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INTRODUCTION

The IAVI commissioned independent research economist Geoff Tucker to carry out its 2009 annual property survey.  The research comprises of two parts – a quantitative and qualitative element.  This document relates to an analysis of the quantitative survey results and includes a general commentary on the overall market.

The quantitative research involved asking IAVI members to complete a detailed on-line questionnaire covering a wide range of issues, primarily with the aim of identifying key trends in both the residential and commercial property markets.  A series of questions are asked on values, rents and yields observed during 2009 within each sector of the market, with the respondents only providing information relating to their specific area of expertise.  Broadly speaking this follows the same format used in previous years, which facilitates a historical analysis of the data.

The quantitative survey includes for the first time a series of questions aimed at measuring transactional activity in residential sales, offices, retail and industrial sectors, focusing specifically on activity in the final quarter of 2009.

Finally, the quantitative survey also includes specific questions relating to sources of professional income and spend on advertising.

Members in practice were sent the survey via email at the beginning of December, with 45.1% responding.  Members were given the added incentive of being able to gain CPD hours for completing the questionnaire.

GENERAL MARKET COMMENTARY

In search of green shoots

It is unlikely that many people will look back on 2009 with any great deal of fondness.  If anything, it will be remembered as the year in which the country was held tightly in the grip of recession and was brought to the brink of bankruptcy.  By year end the stark reality had finally kicked-in for everyone that things were never going to be quite the same again and that change – social, financial and political – was required.  Job losses, falling incomes, business closures, tax increases, public expenditure cuts, rising personal and public debt levels, an improperly functioning banking system … it all makes for pretty grim reading.

For property, it represented perhaps one of the bleakest and dismal years the market has ever experienced in this country.  Activity levels stagnated across virtually all sectors, while capital values continued to fall.  For those whose livelihood depends directly on the property sector, survival was the name of the game.

The travails of the market over the past year have been well documented at this stage and consequently there’s not much point in going into a detailed account of how the market got to where it was by end 2009.  However, before looking forward to what’s in store for the property market in 2010, here is a brief recap on where things currently stand.

Residential prices, transactions and the rental market

Residential property prices are now somewhere in the region of 40% off their 2006 peak level, although clearly from the IAVI survey evidence there is a wide degree of variation across property types and locations.  For example, at one end of the scale new two bedroom townhouses in Connaught have dropped in value by 27.7%, while at the other four/five bedroom detached houses in Dublin have fallen by 48.3%.  But one thing is clear – the scale of the drop in values is substantial and so far has not been properly captured by other measures of price trends that rely on transactions and advertised asking prices.

Activity in terms of sales for most of 2009 was virtually non-existent.  Sure there were parts of the market where transactions did occur and a volume of sales was achieved, but not anywhere at a level that would signify a recovery in market activity.  As a result, there is still a large volume of unsold stock (both newly built and existing homes) currently available on the market.  Some recent estimates put this figure of unsold stock as high as 130,000+ and that it will take in the region of four years to clear before the market returns to equilibrium.  While this figure certainly appears on the high side and the extent of oversupply in the Dublin market does not appear as bad as in other parts of the country, there is no doubt a long way to go before supply and demand start to balance out in the residential property market.

That said, there have been some signs of life for the residential sales market in the final quarter of this year, primarily in the Dublin market, with on balance a higher proportion of agents reporting increased levels of enquiries, viewings, offers and sales.  So the question remains as to whether or not this will gain momentum in 2010 and spread to other parts of the country?

The residential rental market is the one area where there was still some reasonable level of activity in 2009, although it too has experienced difficulties.  Unsold new homes (and some unsold existing properties) have flooded the rental market, which has had a knock-on effect on rental values.  The IAVI survey data points to falls in rents of between 15% and 23% over the past two years, depending on location.  And the latest population estimates from the CSO confirming the return of net outward migration is no doubt impacting on the level of tenant demand and will continue to have an effect in the year ahead.

The commercial property market and NAMA

Meanwhile, the commercial property market suffered particularly badly this year, with activity in both the sales and rental markets effectively seizing up as the economic downturn intensified with more job losses, business closures and a complete collapse in consumer spending.  Lower capital values and rental levels have been accompanied by rising vacancy levels across all market segments.  And what’s more, unlike the residential market, there has been little sign of any improvement in activity as the year came to an end.

Of course, the dearth of activity in the commercial market last year can also be attributed to the big property story of 2009 (and one that is likely to be around for a very long time to come): the establishment of the National Asset Management Agency or NAMA.  More or less everyone – property owners, potential buyers, property professionals and lending institutions – have been closely watching with interest the birth of this new agency.  But with everyone waiting to see what loans will be transferred over to the new agency and how it will deal with them, nobody was (or is) really willing to transact any deals.

What we do know is that NAMA will take control of loans with a book value in the region of €77 billion (subsequently this figure was revised up to €80 billion) and, according to the Department of Finance, a market value of €47 billion.  Based on the original book value of €77 billion this equates to a drop of 39% in a property portfolio of which two-thirds originates in Ireland and assumes that relevant Irish property prices have fallen by an average of 50%.  Interestingly the IAVI survey shows that most development land values have fallen by at least 50% since the peak of the market, with some values down almost 75% on peak levels.

The calculation of long-term economic value (in this case, this represents the additional €7 billion the State is willing to pay on top of the €47 billion for these assets) is also based on prime commercial property yields being well above their long-term (i.e. 20 year) average.  The yield estimates used by the Department of Finance for this calculation are by and large in line with the yields observed by the IAVI survey.  Of course, the issues remains as to how long it will actually take for yields to return to their long-term average and the State recoups its outlay to cover the long-term economic value.

Property finance

The one respite for the property market in 2009 was falling interest rates, with the ECB dropping its base rate down to just 1%, having started this process of cutting rates in late 2008 from a peak in the last rate rising cycle of 4.25%.  On the face of it, lower interest rates translate into improved affordability.  However, while most borrowers (i.e. those on variable rate loans as opposed to fixed rate) with outstanding property related debt welcomed these cuts, they have had relatively little impact on the availability of finance for property transactions of any kind.

The availability of residential mortgage finance has been curtailed as a result of fewer lending institutions actively engaging the market.  Of those that are providing loans, there is now a more restrictive set of criteria in place and the application of these criteria is being followed far more rigorously.  Lenders clearly favour first-time buyers in the current market environment over already indebted existing homeowners.

Commercial property finance has been almost non-existent during 2009, with little demand for it and lenders either unwilling to provide it or only willing to lend on the basis of very unfavourable terms, such as penalising high debt-equity requirements and cost of funds.

An overwhelming majority of IAVI members interviewed believe that the lack of available finance was a major factor in inhibiting transactions during 2009, especially within the commercial market.  Quite clearly this issue will need to be resolved before any recovery in the market can begin to take hold.

The outlook for 2010 and beyond

In order for the residential property market to get moving again there first needs to be an improvement in consumer confidence, and not just in the market, but in the economy too.  There are a couple of things holding this back at the moment.  First of all, there is lack of quality, accessible and independent information on the property market that provides the buying public a good insight into what is actually happening.  This needs to be addressed as a matter of urgency.  The most obvious example here is the ongoing confusion over prices, with a variety of different sources reporting varying degrees of price movements and not one in agreement with the other.

The feedback from talking directly with individual IAVI members is that residential prices are either unlikely to fall any further or are almost at the bottom. It is quite probable that we will observe some further price falls during 2010, but it is fair to say that the bulk of the adjustment in prices has already happened.  Prices probably have hit rock bottom in certain areas of the market, while in others further adjustment downward may be required.  What is clear though is that there is unlikely to be any major uplift in values for some time to come yet.

Secondly, and most critically, there needs to be some indication that the economy is stabilising, which should in turn provide consumers with a greater degree of comfort over job security and their disposable income levels.  Once buyers start coming back into the market in sufficient numbers, this should start the process of clearing the outstanding level of unsold stock that will eventually restore supply and demand to equilibrium and allow prices to stabilise.

Equally, the commercial property market needs to see a substantial improvement in sentiment and an upturn in the domestic economic environment.  With vacancy rates well in excess of market clearing levels across all segments, particularly in the offices and retail sectors, there will be an extended period of time for the market to shift this existing overhang before an equilibrium is reached.

