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FUND CHARACTERISTICS & PERFORMANCE
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MARKET COMMENTARY
During 2020, the property market, like the wider economy and most other industries, was severely
disrupted by the Covid-19 pandemic. But the extent to which the virus impacted on the values and
returns of property investments, while negative in aggregate, varied depending on property type.
The first three months of 2020 followed the same trend as the
past few years, and the Irish property market experienced high
occupational take-up levels in the office and industrial sectors.
Meanwhile, the investment environment was healthy and €675
million of deals were transacted during quarter one. Although this
was in line with previous years, deals were mainly related to the
office and residential markets; this accounted for 87% of turnover.
Poor retailer performance and underlying concerns about
e-commerce’s disruption of traditional retail continued to dissuade
investment into this sector. As ever, the small-scale nature of the
industrial sector in Ireland meant that investment volumes into the
segment were relatively small, despite high levels of demand.
Since quarter one, Covid-19-related social distancing
requirements have inhibited normal market activity. As several
physical actions are required to complete a deal, transaction
volumes have understandably declined. For example, over quarter
three, €1.7 billion of property was traded. This represents a 43%
decline when compared to the same period in 2019. No material
discount appears to have been factored into the prices paid for
property during the year, but sales were generally of high-quality
properties and virtually no retail assets changed hands. Before
summer, sales included Bishop’s Square near St Stephens Green
to German investor GLL, who paid a yield of 4% for this secure,
well-let, office investment. Meanwhile, asset manager DWS
acquired a new residential scheme for a sub-4% yield.
In September, market activity improved as Covid-19 case
numbers stabilised and the easing of restrictions inspired
investor confidence. Over €1 billion in deferred sales were
carried out in open and off-market sale processes. The success
of these has been mixed; demand and pricing for core longleased property has been strong, while short leased or weakerquality properties have seen limited investor demand and more
opportunistic pricing. Examples of core deal activity in quarter
four included French investor Amundi’s acquisition of the new
office development at 28 Fitzwilliam, currently leased to Slack; and
German fund Deka’s purchase of Baggot Plaza, which is currently
let to the Bank of Ireland. November’s Covid-19-related level five
lockdown put a pause to any new deal activity. Instead, vendors
and purchasers focused on closing existing agreed deals.
Despite the challenges that the property market has faced, total
investment volume for 2020 is expected to reach €3 billion. This is a
reasonable outcome given the level of disruption over the year.
One important consequence of Covid-19-induced uncertainty
and the lack of transactional activity was the introduction of
material uncertainty clauses in property valuation certificates.

Under this clause, property valuers were required to caveat their
opinion of value as the relevance of using pre-Covid-19 market
prices as evidence came into question. This occurred across
most established international property markets and resulted in
the suspension of many property funds. In late quarter three,
the requirement was removed for the residential, industrial,
and office sectors as it became clear that investors were willing
to carry out transactions; then, deals were agreed upon, and
pricing levels were subsequently demonstrated. However, at
year end the valuation uncertainty provision remained in place for
retail properties due to the lack of transactions in this sector and
subsequent lack of clarity on investor pricing. Post year-end, the
material uncertain clause was removed from retail valuations.
Office
In Dublin, the office leasing market has, over recent years,
surpassed its long-term annual average take-up of 2.5 million
square feet. The first quarter of 2020 saw a continuation of strong
office occupier demand, and close to one million square feet was
leased or sold to occupiers. However, office leasing activity has
stalled since the emergence of the Covid-19 pandemic. For 2020
as a whole, 1.57 million square feet was taken-up through 97 deals
and, like in previous years, large deals dominated the market;
in fact, the five largest deals accounted for over 60% of the total
take-up. Meanwhile, prime rents have remained at €58 to €62 per
square foot. It is difficult to tell how the pandemic will impact rents
and requirements in the future. Most deals signed during 2020
would have been substantially progressed prior to the pandemic.
The development pipeline of five million square feet is still
significantly de-risked, and pre-lets are in place for over 50% of the
space, with many companies showing interest. For example, Irish
Life’s Cadenza office development on Earlsfort Terrace has been
pre-leased to Intercom, and 70 St. Stephen’s Green has been preleased to Horizon Pharma. However, many firms that had planned
to relocate or expand have postponed these decisions until more
clarity emerges on corporate activity and profitability. It is likely
that businesses will also reassess office space requirements as
they weigh up the pros and cons of remote working; we expect
this move will take years to develop. Instead, we believe that
corporate occupiers’ short-term focus will be on a scaled return to
the office as Covid-19-related restrictions are eased.
For the wider office market, the key topics over the short term
are new occupier requirements from FDI, a more supportive US
president, the prospect of new Brexit-related conditions, and the
amount of tenant “grey” space (surplus office space that tenants
are seeking to sub-let) made available in the market.
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MARKET COMMENTARY (CONTINUED)
Retail
Over the past few years, physical retailing had been severely
impacted by a move to online shopping. This change has been
hurried by Covid-19 lockdown restrictions and the ensuing
reduction in footfall on high streets and in shopping centres. Over
the year, the retail property market has been characterised by low
rent collection rates, business failures, increased vacancies, and no
demand for new shops. This has negatively impacted rental value
prospects and, consequently, investors’ opinion of the sector. The
city centre, devoid of tourists and office-based employees, was
more affected than shopping centres, which were anchored by
supermarkets and other essential retailers. Landlords were heavily
engaged with tenants over the year as retailers sought short-term
assistance with rental payments and renegotiations of their lease
contracts. Valuers significantly marked down retail property values
to reflect lower rents, longer void periods, and higher yields to
reflect weaker occupational and investment markets when they
return, after the pandemic.
Industrial
Due to evolving consumer habits, changing logistical
technologies, and limited physical supply, the Dublin-centric
industrial property market remained stable, and even showed
signs of strengthening in 2020, despite the pandemic. To the end
of quarter three, property take-up through leasing or acquisition

