
Like many industry sectors, the real 
estate market has felt the effects of 
the Coronavirus crisis, but its impact 

has varied across the different segments, 
hitting some more deeply than others. 
This has meant the appetite for investing 
or debt funding from banks, direct lenders 
and equity investors varies greatly across 
the various segments. The appetite to put 
capital at risk is linked to the risk profile and 
return potential of particular asset classes 
within the sector.  
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Hospitality
The real estate sector that has felt the most 
impact, unsurprisingly, is hospitality. As lockdowns 
came into effect, hotel occupancy and restaurant 
bookings plummeted, causing severe pressure on 
these businesses from a cash flow perspective. 
Banks took the view that they will continue to 
support their existing clients in the hospitality 
sector by offering forbearance, but they have 
limited appetite to take new exposure. 

Direct lenders have become a bigger feature of the 
Irish real estate funding market in recent years. The 
Coronavirus crisis was probably the first real test 
that the direct lending market has had in Ireland 
because the Irish economy had performed very 
strongly since 2012. So, a key question for clients 
as we raise capital for them is this: how do direct 
lenders behave in a downward cycle? 

As far as the hospitality sector is concerned, direct 
lenders have taken a similar approach to the 
traditional banks, tending to grant forbearance 
while showing limited appetite for taking new 
exposure. 

We are also starting to see some funders seeking 
shareholders to share in the cost of supporting 
the business during this period, when cash 
reserves are no longer adequate to support the 
business through this period until trading beings to 
normalise.

Overall, most funders are taking the view that 
the impact on hospitality will be temporary but 
severe. The emergence of vaccines is a positive 
development. Regional hotels are likely to recover 
sooner than city hotels due to strong domestic 
demand. Cities such as Dublin will be dependent on 
the return of international and business visitors and 
events such as concerts and sports. This recovery 
is expected mostly in 2022/23, with some first signs 
of recovery towards the end of 2021.
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Retail
Another sub-sector of real estate severely impacted 
by COVID-19 is bricks and mortar retail. With all but 
essential shops forced to close during the heaviest 
restrictions, consumer spending moved online. 
Some segments of retail were more adversely 
impacted than others.

This trend was already under way on the high 
street, but the effect is a fundamental shift in the 
landscape, resulting in weaker retail covenants 
and unfavourable lease terms for the landlord. 
We expect to see a repositioning of many retail 
assets, but assets potentially suitable for a 
more wholescale repurposing will need careful 
assessment due to the level of capital expenditure 
required. This landscape will continue to evolve. 

Consequently, banks and direct lenders have a 
limited appetite for funding bricks and mortar retail 
whilst equity investors are seeking value in strong 
locations where there have been significant drops 
in value, but the asset has the potential to recover 
in time and with new investment to repurpose it.

The converse of the high street is that we are 
seeing a lot of capital now looking towards logistics 
and industrial units. One key driver has been 
the move to e-commerce and a requirement for 
additional storage, including cold storage for online 
grocery shopping. Strong demand for modern 
industrial buildings has reduced vacancy rates to 
below 2%. This trend has been further reflected 
in a significant tightening of prime industrial yields 
from 5.00% in 2019 to 4.75% during 2020. Yields 
are expected to compress further over the course 
of 2021, potentially by as much as 50 basis points to 
4.25%.

This asset class is becoming increasingly attractive 
for banks, direct lenders and equity to provide 
funding into. We are also seeing an increased 
appetite amongst funders to advance development 
funding for this asset class on a speculative basis.

The appetite to put capital 
at risk is linked to the 
risk profile and return 
potential of particular 
asset classes within the 
real estate sector.
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Note: Responses may not add up to 100 
due to rounding.
Source: The Deloitte Center for Financial 
Services Global Outlook Survey 2020.

Figure 1. Surveyed CRE companies indicated 
the impact on rental growth and vacancy levels 
varies widely across property types Healthcare
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Note: Responses may not add up to 100 
due to rounding.
Source: The Deloitte Center for Financial 
Services Global Outlook Survey 2020.

Figure 2. Surveyed CRE companies indicated 
the impact on rental growth and vacancy levels 
varies widely across property types 

Expected changes in vacancy levels, next 12 months 
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Residential property
In the residential sector, the Coronavirus crisis has 
impacted the delivery of units, as the enforced 
shutdown of building sites in early 2020 slowed 
progress on construction and will do again now in 
2021. The number of new units delivered is likely to 
fall well short of those needed. 