But very little transactional activity will occur in the commercial market until NAMA is operational and financing issues are resolved.  The process of transferring loans to NAMA will start to happen relatively early in 2010 and should be completed by the middle of the year.  This will then allow the banks to focus on recapitalisation and should (in theory) improve access to funding.

While the 2010 domestic economic landscape (i.e. economic growth, unemployment, incomes and debt levels) on the whole is unlikely to be dramatically different from 2009, it is widely acknowledged that the Irish economy could start to emerge from recession in the latter half of this year.  This is likely to be export-led rather than being driven by any significant change in domestic consumption or investment spending.  But it is the starting point of the healing process for the Irish economy and an export-led recovery will eventually start to feed through to other parts of the domestic economy, although this will take time.

For its part, the Government does appear to be finally facing up to the difficult task of rebalancing and restoring order to the public finances.  The most recent Budget was always going to be an unpleasant one and while it did not contain any specific measures that will directly impact on the property market, it was an important part of the process of getting the economy back on track.  It will provide some sense of security both at home and abroad that the State authorities are serious about providing the right environment for economic recovery.

All this has to be seen in a positive light for the Irish property market and it should set the basis for an improvement in activity levels in 2010, although a market-wide recovery is unlikely to start this year and it will probably be well into 2011 before this takes place.  That said, it is encouraging to see signs of improvement in the Dublin residential market in the final quarter of 2009 and this will need to be watched closely to see if it is sustained into this year.  The emergence of a two-speed residential market, i.e. in Dublin (where there is higher population and employment density) versus other parts of the country, now appears all the more likely.

The one fly in the ointment here is that the ECB is widely tipped to increase interest rates in the latter half of 2010, but this should not necessarily give rise to panic.  The ECB will want to gradually move rates away from their current emergency setting, but there is still considerable slack in the European economy and inflationary pressures are likely to remain subdued for some time to come.  In this context, increases in interest rates are likely to be flagged fairly well in advance and occur at a relatively measured pace.  Rates will still be at relatively low levels for some time to come.  That said, any rate increases will be hardly welcome and are likely to come at a time when the property market is poised for recovery.

Of course, the property market (and those that work in it!) is faced with a variety of other challenges both in 2010 and in subsequent years, including the following:

· What lasting impact, if any, will the downturn in the Irish property market have on the psyche of vendors and purchasers?

· In the likely event of a residential property tax being introduced, how will this be administered and to what degree will this impact on prices and people’s preferences for property ownership?

· To what extent will an 80% tax on windfall gains from rezoning impact on the supply of property in years to come?

· How will the commercial investment market adjust to the ban on upward only rent reviews?

· When will the Property Services (Regulation) Bill be enacted into law and to what extent will this represent an additional administrative burden for the auctioneering profession?

On a final note

As much as the property market needs an economy that is functioning and growing in a sustainable manner in order to prosper, the economy needs a stable, flexible and cost competitive property market so that it can expand.  Competitiveness will be key to the speed at which the Irish economy manages to pull itself out of this recession and fundamentally determine its ability to capitalise on any upturn in the global economy.  In this respect, the property market has a critical role to play and it is in this context that the fall in both capital values and rental levels that have taken place in both the residential and commercial markets should be viewed.  It is an important part of the downward revision in the Irish cost base that should enable the country to become attractive once again from the perspective of international investors and multi-national corporates.

It is easy to look back over the past decade and point to what went wrong in relation to the Irish property market, who was at fault and how much of where we are today could have so easily been avoided.  For example, the favourable tax treatment of property development, the light-touch regulation approach to banking and the impact this had on credit markets, and the lax approach to planning in many towns and villages.  It is important to learn from these lessons and take the necessary action that will help avoid any repetition of such mistakes in the future that could subsequently once again destabilise the property market.

However, there is the potential here to over-react and for interference in the market to become counterproductive.  Decisions such as the implementation of a 80% tax on windfall gains from rezoning and legislation to restrict the use of upward only rent reviews in lease agreements are two such examples and while they may appear to be a good idea today, they are not actions being taken with the long-term interest of the market in mind.

Direct interference by the State in the property market, however well intended, has more often than not had unanticipated negative side effects.  When the market eventually emerges from the downturn, it will need to maintain a good degree of flexibility so that it can adapt quickly to changes in the economic environment.

RESIDENTIAL PROPERTY QUANTITATIVE SURVEY RESULTS

Last year the IAVI initiated a quarterly survey of residential property values, asking its members a similar set of questions to that used in the annual property survey.  The aim of the quarterly survey is obviously to enhance the quality of information available on prices in the residential market, particularly given that many of the other published indices that rely on advertised prices and mortgage transactions do not appear to be capturing what is happening on the ground on a real time basis.

Some of the biggest falls in prices last year were observed amongst one and two bedroom apartments, with slightly larger fall in second-hand apartment prices versus new.  Larger four/five bedroom detached houses also experienced significantly larger declines in values.

Homes in urban areas in Dublin and the rest of Leinster appear to have experienced slightly larger falls in values last year in comparison to those in Munster and Connaught.  It was slightly different for rural homes, where new and second-hand properties in rest of Leinster and Connaught experienced larger declines in comparison to properties in Dublin and Munster.

Comparing these figures to the peak of the market in 2006, it would appear that prices have fallen by somewhere in the region of 40%, although there is a good deal of variation across property type and location.  For example, the average price of second-hand one and two bedroom apartments in Dublin has almost fallen by half since the peak of the market, with reductions of 46.9% and 47.8% respectively.  Meanwhile two and three bedroom townhouses in Munster are down 27.7% and 29.6% respectively from peak levels.  This degree of variation is to be expected in a market where the product is not homogeneous and prices are determined by a range of differing factors.

The most encouraging aspect of this year’s survey is that a sizeable majority of members in Dublin experienced a pick-up in activity in the final quarter of 2009, with more members recording an increase in enquiries, viewings, offers and sales than those that recorded a fall.  This is a very positive development and should be monitored closely to see if it continues into subsequent quarters during 2010.  Meanwhile, activity remained largely depressed in other parts of the country in the final quarter of last year.

	Residential activity indicators for Q4-2009

Percentage of survey respondents recording an increase/no change/decrease
during Q4 2009 in each of the following areas in relation to residential properties



	
	All ROI
	Dublin
	Rest of Leinster
	Munster
	Connaught
	Northern Ireland

	
	Increase
	No Change
	Decrease
	Balance*
	Balance*
	Balance*
	Balance*
	Balance*
	Balance*

	Enquiries
	41
	16
	43
	-2
	+27
	-18
	-2
	-28
	+62

	Viewings
	39
	16
	45
	-6
	+27
	-28
	-5
	-28
	+50

	Offers
	40
	15
	44
	-4
	+20
	-14
	-4
	-32
	+43

	Sales Agreed
	42
	12
	47
	-5
	+15
	-16
	+3
	-39
	+37

	Sales Closed
	34
	19
	47
	-13
	+9
	-20
	-11
	-48
	+25

	Values
	1
	9
	90
	-89
	-88
	-86
	-91
	-93
	-31

	Rents
	2
	13
	85
	-83
	-77
	-85
	-88
	-81
	+7

	* Balance = increase less decrease


COMMERCIAL PROPERTY QUANTITATIVE SURVEY RESULTS

Overview of activity and outlook

It has been a particularly difficult year for the commercial property market and measures of activity for the final quarter of 2009 across the offices, retail and industrial sectors all point to lower levels of enquiries, viewings, offers and sales.  Values and rents also continued to decline across all sectors in the final quarter of 2009.

One particular piece of good news is that yields (net) on almost all commercial properties are now above 7% and in many cases are in excess of 8% (yields in some sectors of the industrial property market are above 9%).  They are well above their long-run trend and taking into consideration the substantial reductions in rental values, it further underlines the significant adjustment in capital values that has taken place across the market in 2009.  This certainly means there should be some good investment opportunities in 2010, provided of course that the product is made available and that prospective investors can secure adequate finance on reasonable terms.