of space stood at 2.1 million square feet. This represents a nominal
7% decline year-on-year. Underlining the strong demand for space
is a continued growth in rental values. Jones Lang LaSalle reports
that these rents range from €10.00 to €10.50 per square foot for
prime or purpose-built stock, and €6.50 to €8.00 per square foot
for secondary or dated accommodation. These ranges represent a
5% premium on 2019 levels.
A new and developing trend is the binary market for logisticsfocused locations versus traditional industrial uses such as
manufacturing. This trend is being driven by a higher demand
for logistics assets as retail migrates from physical stores to online
platforms. In turn, this is increasing the need for warehousing and
distribution hubs.
While the investable market for industrial property remains
relatively small compared with the office and residential sectors,
investor interest has grown, and industrial yields have fallen below
5% for the first time in this cycle. Along with the fundamental
occupier demand for space, long-term leasing models, typical of
the industrial sector, are also attracting investors. New properties
are typically built to suit the occupier who, in-turn, is willing to
commit to lease terms of 20 or 25 years. Over the lease period,
rent reviews also occur based on the consumer price index to
provide further income security.

MARKET OUTLOOK

In 2021, we believe that investors will continue to demand real estate due to its relatively high yield, but will remain
cautious over the first half of the year while economic uncertainty is high. Due to this, demand will be focused on
secure income properties and defensive sectors. We expect that investors will diversify with increased, or new
allocations to the residential and industrial sectors within the domestic market and also look to European property
to mitigate country-specific risk. An imbalance in supply and demand for both the residential and industrial sectors
suggests that they will outperform relative to the market while their defensive qualities continue to provide lower risk.
Sector polarisation is set to persist, and we believe that the out-of-favour retail sector will see little activity and further
valuation weakness as new leasing evidence emerges over the coming year. Eventually, the pandemic’s impact on
the sector will pass, and locations that provide strong experiential offers with strong local catchments are those best
positioned to see a level of recovery. But the growth of online shopping will continue to present a great challenge to
many traditional retail business models.
It is likely that investors will be cautious of offices in the short term, particularly with short income properties, due to
uncertainty over the popularity of remote working. A reduction in office rental levels, from current highs, is expected
in 2021. But we anticipate that employment growth should offset, at least in part, the impact of remote working
on corporate space requirements. We expect that prime offices with high environmental ratings and strong tenant
covenants will be the sector’s top performers.
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ACTIVITY

A refurbishment project at Beech House, Clonskeagh was
completed in quarter four (Q4). Works included a new entrance
to the building, refurbishment and upgrades to all common
areas, toilets, and reception, as well as replacement of the lifts.

9A & 9B
PARK WEST

Knight Frank is appointed to lease the remaining office suite
on the second floor of the property, which extends to approx.
5,346 sq ft and is ready for immediate occupation.

BEECH HOUSE,
CLONSKEAGH

Office refurbishment

Property disposals
The fund disposed of two peripheral industrial properties in Q4 –
Units 9A/9B Park West Industrial Estate to SIRE, a newly formed
European Fund for €2.95m, and No. 87 Broomhill Road, Tallaght,
to a private investor for €1m.

Charity Christmas pop-ups
Having become vacant during 2020, the fund made three prime retail units available to Barretstown, NCBI, and SVP over the
Christmas period, who used these high-profile locations on Grafton Street and Henry Street to great effect.

This document is intended as a general review of investment market conditions. It does not constitute investment advice and has not
been prepared based on the financial needs or objectives of any particular person, and does not take account of the specific needs or
circumstances of any person.
The author cannot make a personal recommendation for any person and you should seek personal investment advice as to the suitability
of any investment decision or strategy to your own needs and circumstances. Any comments on specific stocks are intended as an
objective, independent view in relation to that stock generally, and not in relation to its suitability to any specific person.
ILIM may manage investment funds which may have holdings in stocks commented on in this document. Past performance may not be a reliable
guide to future performance. Investments may go down as well as up. Funds may be affected by changes in currency exchange rates.
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