Although sales and values are holding up well in the 
build-to-sell residential sector, there is increased 
sales risk given the impact of the Coronavirus 
crisis on people’s employment prospects and 
future earnings. This affects how banks and direct 
lenders are looking at funding residential schemes. 
Conservative phasing of large schemes is likely to 
continue for 2021. 

We are continuing to see a lot of activity in the 
private rented sector (PRS), for build to rent 
schemes where the dynamic is different than with 
build to sell. Here, much of the sales risk is removed 
for the developer and funder through forward 
commits with a large institutional off take. 

The same dynamic exists in social housing; if 
a development is pre-sold or pre-let to a local 
authority or affordable housing body, the sales 
risk is significantly reduced. For funders, the risk 
is then limited to construction and development. 
Therefore, the strength and experience of the 
developer is a key focus. This has meant that 
more capital is going to a smaller number of large 
developers that are selling into PRS and social and 
affordable housing. This mirrors trends we see in 
other European markets. 

Debt funding for land without planning remains 
limited due to the additional risk involved. Direct 
lenders tend to have a higher risk appetite than 
banks, and they are prepared to consider funding 
land without planning that is serviced and zoned, 
but they will want to ensure that such land can be 
‘shovel ready’ within 12-18 months. 

Banks remain the main providers of working capital 
facilities but where there is planning and/or a 
higher level of sales risk in a project, their appetite 

for funding is limited. The direct lenders are playing 
a bigger role, particularly in the early stages, in 
residential development. 

Commercial property 
We are still seeing a lot of activity in commercial 
real estate, due to the strong level of foreign 
direct investment over the last couple of years. 
Companies like Salesforce, Facebook, and Amazon 
have taken up large leases and we are seeing a lot 
of capital on the equity side and debt side following 
these covenants into the commercial space. 

Scale continues to attract capital. Large-scale, 
strongly let commercial developments are seeing 
a lot of interest from investment capital including 
debt, Irish and international banks, and insurance 
funds entering as investors or as lenders. Strong 
commercial office space still provides yields of 
around 4.0% for investors, whereas corporate 
or sovereign bonds in some cases are negative 
yielding. 
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Note: Responses may not add up to 100 
due to rounding.
Source: The Deloitte Center for Financial 
Services Global Outlook Survey 2020. 

Figure 3. Changing tenant and end user 
preferences may influence leasing demand 
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The impact of COVID-19 has led to much 
commentary about trends like increased remote 
working, and whether this could affect the longer-
term viability of office space. Work practices were 
becoming more flexible; the Coronavirus crisis 
has accelerated that trend. However, physical 
workplaces remain essential both for attracting the 
right calibre of people and training them, as well 
as fostering team dynamics and instilling loyalty. 
Businesses will continue to require office space. 
What may change is the configuration of floor space 
that companies will require. Deloitte’s analysis 
indicates most companies will fall into one of three 
types – traditionalists, progressives, and visionaries 
– and this will determine the type of workplace they 
occupy. 

Source: Deloitte analysis.Figure 4. Determining where people work will likely 
depend on business needs and employee preferences
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Nevertheless, capital continues to be attracted into 
commercial space with long remaining lease terms 
of 10-15 years to investment-grade companies. This 
type of commercial property is still giving a positive 
yield and the risk profile is still acceptable. Even if 
FDI projects are not as plentiful in the year ahead, 
the ongoing Brexit situation is making Ireland an 
attractive place for relocation.

There is no doubt that speculative office 
development is much riskier post-COVID-19. 
Banks will not fund office property unless a large 
proportion of it is pre-let or is multi-tenanted. 
Direct lenders are more likely to fund these 
projects, provided they are in the right location and 
there is a high degree of confidence around the 
ability to lease. 

Overall, the market dynamics in the various 
sub-sectors discussed above, coupled with the 
availability of capital (both debt and equity), will 
ensure that 2021 is a busy year for real estate 
developers and investors in Ireland. 

While both traditional banks 
and direct lenders are showing 
forbearance to borrowers, we 
are starting to see some funders 
seeking shareholders to share 
in the cost of supporting the 
business during this period.

Read the Global 
2021 Commercial 
Real Estate Outlook
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