	RoI offices activity indicators for Q4-2009

Percentage of survey respondents recording an increase/no change/decrease during Q4 2009 in each of the following areas in relation to office properties



	
	Increase
	No Change
	Decrease

	Enquiries
	23
	27
	50

	Viewings
	25
	25
	50

	Offers
	18
	30
	52

	Sales Agreed
	15
	31
	54

	Sales Closed
	9
	36
	56

	Values
	0
	18
	82

	Rents
	0
	15
	85


	RoI retail activity indicators for Q4-2009

Percentage of survey respondents recording an increase/no change/decrease during Q4 2009 in each of the following areas in relation to retail properties



	
	Increase
	No Change
	Decrease

	Enquiries
	27
	22
	51

	Viewings
	25
	22
	53

	Offers
	20
	26
	54

	Sales Agreed
	19
	23
	58

	Sales Closed
	18
	24
	58

	Values
	1
	6
	93

	Rents
	2
	4
	94


	RoI industrial activity indicators for Q4-2009

Percentage of survey respondents recording an increase/no change/decrease during Q4 2009 in each of the following areas in relation to industrial properties



	
	Increase
	No Change
	Decrease

	Enquiries
	23
	26
	51

	Viewings
	22
	22
	55

	Offers
	18
	29
	53

	Sales Agreed
	16
	28
	56

	Sales Closed
	11
	30
	58

	Values
	0
	12
	88

	Rents
	0
	13
	87


Sites and agricultural land

Site values registered further significant falls during 2009 and in almost all cases the pace of decline accelerated compared with 2008.  The fall in values ranged between 29.1% for industrial development sites in Connaught and as high as 50.5% for apartment development sites in Rest of Leinster.  Since the peak of the market in 2006, most development site values have fallen by more than half, with the largest decline recorded for residential development sites, most notably apartment sites in Dublin which have fallen by an estimated 73.1% since 2006.

Site values in Northern Ireland continued to decline in 2009, although experienced a more moderate pace of decline compared to 2008, with the biggest falls for residential development sites.  Housing and apartment development sites have now fallen by 63.3% and 64.3% respectively since the peak of the Northern Ireland market in 2007.

Agricultural land values in Leinster, Munster and Connaught have continued to decline in 2009 and, as with development site values in these areas, the pace of decline has accelerated compared to 2008.  Values in Leinster and Connaught have taken a much bigger hit compared to Munster, with falls of between 30.0% and 45.4% for the former and 20.5% and 28.0% for the latter, depending on size and land holding.  In fact, compared to 2007, agricultural land values in both Leinster and Connaught have fallen by at least half, whereas in Munster the fall has been more in the region of two-fifths.

Consequently, there has been an interesting development in the relative pricing of agricultural land since 2007.  The premium on agricultural land values in Leinster relative to that in Munster has narrowed from between 25.5% and 39.1% in 2007 to between 11.8% and 19.5% in 2009, depending on size and land holding.  Meanwhile, agricultural land in Connaught is now on average cheaper compared to Munster by between 5.9% and 17.0%, whereas in 2007 it was between 1.8% and 32.3% more expensive, again depending on size and land holding.

Rents on agricultural land have also taken a hit in 2009 across all land types and locations, having registered some increases during 2008.  The biggest declines were for land in Connaught used for sugar beet, maize and beans (-19.9%) and tillage (-18.8%).

Offices

Following on a similar trend from last year, rents for office space moved lower across the board in 2009, although they fell significantly more sharply last year (by between 18.7% and 31.0% depending on property type and location) in comparison to the drop recorded in 2008.

In Dublin, third generation office space in peripheral locations at €187 per square meter per annum remains significantly cheaper than other office space types and is more than half the cost of third generation space in prime locations at €393 per square meter per annum.  While a price differential for third generation office space also exists between prime and peripheral locations in Rest of Leinster, Munster and Connaught, it is nowhere nearly as large as that in Dublin.  Rents for Georgian offices in Dublin (€229 per square metre per annum) are now that bit more competitive than those for older central offices (€238 per square metre per annum).

Yields (net) for office space have widened considerably, with prime third generation space now ranging between 7.2% and 7.6% depending on location, while other office space is now above 8% (with the exception of peripheral third generation space in Rest of Leinster and Munster at 7.6% and 7.9% respectively).

Retail

While there had already been some downward revision in retail rental values during 2008, this process intensified across the sector in 2009 as retail sales collapsed on the foot of a substantial decline in consumer spending.  Most property types experienced declines well in excess of 20%, with units in prime city centre locations in Munster being the one exception where rents declined by just 12.2% last year.  Meanwhile, rents for high-street units in towns in Munster fell by as much as 36.0%, while units in shopping centres in Rest of Leinster fell by 35.7%.  The largest declines in Dublin were found in units in neighbourhood shopping centres and retail warehouses, which were down 33.3% and 30.2% respectively.

Retail yields have also seen a considerable adjustment, reflecting the sharp decline in capital values that has occurred in this sector alongside the fall in rents.  Prime retail yields in Dublin that were at 2.6% in 2007 and 5.1%in 2008 are now at 6.4%.  Retail yields have increased in prime city centre units in areas outside of Dublin, having moved to 6.5% from 4.9% in Munster, 6.4% from 4.6% in Rest of Leinster and 5.6% from 4.5% in Connaught.  

Industrial

Rents for industrial properties continue to be under pressure and fell across all property types and locations in 2009.  In relative terms, there is little difference between rents for industrial properties in Leinster (excluding Dublin), Munster and Connaught, while rents for industrial property in Dublin command a premium of at least one-third above the asking rent in these other areas.

Meanwhile, yields on industrial property have pushed out beyond 8% for all property types and locations, with the exception of prime industrial property under 500 square metres in Connaught.  In some cases for secondary industrial property, yields are now in excess of 9%.  The rather dramatic shift in yields accompanied by the drop in rental values during 2009 underlines the extent to which capital values have been under significant pressure in this sector.

Licensed premises

Pubs, hotels and restaurants have all experienced further major declines in capital values during 2009 following on from the falls recorded in 2008, with most areas and property types experiencing an acceleration in the pace of decline.  As one would expect, prime pubs in principal towns – most notably in Dublin and Munster – have fared somewhat better than pubs in other locations, although values have fallen by 34.1% in Munster, 35.9% in Dublin, 40.8% in Connaught and 44.6% in the Rest of Leinster since 2007.

Interestingly the scale of decline has not been as sharp for pubs in Munster in comparison to other areas.  Similarly, capital values for restaurants in Munster have not declined by nearly as much as in other locations, having fallen by 35.3% since 2007 compared to 48.7% in Dublin, 51.7% in Rest of Leinster and 52.1% in Connaught over the same period.

Capital values for hotels have also continued to decline in 2009 and compared to 2007 are now down by 44.1% in Dublin, 44.7% in Munster, 48.3% in Rest of Leinster and 51.3% in Connaught.

REVENUE STREAMS AND TRENDS IN ADVERTISING

How are IAVI members surviving the recession?

Given the weak levels of activity in the market over the past year, one wonders just how estate agents manage to make any money.  As part of this year’s survey, members were asked, for the first time, what proportion of their revenue came from transactions, valuations and other professional services in 2008 and 2009.  Transactions still represent the most important source of revenue, accounting for 50% of members’ income in 2009, with the remainder broadly split between other professional services at 26% and valuations at 24%.  However, revenue from valuations and other professional services has increased in importance compared to 2008, when transactions accounted for 57% of members’ revenue.

Members based in Dublin, where the larger multi-discipline firms are based, have a much larger proportion (35%) of their revenue coming from other professional services compared to members in other parts of the country, while transactions and valuations account for 46% and 19% of income respectively.

Overall, most members see the whole area of professional services becoming increasingly important in the years ahead and this is borne out in the feedback from the interviews with individual members.  Relying wholly on sales (or one particular market niche for that matter) is no longer seen as being viable and the estate agent / valuer will need to provide a menu of services that meets their clients’ requirements.

In this respect, many members believe that this is where the importance of being a member of the IAVI will play a significant role – offering clients a professional service from suitably qualified, reputable and experienced personnel.

Trends in advertising

Any expenditure on property advertising in the current market environment needs to be carefully scrutinised and done in a way that communicates effectively to the appropriate target market.  Technology and on-line media is also changing the way in which the property market engages with prospective customers.  As part of this year’s survey, IAVI members were asked about their allocation of expenditure to various advertising mediums and the most effective forms of media in attracting potential clients.

