collar
employees.

Tesco has a presence in urban
centers as well as in suburban areas.
On its side, Asda is relying on its
megastore format, which prevented

it, considering local rigid zoning =
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rules, to expand more. But since 2003
it has opened 10 small standing-
alone clothing units under the
George brand and 5 Living stores to
sell household furnishings, toys and
also jewelry (cf. LLDI September 2005).
Both promising formats that will
help it to expand its customer base.

British market is difpcult, the
economy is lagging and retail sales in
the 3 quarter grew by 1% only over
last yearis level. In addition, Asdais
289 stores that accounted for 45% of
Wal-Martis $ 56 billion international
sales in the last pscal year are losing
ground. The everyday low price
formula has generated price wars
with its competitors Tesco and
Sainsbury and, according to TNS,
it lost $ 17 million in sales to other
retailers in the 13 weeks closed
October 9. In the same period, Tesco
gained $ 414 million.

Asda should improve its
situation, as it is already adding
healthier food products sourced
from local suppliers and new items
online such as contact lenses and
airline ticketse&

Bon-Ton department store chain
buys 142 Saks stores.

High-end luxury department
store chain Saks sells its Northern
group for $ 1.1 billion to Bon-
Ton, which establishes itself as an
ambitious regional player in the
United States. These 142 units are
located in the Middle West States
and Great Plains region and operate
under the Carson Pirie Scott,
Younkers and Herbergeris banners
with annual sales of $ 2.2 billion
compared with 1.3 for Bon Ton (142
department stores in 16 States) in the
past twelve months.

This operation pnalizes the
explosion of the company established
when Propttis Inc bought Saks Fifth
Avenue in 1998. It met difpculties to
balance running a middle-market
department store with an upscale
luxury retailer. In spite its promise
of cost cuts, it failed and last April
Saks sold its Southern division of
department stores for $ 622 million
to Belk Inc and began thinking about

the above sale.

Saks might also try to sell its
remaining stores including the
Parisian chain and Saks Fifth Avenue
consisting in 57 outlets and the 52-
Saks Off Fifth clearance units.

NEW TREND, NEW STRATEGY :
Wal-Mart persists in the sale of
luxury merchandise.

After quality clothing (c¢f.LLDI
November 2005), American retailer
is now interested in the sale of
consumer electronics merchandise.
From October 27, it has revamped
1,300 departments of 3,100 U.S stores
to sell high-end products such as
crystal-liquid Sony TVS, portable
DVD players and Apple iPods. The
entire department can be seen in a
glance, as shelves are lower and aisles
wider than in its traditional stores.

In addition, Wal-Mart has
launched the sale of extended
warranties on TVs and computers
at prices 50% below Best Buy and
Circuit Cityds pushing this change by
aggressive advertising campaigns.
Now, both major consumer electronic
specialists cannot respond and loose
potential sales or slash warrantee
prices and hurt propts, a dilemma
that happens at a difpcult period,
as electronics prices do not stop
decreasing nibbling margins.

Propts of both specialists are
mainly made through the sale of
warranties, which account for more
than one third of the operating propt
at Best Buy and the total at Circuit
City. A percentage loss of global
sales would generate an 8% drop
in operating propts of Best Buy and
29% of Circuit City. Circuit Cityds
total warranty sales accounted for $
182 million and 4% of total sales in
the prst half of 2005.

Beyond price-cut, Wal-Mart war-
ranties are similar to both chains as
it uses the same administrator and
insurer as Best Buy. Another diffe-
rence for consumers, Wal-Martis
warranty begins when the supplieris
warranty stops. At Best Buy and Cir-
cuit City, it begins upon the product
sale so that it overlaps the manufac-
turerds warranty and is not a great
advantage for buyers the prst year

This inroad in consumer electro-
nics is part of Wal-Martis program
to attract upper-end shoppers. It has
understood that they shop at its stores
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for food only; consequently it took the
decision to make them buy other pro-
ducts. This way it has improved its
clothing, home ware and electronic
product departments.

In Q3 of 2005, net propt of Wal-
Mart Stores grew by 3.8% only
(compared with 5.9% at Target) to
$ 2.37 billion versus 2.29 billion
one year earlier, its smallest propt
increase since 2001, on sales jumping
10% to $ 75.44 billion compared to
68.52 billion in spite of hurricanes.
It improved its operating costs
through a better use of its in-store
employees.

Selling chicken in China has
become a real problem for fast
food chains.

Like McDonaldis and other
U.S fast food chains, Yum Brands
considers China as one of the last
places on the world where the
business can still expand. But panic
caused by the bird Yu generates
problems as Chinese do not buy
chicken, duck and eggs. Sales fell
by 60% those past weeks even in
regions where no case has been
discovered while it is not evident
that humans can contract the yu by
eating cooked poultry. As for now,
the company considers that it is still
too early to know whether its sales
have been impacted. However, they
are disappointing as they grew by
8% only in October and are well
below the long-term sales-growth
target of 22%.

China has become so important
for Yum Brands that it prepares
a series of TV ads that can be
rolled out worldwide in case of
human epidemic. It also develops
material to be given to customers
in its restaurants explaining that its
chicken is safe to eat, suppliers are
reliable and sources certiped as their
premises are regularly inspected
and their chicken cooked at high
temperatures.