There was an overwhelming response that on-line advertising is the most effective source of advertising for both residential and commercial property, with 87% of respondents citing this to be the case for residential property and 78% of respondents for commercial property.  Print media is seen as the second most effective source, but is viewed as being more important for commercial than residential property.  However, on this basis print media receives a disproportionately higher amount of the advertising budget at 33% for residential and 35% for commercial, relative to the spend on on-line media at 65% for residential and 63% for commercial. This analysis ignores, of course, that some of the more successful online advertising/listing sites are owned by the print media.

The print media can take comfort in the fact that broadcast media, i.e. radio and television advertising, was considered to be the least effective relative to the other two, with it receiving an average of just 2% of member’s advertising budget and only being viewed by 1% of IAVI members as being most effective.

	Property advertising trends in 2009

	
	Residential
	Commercial

	
	Percentage of respondents reporting as the most effective source of advertising
	Estimated percentage of advertising budget
	Percentage of respondents reporting as the most effective source of advertising
	Estimated percentage of advertising budget

	On-line media
	87
	65
	78
	63

	Print media
	12
	33
	21
	35

	Broadcast media (radio & television)
	1
	2
	1
	2


Analysis of qualitative element

(anecdotal interviews)
Introduction

The IAVI commissioned independent research economist Geoff Tucker to carry out its 2009 annual property survey.  The research comprises of two parts – a quantitative and qualitative element.  This part of the report relates to the qualitative research, which consisted of contacting selected individual members to solicit their opinions on the areas of the market they are involved in.

An email was sent to selected IAVI members on Thursday 12th November 2009 requesting that they respond with their views on how the market performed during the past year and the outlook for the year ahead and beyond.  Members were asked to provide feedback on the various market segments they are active in.  In addition, members were asked their views on a range of topical issues.  A separate email was sent to members in Northern Ireland, tailored specifically to the Northern Ireland property market.

The analysis that follows is based on a total of 78 responses to the qualitative research.  All responses remain confidential and no reference is made to any individual member or member firm in this analysis.  However, there are some instances in which member responses are used for illustrative purposes.

Overview of the market in 2009

It has been a very difficult year for IAVI Member Firms right across the board in the residential and commercial property markets, with some members describing the last twelve months as being “tough”, “sluggish” and “poor”, while others viewed it in more extreme terms as being “dire”, “disastrous”, “inactive” and “terrible”.  “Business was so bad this year there is nothing to report”, was the response from one member.  “Survival” was and continues to be the name of the game for many members, with revenues down and staff numbers necessarily cut.

The poor level of transactional activity in both residential and commercial markets was attributed mainly to a lack of confidence amongst buyers and, critically, a lack of funding.  One member summed things up as follows: “there are those who want to buy, but can’t; those who can buy, but won’t and finally, those who are buying, but at a price”.

Some members did note a pick up in transactional activity in the residential market in the second half of the year compared to the first, with some improvement in viewings and transactions, albeit from a very low base.  This is reflected in the results of the quantitative survey, with residential agents in Dublin in particular recording improved levels of enquiries, viewings, offers and sales in the final quarter of the year.  It is probable there is a level of pent-up demand in the residential market, with a growing number of people keen to purchase property that have stayed out of the market for well over two years now – as one member put it, “they can only stay out for so long”.

Properties that are moving are those that have seen a significant drop in values and properties now coming on to the market for the first time are being priced at more realistic levels.  One member said the first half of the year was spent “knocking lumps out of prices, but this has brought value back into the market”.  Another member made the point that once vendors realised that prices were not likely to recover quickly, “those that were serious about selling reduced their prices to reflect actual market levels and hence drew interest from the market”.  The substantial drop in prices means there are opportunities to acquire properties at good value and it would appear there is a growing belief that the market is near to bottoming out.

The majority of residential transactions over the past year would appear to involve first-time buyers at the low value end of the market.  The drop in prices has seen first-time buyers coming back into the larger urban centres – many can now afford to purchase a house in the suburbs, whereas previously they would have been faced with the choice of either purchasing an apartment in the same location or a house further out in a commuter town.  In the context of the Greater Dublin Area, the market could be split into three – within the city and suburban areas where sales are occurring and prices are starting to find a floor, then the commuter belt (i.e. areas within a 50km radius) where there is a market but prices are continuing to fall, and then outside that there is no real demand at present.

Things appear to be more severe in areas outside the main urban centres, with little or no activity in some parts of the market.  According to a number of members in these locations, sales are only occurring where people need to sell and then only at heavily discounted prices.

Stamp duty was cited by a number of members, particularly those in the residential resale market, as a major impediment for existing owner-occupiers looking to trade-up or relocate: the drop in property values and subsequent fall in equity gains combined with the fall in loan-to-value ratios has made it much more difficult to roll the stamp duty costs onto a new mortgage.

Some property owners are taking advantage of the drop in values by transferring ownership and subsequently incurring a lower stamp duty and capital gains liability.

The commercial property market experienced what was viewed as a “total cooling” in 2009, primarily due to a lack of funding.  There has been some activity in the commercial rental market, with good space still letting but, according to one member, properties in peripheral locations “can’t be given away”.  Overall there have been very few deals done in the market relative to previous years.  Rents across all types of commercial properties (as confirmed by the results of the quantitative survey) are back significantly and tenants are looking for the type of deals that are not appealing to landlords.

The lack of transactional activity in both the commercial and residential markets has meant that Member Firms have been more reliant on fees from professional services, with many citing valuations and rent reviews as being the main source of revenue in the last twelve months.  The results from the quantitative survey of members highlight the importance of professional services and valuations as a source of revenue, accounting for 50% of members’ fee income last year.

DUBLIN

New homes sales

It was another difficult year for the new homes market, with little transactional activity taking place in the first six months of the year as buyer confidence remained at exceptionally low levels given the ongoing uncertainty surrounding the economic outlook and concerns that prices were still falling.  Many young first time buyers have been waiting in the wings for a clear signal that prices have bottomed out, while it was suggested by one agent that some are waiting in the hope of fire-sales emanating from developments taken over by NAMA.

The latter half of the year saw an improvement in activity as the scale of price cuts became all the more evident and buyers more accepting that the market was closer to the bottom in certain locations.  The bulk of activity has been at the lower-value end of the market, primarily amongst first-time buyers, proving that “affordable first-time buyer homes at the right price will always sell”.  Meanwhile, investors and homeowners trading-up are effectively frozen out of the market for the time being due to a lack of available finance and equity.

In spite of the difficult trading conditions, some Dublin new homes agents managed to achieve reasonable sales volumes throughout the year, with one agent recording one of their “busiest summers ever”, while another saw reasonable levels of activity in both spring and autumn.

One of the biggest challenges facing the new homes market is the overhang of stock, with an estimated 10,000 new home units completed and unsold.  However, when measured against the existing level of housing stock in the city and then compared to other locations, this is in fact not an alarmingly high level and should come back down towards a market equilibrium level within the space of a year once a recovery gets underway.  As a result, the overhang of properties in the Dublin market is not as much a problem as it is in other locations across the country.

Some of the unsold stock has been moved off the sales market and into the rental market, although this option is being quickly closed off as the supply of rental properties is close to reaching saturation point in certain locations.  As one agent acknowledged, “NAMA will need to come up with an appropriate use for some of the unoccupied and unfinished stock in some parts of the market”.

Existing homes sales

It was a “challenging” year for the residential re-sales market, although there was “some positive aspects to it” stated one agent, citing that they recorded three times the level of business in the final quarter of 2009 compared to the same quarter in 2008.  One agent suggested that activity had picked up in the lower price end and was gathering some momentum, but this was still “not earth-shattering” and there remained a “very fragile market”.

“Vendor expectations have come back in-line with market reality”, according to one agent and, “transactions will occur once priced correctly”.  Prospective purchasers seeking properties are “far more aware of their requirements” and “are seeking value for money” stated one agent.

As with the new homes market, a sizeable overhang of unsold stock exists in the re-sales market, although again this is still at a very manageable level compared to other locations across the country.  A very rough estimate of this stock level can be found on property website daft.ie, which suggests that over 5,200 homes were available on the re-sales market by the end of 2009.  However, this compares to close to 6,500 units at the beginning of the year, which does suggest that the level of unsold stock is ever so slowly declining.

Stamp duty was cited as being a major impediment for mobility within this sector of the market, especially given that many people were no longer in a position to factor this additional cost into their mortgage.

Residential rental market

This is the one area of the market where there was some considerable level of activity, over the last year, even though rental values have been falling since the middle of 2008 and are now back down to 2000 levels.  As one agent pointed out, demand has been strong despite the fact that in many instances it is in fact cheaper to buy than to rent, which to a large degree highlights people’s reluctance to commit to purchasing in the current economic environment.

The downward pressure on rents has to date been primarily due to the large increase in the volume of rental properties coming onto the market over the past year, particularly with many new homes (and some in the re-sale market) being transferred into the rental, as already highlighted.  However, tenant demand will no doubt have already experienced some negative impact from the return of net outward migration and this is likely to be a feature in the rental market in the year ahead.

Offices

It has not been a particularly good year for the offices market, with both rents falling and vacancy rates rising.  Yet, there has been some improvement in activity levels towards the end of the year.

The results from the IAVI quantitative survey show that prime third generation office rents in Dublin fell by 28% last year to €393 per sqm, while yields have moved out to 7.2%.

Take-up of space in the office market this year is estimated at between 65,000 sqm and 80,000 sqm, less than half of the level achieved in 2008.  Notable lettings to international firms in 2009 included Dun & Bradstreet, Facebook and Amazon.  Many companies are taking advantage of the current market environment and vacating older premises in order to (a) avail of better terms and conditions and (b) move to more modern accommodation in better locations.

There remains a large volume of unoccupied stock on the market, with vacancy rates estimated to have increased to 22% across Dublin and to somewhere between 14% and 17% in the city centre.  However, much of the vacant stock is secondary accommodation in secondary locations and the rise in vacancies can be attributed to a number of companies putting excess or old office accommodation onto the market, some of which is unlettable.

Retail

Arguably retail property has been worst hit by the recession, given the dramatic fall in consumer spending and subsequently retail sales taking a nosedive.  The weakness of sterling vis-à-vis the euro in 2009 and a higher cost basis in the Republic, has also resulted in many shoppers travelling to Northern Ireland to shop.  However, there is some evidence that this is starting to ease back a bit as some Irish retailers start to bring prices back in-line with UK levels. 

As with most other sectors of the commercial property market, rents have fallen considerably, while yields are well above their long-run average, pushing capital values down significantly.  While the IAVI quantitative survey of members shows that prime retail rents in the city centre fell by 25% in 2009, the biggest drop occurred amongst neighbourhood shopping centres (-33.3%) and retail warehouses (-30.2%).  Meanwhile, prime retail yields in Dublin that were at 2.6% in 2007 now stand at 6.4%.

IKEA finally opened its first Irish store in Ballymun during the summer, following a rather prolonged battle to get a foothold in the Irish retail market that required a change to the rules on retail planning, only to find the household furnishings sector and the rest of economy in recession.  Still, the event was significant enough to register a temporary boost in the CSOs retail sales data.  There are a number of retail multiples that are outperforming other operators in the downturn (e.g. Penneys, TK Maxx and the German discount food stores Lidl and Aldi) and are seeking to further expand their existing operations.

However, trading conditions are likely to remain tough heading into 2010, which means retail property will remain under pressure for the foreseeable future.  It certainly will not be helped by the introduction of new legislation banning upward only rent reviews.

Industrial

There were no more than ten sales of industrial property in Dublin in 2009, with the absence of transactions attributed to the lack of available bank finance.  Some of these sales were on the back of deals negotiated during 2008.

The market for industrial property remains exceptionally difficult, with oversupply in certain parts of Dublin city.  There is a considerable volume of obsolete stock located in dated industrial estates in the city that were intended to be redeveloped for a mix of commercial and residential uses.  However, this is unlikely to happen for some considerable time and these properties are likely to remain unoccupied in the immediate future.

There are some requirements from occupiers that sold at the height of the market, but arranged to stay on in the building as tenants at a low or no rent, who are now looking to move to better premises.

Pubs & Hotels
This licensed trade sector has come under considerable pressure over the past year, with the fall in domestic consumer spending impacting on bar sales.  A number of prominent pub chains in the city have become casualties of the recession, with either examiners being appointed or entering into receivership, which further underlines the difficulties facing the sector.

One specialist in the licensed trade sector described the market as being “dormant for the past 18 months” and that there were no sales to report this year, “not just as a result of the banking crisis but due mainly to restrictive government legislation, in particular the drink driving laws”.

Meanwhile, a weaker domestic tourism market and a fall in the number of overseas visits to Ireland is adversely affecting the hotel trade, which is already characterised by a significant oversupply of bed spaces in many locations, particularly outside the city centre.  Many good hotels will be going into NAMA because of their links to development land.

Sales in this segment of the market are unlikely to recover until there is “a ready supply of funding to support potential purchasers”.

Development land

Many members see this sector as being worst hit by the downturn in the property market, which is further supported by evidence from the quantitative survey which shows that some site values – apartment prices in Dublin in particular – have fallen back by as much as 73.1% since 2006.

There were hardly any transactions of note that took place during 2009, with very poor demand and little good supply.  The high levels of existing debt on lands, the lack of finance and the influence of NAMA ensured few sites were in fact offered for sale.  One agent stated that “the only land sales likely next year are those forced by banks (not covered by Guarantee scheme, Ulster, NIB, ACC) and receivers”.

There are some enquiries for joint ventures for building houses for first-time buyers inside the M50, while a number of contractors/developers are actively looking for good ‘build out’ opportunities with the banks.

Agricultural land

It has been a difficult year for the farming community, with falling incomes, falls in agricultural prices and the absence of bank funding resulting in very little land changing hands.

Good quality agricultural land in Cork is now estimated to be valued in the region of €12,000 and €14,000 per acre, back from between €25,000 and €27,000 per acre in 2005/2006.  Values in Kerry were down 25% in the year, with one agent reporting low levels of demand, while another described supply as being tight.  In Meath, values were estimated to be in region of between €10,000 and €12,000 per acre, which represented a remarkable decline from peak values of €45,000 per acre for greenfield sites that were in the past being purchased by non-farming people for investment purposes.
One agent in Kildare described the market for agricultural land as “horrific” – prices had “got particularly mad due to land being acquired for speculative purposes”.  However, the typical purchaser is now once again the farmer, often not reliant on bank finance and having secured funds from CPOs.

There has been limited stock of agricultural land on the market in Mayo, but farm incomes are under pressure and funding for purchases is particularly difficult to come by.  Similarly the fall off in farm incomes was cited as a reason for a lack of sales in both Tipperary and Waterford.

One agent who focuses specifically on the area of stud farms stated that they had a good year, selling over 1,100 acres in all areas of the country, both with and without residential buildings on the land.  Accordingly there are “plenty of buyers for large acreage good quality farms.  People are under the impression that nothing is selling and are unlikely to bring farms to the market.  However a lot of farmers are in very serious trouble and may be forced to sell.”

ADDITIONAL INFORMATION PROVIDED BY IAVI MEMBERS 

Residential property prices

By how much have values fallen by from peak levels?  Have prices bottomed out and if not, do they have much further to go?

This has been an area of considerable controversy over the past year.  The October 2009 edition of the permanent tsb/ESRI house price index had recorded a fall of 26.6% from the peak of the market, yet many in the estate agency profession have disputed the ptsb/ESRI figures and suggest that the decline in prices has been much greater.  This view is supported by the latest evidence from the IAVI annual property survey, which shows that residential prices have declined by somewhere in the region of 40%, depending on property type and location.  It was widely acknowledged that there is “good value” to be found in some parts of the market at present.

One new homes agent stated that prices are back by 50% from peak without question, while another said that the fall was probably around 47%, with the higher end of the new homes down by 60%.  There was a general belief amongst those involved in the sale of new homes that the market is bottoming out in certain locations for certain product types.  However, one member believed that it was going to take a receiver to create a bottom for the market and that there was still a “problem” with apartments in Dublin.

In the second-hand market the general consensus was a decline of around 40% from peak, although as one member stated there was possibly an even higher decline in the top end of the market and in the apartment market.  Two members estimated that values had dropped by 50%, but that the actual extent of the decline depended on the sector being referred to.  While some second-hand agents were confident that prices were at the bottom of the cycle, others suggested that further adjustment was needed.  One member dealing specifically with country homes speculated that there could be a further 20% to go in that particular sector, despite prices having already fallen by 50%.