Yum Brands considers the country
highly and has recently opened
its 1,500th outlet after 18 years of
presence. Its expansion was so quick

that in 2004 its Shanghai divisionis =
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operating propt exceeded $ 200
million surpassing total operating
propt from the entire KFC chain in
the United States.

Top six retailers by sales.
Modern organized retailing is
still in its infancy as it accounts only
for 3% of the G 171.8 billion retail
market. But this pgure will grow with
new foreign entrants. Meanwhile,

expects to add 20 new units over
the next four years. Other specialists
include Crossword (21 outlets) and
Music World (nearly 200).
- electronics and homeware : the
organized market for consumer
durables is growing by 12% a year
and should account for G 11.21
billion by 2008.

Vivek is the leading actor with O
38 million in sales. Its competitors are
big brands such as LG and Samsung
and Big Bazaar hypermarkets.

Retailer activity 2003/4 sales (G m)

Pantaloon Dept.stores/super/hyper, 123
shopping centers, fashion

Bata Branded shoes 114.2

RPG Super /hyper, entertain-ment, 110.0
health

The Raymond Shop fashion 90.0

Shopperis Stop Dept stores, entertainment 82.2

Tanishq Jewellery stores 76.7

Sources : Retail Week/India Retail Report Images Multimedia/KSA-Technopak

local retailers protect their territory
and cater to more and more afyyuent
consumers. Local market includes
the following sectors :

- grocery accounted for 43%
of consumer spending in 2004.
However 1% only (G 115 billion) was
spent in big-box stores and the rest
in neighborhood stores. Due to a lack
of refrigeration and the existence of
fragmented supply chain networks,

40% of the transported food is rotten
upon arrival.
Supermarket  chains include

mainly Pantaloon of the Food Bazaar
Group, Food World and Nilgirids
(cf.LLDI March 2005).

- fashion : 5% of expenditure is spent
in this sector. Clothing and shoes are
the most developed retail business
thanks to long-established local
chains such as Raymond Menswear.
Marks & Spencer, Benetton and
Debenhamis entered India through
franchise agreements.

Since it entered the country in
1931, Czech shoe brand Bata has
been operating more than 1,600
units. Pantaloon recently opened
a shoe store in joint venture with
Liberty Shoes. However, centralized
supply chain networks impede fast
collection stock turns.

- leisure/entertainment accounts for
3% of average consumer spending
but this percentage should increase
with the growing middle classes.
A chain such as Landmark (books,
music, gifts) operates 4 stores and
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By 2010, modern retail trade
should generate G 18.6 billion in
sales.
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Seiyu has issued a profit
warning on its annual results.

Wal-Mart will increase its stake
in the capital of Japanis 4" largest
grocery retailer to 53.56% on
December 21 and to 67% by the
end of 2007. Now, Seiyu has almost
doubled its net loss to G 125 million
during the prst nine months of the
exercise from 986.4 million in the
same period in 2004. Meanwhile,
sales decreased by 4.8% to O 5.2
billion and operating loss almost
tripled to 4.1 million. It has issued a
propt warning on the annual results
and Seiyu is now planning a net
loss of 96 million at the end pscal
exercise in March 2006 compared to
54 million previously forecasted on
sales of 7.09 billion.

Early November, Wal-Mart has
announced the renovation of half
stores by 2010 in which it will invest
several hundreds of millions dollars
over the next pve years. Its biggest
challenge consists in convincing
suppliers to sell directly to Seiyu and
bypass middlemen. In this difpcult
market, Wal-Mart is blocked by a
complex network of wholesalers and
consequently it cannot cut prices. In
addition, local consumers want high
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levels of quality and price together.

Wal-Mart has already made a
few improvements linking Seiyu
stores to its own global computer
system investing in the workforce
and training it to its use. It also
closed stores and cut the number of
full-time employees. Approximately
20 supermarkets have already
been upgraded for an amount of $
83 million and further 800 million
should be spent to renovate further
180 units. Two huge warehouses
are being developed to cut costs by
enabling the retailer to better control
the merchandise yow to stores. A
new CEO should be appointed mid-
December.

Big box projects in the region.

Dubai-based Spinneys, expects
to invest $ 150 million to open
hypermarkets in Egypt, Syria, Iran,
Jordan, Algeria and Pakistan over
the next 18 months.

MAF Hypermarkets, a joint
venture between MAF (75%) and
Carrefour, has planned to add 5
hypermarkets in 2005 to its existing
13 units and expects to have 22 by
the end of 2006.

French GRant has also opened
a hypermarket of 20,000 sg.m in
Battuta Mall in Dubai, the latest
project built in the Emirate by
Nakheel. G®@ant is also the anchor
store of City Mall in Beirut. It
recently opened a new outlet in
Riyadh and has planned to add
further 15 hypermarkets in Saudi
Arabia including the next one in
Jeddah.

Emke Group, based in Abu
Dhabi, is investing $ 200 million
to grow its hypermarket network
under the Lulu brand in the region.
The 44" unit was opened in Adjman
and will be followed by further ones
in Oman, Dubai, Abu Dhabi and
Kuwait.

The Savola Group declared it
would open its prst hypermarket in
Dubai at Festival City Retail Park
due to open by April 2006.

The Mall of Kuwait is due to be
completed in 2008 and will cover
130,000 sg.m but its anchor remains
unknown.A
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