The extent of the decline does appear to vary quite considerably in some locations.  For example, one member in Cavan reported that prices are back by around 20% and do not have much further to go.  Similarly in Kerry it was reported that values are down by between 20% and 25%, and that there could be a further 5% - 10% yet to go.  That said another member in Kerry estimated that prices have already fallen by between 30% and 40% from peak levels.

At the other end of the scale, a member in Kilkenny reported that values were down 60% - 65% from peak level, while another member suggested a decline of 40% - 50%.  Meanwhile a member in Galway reported price cuts of 50% outside the city, a fall of 35% in areas around the city and a drop of 22% in good areas.  In Waterford prices were estimated to have fallen by at least 50%.

One member in Limerick stated that prices never really went crazy in the first place and that on average there has been a fall of around 30%.  A similar viewpoint was held by members in other locations, particularly in some of the more rural locations.  For example, a member in Leitrim observed that while prices have fallen in their locality, the falls have not been as great as some believe “as they were never as inflated as those in cities and commuter areas”.

Many members believed that the likelihood and extent of further price falls in 2010 would ultimately depend on the economic environment and the availability of funding.  One member believed the market had a further 5% to go, however, although this was largely dependant on the banking sector freeing up the mortgage market.  Another member stated that if credit remains as tight as it is now, prices could continue to fall.  Many members believed that there were likely to be further price falls in rural areas where there is a large overhang of stock.

In Northern Ireland the view is that prices have fallen by approximately 40% from peak levels, but that it would appear a bottom has been reached in the market.

State intervention

Will NAMA be a help or hindrance to the property market?  Is there an alternative?

It is hardly surprising that IAVI members had plenty to say when it came to discussing NAMA and how it will impact on the market.  On balance it is fair to say that most members believed it would be a good thing for the market, provided that it manages to free-up the flow of credit, although there still remained a large degree of uncertainty as to whether or not this will happen.

Many members in fact cited the delay in getting NAMA up and running as making things worse and the sooner it was operational, the better.  It was suggested by one member that some first-time buyers may in fact be holding off from buying in anticipation of potential fire-sales through NAMA.

Many members voiced concern over how NAMA will operate, while others just weren’t sure what impact it will have given that there were so many different variables at play.  “It has to help”, said one member, “if they do it correctly”, while another described it as a mechanism to tackle the problem of a significant volume of indebted assets in an orderly and cohesive fashion, provided that “one entrusts this ability to the team at NAMA”.  Another member feared that NAMA could create huge problems for the market if it was badly managed and assets flooded onto the market.  Accordingly, it will take time to fully understand the bureaucracy of NAMA and how it will operate.

Of course, there were those that believed NAMA was not a good idea whatsoever.  One member referred to it as being “atrociously flawed”, while another said it was “deeply flawed” and that “too much was being paid for worthless assets”.  “It will create a monopoly on property in the country” stated another member, which will be “cumbersome and politically influenced”.  Another member feared that NAMA was “too little too late to help the evaporation of much of the confidence in the market”.

One member observed that the €5 million minimum for NAMA loans was typical of a Dublin-centric approach to things, as it would mean that many small developers (of which there are many) would not qualify as their bad debts are less than this amount.

Finally, according to one member, whether or not NAMA would be good or bad for the market was irrelevant – the fact was that it is now “the only option we have” and that it is time to “just get on with it”.

Is there anything the Government can do to help the market?

Few members expected the Government would do anything to directly assist the market, particularly in the run-up to Budget 2010, given the difficult situation facing the public finances.  In the end, they were proved right.  Many members believed the Government should stay away from directly interfering in the market altogether, with one member simply stating, “they do not understand it”.

Rather than intervening directly in the property market, many felt the Government should focus on getting the economy back on track and make the difficult decisions that this required.  This in turn would restore some confidence to the public that they are doing a reasonable job of trying to manage the economy better, which in turn will ultimately be of benefit to the market.  A number of members said the Government should also look at what it can do to get the banks lending once again.

There was strong support amongst members for maintaining existing levels of public capital expenditure, particularly given the employment opportunities it creates.  It was suggested that additional monies need to be raised for infrastructure spending, mainly through PPPs, while another suggestion was to fund local infrastructure projects adequately and fully through the issue of municipal bonds.

Stamp Duty, on both residential and commercial property, was one area that was highlighted where the Government could make a meaningful impact.  For residential property, this ranged from suggestions to reduce the rate of stamp duty, thereby encouraging more people to trade-up, to introducing a stamp duty holiday (as was done in the UK), which might help stimulate some level of activity.  It was pointed out by one member that the future of stamp duty (in the context of a residential property tax being introduced) should be clarified at the earliest possible date, so as to avoid creating any unnecessary uncertainty for potential purchasers.

A scheme to provide for purchasers to claim back the VAT on new homes received considerable support.  As one member pointed out, this would actually represent a net gain to the State as it would generate activity and have knock-on effects on other parts of the economy.  Another member suggested that first-time buyers should be able to claim back 75% of the VAT on a new home if purchased in the first 3 months of 2010 and that subsequently this relief could be scaled back by between 5% and 10% a month/quarter over time. This would in effect give purchasers an incentive to buy earlier in 2010, rather than holding off until later in the year.

Other suggestions included the reintroduction of the first-time buyer grant and other similar incentives for first-time buyers.

If a residential property tax is introduced, how will it affect the market and IAVI members’ businesses?

There were mixed views on the issue of a property tax – “a necessary evil” was how one member described it.  On balance, members agreed with the concept in principle, provided that it did not lead to a form of double taxation and that stamp duty was at the very least reformed and at best removed altogether in tandem with its introduction.  However, members generally believed that now was not the right time to introduce a property tax given the current state of the market.

While it was acknowledged that a residential property tax would have some initial unfavourable impact upon its introduction, it would be relatively short-lived for the owner-occupier market.  However, many members expressed concern over the longer-term impact of a property tax on the residential investment market, with the fear that it would result in many investors looking to exit the market and subsequently an increase in the number of properties for sale on the market.  One member dealing specifically with the holiday homes market said they would prefer to see an increase in capital gains tax rather than a property tax being introduced.

There were questions raised as to how a residential property tax will be structured and administered.  One member characterised the self-assessed residential property tax in operation during the 1990s as “a joke” and said that it was “hard to see the same style tax working in 2010”.  Another member said “nothing can commence on this issue until the Government has addressed the data protection issue around the publication of house sale prices”.

Finally, many members echoed what is no doubt the belief of any homeowner that has purchased property and paid stamp duty on it during the past decade – any new property tax should apply to new transactions and that “those who have (already) paid substantial stamp duty should not be penalised on the double”.

What effects will a tax on windfall gains from rezoning and (if it is introduced) a recurrent tax on land zoned for development have on the market?

“Daft”, “insane”, “ridiculous”, “very ill advised”, “total disaster”, “completely ill thought out”, “knee-jerk reaction”, “horrific”.  “What the hell are they at?”  “They will destroy the development land market and are likely to severely hamper the construction industry”.  This is just some of the reaction from members on the proposed tax of windfall gains from rezoning, which now looks to be an inevitable part of the introduction of NAMA.

Of course, given that windfall gains are unlikely to be an issue for many years to come on rezoned land, this tax is unlikely to have any immediate affect.  As one member quipped “how about windfall losses?!”  Another member speculated that you could eventually see local authority councillors being lobbied not to change zoning.

However, when the market eventually does return, this provision is likely to lead to a reduction in the supply of land.  As one member put it, “this will have a very damaging impact on the demand for and future value of development land” and “while it is likely to stop land speculation, it is also likely to undermine the supply of developable land in future, a constraint likely to inflate house prices rather than deflate them”.  Another member suggested “it will create a new loophole in the system whereby land will not be sold, only leased as was the case over 100 years ago” and that consequently the benefit to the Exchequer will be negligible.

Finally, for the conspiracy theorists amongst you, one member characterised the windfall gains tax as an attempt by the State to control the land market: “any land owner who is not in NAMA, who now owns development land and has done so for many years and is thinking of selling it at some stage in the future which may give rise to capital gains, forget it!  The only land which will appear on the market for sale in the coming years will be NAMA land”.  This viewpoint was given further support by another member’s observation that the windfall gains tax was designed to underpin the value of all existing zoned stock – that said, this would be taken care of very quickly by a recurrent tax on land zoned for development, although this appears unlikely to be introduced in the short-term.

One member suggested that if the State wanted to carefully control the availability of zoned land, then it should look to the planning process rather than the taxation system.

Access to finance

Is this proving to be a major stumbling block in completing transactions in both the residential and commercial markets?

Another rather controversial area during 2009, particular in relation to the residential market, was widespread anecdotal evidence of people experiencing difficulties in securing finance to fund a property purchase.  At the same time lending institutions have maintained they are open to accepting new business.  Interviews with IAVI members suggest that access to finance has been, in fact, the major stumbling block to completing transactions in both the residential and commercial property markets over the past year.

As one member put it, it is “difficult to believe the lenders are lending”.  Another stated that this is probably “the biggest problem for people wishing to purchase a home right now because the criteria the banks have set for mortgage applicants have been tightened so much that very few are getting anywhere near what they are looking for in credit”.  First time buyers appear more likely to get finance, but lenders remain very selective regarding profession, income and employer.  One member said that the lack of available finance for residential mortgages has had a major downward impact on the market in both movement and price levels – “buyers are not getting the funds they originally expected and are therefore re-negotiating sales … loan offers are lapsing after just three months causing unnecessary delays in the completion of transactions”.

That said there were some members whose experience had been somewhat different during the past year, with one stating that the availability for finance for low value residential properties is not a problem and that ultimately it depends on the quality of the borrower.  Another member suggested there has been some improvement in the availability of finance in the final months of 2009.

In the commercial market, it was widely acknowledged that access to funding has brought transactional activity to a near standstill in some locations.  “People in established businesses are being put to the wall and lack of credit” according to one member, while another observed that new business start-ups are unable to secure finance from banks, making it very difficult to move commercial units.

While some members believed access to finance represented “a very significant impediment” to purchasing property, consumer confidence was still a major stumbling block in both the residential and commercial markets and even if they could get finance now, they don't have the confidence to purchase.  As another member observed, “banks will never revert to the financing we had become accustomed to in the past”.

Valuations

Are members coming under pressure from clients and lending institutions to revise down/up valuations on property?

Given the decline in transactional activity, valuations have become an increasingly important source of revenue for many estate agents.  With very little transactional evidence to go on in the market, this is making the process of valuing property all the more difficult.  In a falling market, existing property owners are less likely to be happy with valuations coming in well below the mortgaged value of the property.  Lending institutions also seem to be applying a greater deal of scrutiny to valuations of late.  So are valuers coming under increased pressure to turn in a more favourable valuation on a property?  Well, the pressure is there to one degree or another (and probably always has been!), but few, if any, seem to be responding to it.

As one agent put it, “most clients are prepared to accept opinion, but they might not always agree or act on it!”.  All parties now seek true and accurate valuations, which are quite hard to provide in the current market.  “Clarity and transparency are essential” and “a good valuer will not allow their professional opinion to be undermined or distorted for a fee”.  A number of members no longer provide verbal valuations to lending institutions.

One member suggested that “even without pressure, some valuers have adopted an overly defensive/cautious position”.  Similarly, another pointed to the “rubber stamp valuers”, who have gone from one extreme to the other and become ultra conservative in their approach.  The solution to this issue was neatly summed up by one member: “professional valuers and banks need more interaction in developing and adhering to proper valuation standards and the banks have a significant role to play here in the calibre of valuer that they or their customers retain/instruct”.

A number of members highlighted the low level of fees being paid for bank valuations on residential properties, with one member stating that these valuations do not make it worth their while given the level of risk exposure involved.

Rent reviews

To what degree have upward only rent reviews caused difficulties for IAVI members’ clients over the past year and should the Government introduce legislation on the issue?

This was a particularly interesting question, given that the Government’s stance on this issue changed quite unexpectedly during the interview period.  At the beginning of December, the Minister for Justice, Equality & Law Reform announced that the Government planned to introduce legislation to place a ban on upward only rent reviews, a decision that took many in the market by surprise.

Up until this point, most members believed that the State would not intervene on this issue and would continue to allow the market to find a solution, which appears to have been happening in the vast majority of cases with most landlords consenting to rent reductions in order to keep a tenant in place.  As one member put it, “bottom line, commercial reality takes precedent over a signed lease” or, to put it more bluntly, “landlords aren’t stupid”.  There were cases for some landlords taking a firm stance, although this is understandable as they too had obligations to meet (institutional landlords, in particular, have little choice in this respect).  The general view was that legislation would do more damage than good and cause difficulties over the long-term.

Of course, this all changed once the Minister announced plans to introduce legislation.  Almost all members interviewed subsequently believed that this would have a negative impact on the commercial property market, hitting retail and investment properties the hardest.  Landlords are less likely to enter into long-term leases, making it difficult for tenants that spend large sums of money fitting out a property and establishing a business to get security of tenure.  Meanwhile, the proposed legislation will also have a negative impact on finance, with lenders needing to factor-in the possibility of a fall in rental values, which in turn will impact on transactional activity.  It is also expected to give rise to serious problems in trying to value commercial properties.

One member suggested that a more appropriate form of the legislation would have been to allow rents to move freely upwards and downwards, but place a restriction so that it cannot go below the initial rent level while others favoured an opt out clause, reflecting the fact that both parties are usually well advised professionally and should be allowed reach whatever accommodation they mutually agree.

BER certificates

How have BER certificates impacted the market and what level of interest is there from buyers/vendors in the certificates?

The general consensus on BER certificates is that to date they have had little impact on the market and represent more of an administrative and cost burden on the vendor/landlord, while purchasers/tenants are so far showing little interest in them.  It appears that in many instances the certificate is requested by the buyer (via their solicitor) on agreeing a sale, at which point the vendor will organise to get one in place.  This is at odds with the requirement that all properties for sale or to let must have a BER certificate.  Advertising campaigns are increasing awareness of the certificates, but as one agent pointed out there are many people talking about them without really understanding what they are actually about.

Oddly enough, the onus of responsibility lies with the estate agent in ensuring that the vendor/landlord they represent has a BER certificate.  While most agents will make their client aware of this obligation, some take a more rigorous approach and will only take-on a property that has a valid certificate.  Some agents see this as a way of weeding out those who are really serious about selling their property.  Many members view BER certificates as another level of bureaucracy and an unwelcome additional cost for vendors, particularly at a time when it is already difficult enough to get payment for advertising costs.

BER certificates have to date had little impact on the market per se, with price and location continuing to be by far the most important considerations.  That said, while they have not yet had much of an influence on purchasers to date, this may change over the next few years.

Property Services (Regulation) Bill 2009

How well informed are IAVI members about the contents of the Bill and what implications will it have for both the IAVI and Member Firms’ businesses?

The Minister for Justice, Equality & Law Reform published the Property Services (Regulation) Bill 2009 in May.  The proposed legislation is intended to introduce a more centralised licensing system, mandatory education and professional indemnity insurance levels, a national Compensation Fund to protect client monies and, for the first time, provide a national regulation system for auctioneers, letting agents and property management agents and gives effect to recommendations set out in the Report of the Auctioneering/Estate Agency Review Group.

The existing District Court based licensing system for auctioneers and house agents will be transferred to the Property Services Regulatory Authority (PSRA), which is currently operating on a non-statutory basis and its scope extended to cover property management agents.  The Authority will also be given comprehensive investigative and enforcement functions and will also be responsible for establishing and administering a new Property Services Compensation Fund.

With a view to further protecting the interests of clients and users of property services, the Bill also gives the PSRA power to set and enforce standards in areas connected with the provision of property services by means of regulations.  These include the terms of building contracts, the content of advertisements for the sale or letting of land and standards for the measurement of land offered for sale or letting.

While the vast majority of members interviewed were aware of the Bill, there was a mixed degree of familiarity with its contents and equally a mixed reaction as to what it proposes and how it will impact on IAVI members’ businesses.

Many members welcomed the Bill, believing that it was long overdue, and that firms operating efficient, professional, businesses had nothing to fear from it.  One member believed that a combination of the new Bill and being a member of the IAVI will “put more daylight between our office and non-IAVI members”.  Some members stated that the legislation will increase the level of professionalism in the industry and that it should hopefully “wean out people giving the industry a bad name”.

Other members expressed concern that it will lead to an increase in costs (particularly with regard to licensing) and bureaucracy.  A number of members voiced concerns over the operation of the PSRA and that it needed to have people with direct knowledge of the industry directly involved with it.  Concerns were also expressed about the future of the Bill and when it will be enacted into legislation, with one agent fearing that it “has all but disappeared in to the mists of time”.

Of those members that were unfamiliar with the contents of the Bill, many acknowledged a need to get up-to-speed on it.

The future

Where are the growth opportunities for IAVI Member Firms in the years ahead?

As one member commented, “the tide will turn and turn it will”.  Consequently, members need to prepare for this and gear up for a recovery in the market.

The provision of a range of professional services to clients was widely viewed as being the key growth opportunity over the coming years.  As one member put it, “there is no future for the one-legged agent”.  It was suggested that practises should diversify their offering into areas including planning services, building surveying and asset management.  Other areas included advisory services on disputes, litigation and family wills, as well as some areas that will require new and different expertises such as licenses, foreshore rights and rights to light.  One member described this as a trend towards “menu-driven property services”, similar to the television pay-per-view model where clients select and pay for the services they require.

Research is also viewed as being important in determining the strength and type of client’s needs, with the need to “tap into consumer sentiment and getting consumer insight in order to deliver a market driven product”.

There was a view shared by many members that there are too many firms active in the industry and that there will be further reductions in the number of agents over the coming year.  Some members saw this as an opportunity for mergers at local level within the industry, with the potential for like-minded practitioners to come together in order to “reduce costs and ensure survival”.

There should be a good deal of work in valuations, examinerships and receiverships over the short-term, while NAMA should also present member firms with opportunities and those with “an established track record and relevant qualifications” will be best positioned to avail of this work.  However, a concern was expressed that the bigger firms will get the majority of this work, while smaller, well-established, local firms with plenty of experience in their geographical area are likely to be overlooked.

All this, of course, is not to say that members have completely lost faith in transactions.  As one member observed there is a large supply of residential property, some of which is unfinished, that needs to be sold.  In this regard, better located centres and the larger population centres will provide growth opportunities.  That said, another member believed that the rental market in both the residential and commercial sectors could turn out to be more important than sales in the years ahead.

Education and up-skilling were both viewed as key ways to differentiate a firm’s offer, from both a personnel and a marketing viewpoint.  With this in mind, one agent suggested that people will be more likely to look to the qualified, reputable agent in the current market, which is where the “professional aspect of the IAVI comes into its own”.  

Outlook for the market in 2010

Most members are realistic about the prospects for the market in 2010, with few expecting any significant general turnaround in activity this year.  With a bit more clarity around NAMA and some better idea on the outlook for the public finances, there should hopefully be a modest improvement in the residential sector as the economy begins to improve.  However, a recovery in the economy will not necessarily be followed by an immediate recovery in the property market.

That said, as one member put it “the economy and the property market cannot stand still forever”.  Yet, many members still believe 2010 will be a difficult year.  A lot of uncertainty still exists, particularly around the issue of funding – while banks are quizzing estate agents on when they believe the market is going to recover, agents are asking banks when they are going to start lending as the latter must, surely, be in place to facilitate the former.

The immediate outlook for the commercial property market remains relatively poor and things will be “difficult, particularly with the ban on upward only rent reviews”.  The commercial market is unlikely to stage a recovery until there is a broader pick-up in activity across the economy.  Consequently, some members are looking to 2011 as being a more probable start date for a recovery to take hold in the commercial sector.

Rest of Leinster

Residential property prices in Carlow are estimated to have fallen by somewhere in the region of between 40% and 45% from peak levels and that while prices have nearly bottomed, there may be a further 5% to go, though this was largely dependent on the banking sector freeing up the mortgage market and whether or not NAMA was a success.

The only property moving in Cavan is product that has come well back in price e.g. a number of three bedroom semi-detached homes in Kingscourt were sold at €150,000.  The commercial market has been flat all year round.

Market confidence was viewed as being exceptionally weak in Kildare, with residential sales only happening at heavily discounted prices and where vendors are under pressure to sell.  Residential rents were estimated to have fallen by somewhere in the region of between 10% and 20%.

One member in Kilkenny described the performance of the new homes market in 2009 as being a disaster, while the residential re-sales market was only marginally better.  Another member had sold only about 15 houses this year, with values down 60-65% from peak levels.  There was little demand for office space, with rents down by half, although there was some activity in retail with units at exceptionally low levels providing some short-term opportunities.

Activity in Laois continued to decline as the year progressed, with residential prices having dropped by 50% from peak levels and with the possibility of further falls to come.

According to a member in Offaly, transactional activity was very poor, with no sales of note to report whatsoever.

There was some improvement in activity in the Longford residential market in the latter half of 2009, although this remained relatively patchy and has been coming off a very low base.

Members in Wicklow reported a pick-up in residential sales in the latter half of 2009, primarily as a result of reasonable levels of demand from first-time buyers.  That said, the volume of unsold stock is reported to be falling, with some parts of the county experiencing a shortage of starter homes.

Munster

Transactional business has been terrible in Clare for both commercial and residential property according to one member, with little change in the market really for most of the year.  There is a large volume of unsold stock in the new homes market, some of which is built and some which has yet to be completed.  Any new residential property coming to the market is now at more realistic price levels.  Very few commercial deals have taken place. Commercial rents are back significantly and tenants are looking for the type of deals that are not appealing to landlords.  There are some enquiries for commercial property from people with redundancy money looking for opportunities.

In Cork a number of members noted an improvement in activity in the second half of 2009, with even a little bit of confidence around.  The centre of Cork was described as quite a vibrant little place for commercial property, with some rental activity.  One member that recorded an improved level of activity in residential sales towards the end of the year attributed this to people believing there was good value to be found in the market.

Values in the new homes market in Kerry fell by around 20% during 2009, with very poor sales activity over the past year.  However, one member noted that there is very little overhang of unsold stock of new homes in Tralee.  The residential re-sales market has seen some sales activity, although this has been mainly in the lower price ranges.  Residential rents also declined during the year by an estimated 20%.  Meanwhile commercial activity has been poor, with falling rents and a significant reduction in demand for offices, retail and industrial properties.

There are some signs in the commercial property market in Limerick that potential buyers are beginning to look for new product.  The offices market has seen a drop in rents in the region of between 30% and 40% with landlords offering very generous incentives.  However, outside this there is little else happening.

Three bedroom semi-detached houses in Tipperary recently sold in the region of €150,000, having peaked at €225,000 in 2007 and activity remained depressed.

The new homes market in Waterford experienced little activity during 2009.  Sales in the residential re-sales market were largely confined to first-time buyer properties i.e. three bedroom semi-detached houses in the city’s suburbs below €200,000.  One member was in the process of negotiating a deal on a residential development site, which if it were to proceed would probably be in the region of €100,000 per acre, reflecting a drop from approximately €700,000 per acre.  There were a limited number of transactions in commercial property, with one member registering take-up of offices space of between 2,000 and 3,000 square metres over the past year.  According to one member there was a shortage of well placed retail units in the city centre, while there were virtually no industrial property deals, save some lettings for small warehouse units.

Connaught/Donegal

While one member in Donegal reported an improvement in residential activity towards the end of 2009, another stated the market actually deteriorated as the year progressed, while a third believed there had been a constant level of activity during the year.  All were in agreement, however, that prices had come back by between 40% and 50% from peak values.

Residential sales activity improved in the latter half of 2009 in Galway, as serious sellers brought prices down to realistic levels, which in turn attracted interest.  Activity has been stronger in and around the city, while it has been very weak in other more rural areas.  Commercial activity was very poor, with only a handful of rentals reported for very short-term leases.

Many residential vendors in Leitrim are not in any rush to sell, adopting the attitude that it will sell when it sells.  Prices are quite possibly as low as they are going to get.

The new homes market in Mayo experienced a very poor year with limited demand, while it has been a challenging year for the residential re-sales market.  Residential rental values may have softened over the past year, but demand has remained consistent.  Demand has been very poor for office and industrial units, while the demand for prime retail space has held up to some extent.

Northern Ireland

The residential market in Northern Ireland in 2009 turned out to be an improvement on the previous year, with both the new homes and residential re-resale markets experiencing a slow rise in activity, primarily from first-time buyers.  Overall prices in the residential market in Northern Ireland have fallen back by 40% from peak, although they would appear to have reached the bottom.  Meanwhile the residential rental market has performed reasonably well, with a good level of tenant demand, although rents have still declined by around 20%.


