
 
 
Hearthstone Investments: High demand for rental properties following re-opening of the UK housing market 

 

UK residential property market 

Activity in the English housing market continued to accelerate throughout June following its reopening mid-

May, with estate agents, buyers, sellers, landlords, renters, lenders, and removal companies emerging from 

two months of hibernation. Wales saw a partial reopening on 22 June, with Scotland following, more 

cautiously, on 29 June. The initial bounce has been remarkable whilst the outlook on where the market will 

settle remains uncertain. As we are moving into the first post-lockdown phase, we are assessing the latest on 

house prices, rental demand, and supply of properties.  

 

A. Overall economic forecasts 

We continue to monitor how the independent forecasters tracked by HM Treasury adjust their forecasts 

month by month. Overall, views did not change much since May for 2020 and 2021 key economic indicators. 

Forecasts on GDP are becoming more consistent, whilst views on house prices remain highly varied ranging 

from -7% to +6% for 2020: 

 

 

Given the sharp drop in economic activity in Q1/2 and the expected rebound, a quarter by quarter view is 

likely more informative than full year averages. The below research from CBRE illustrates in a better way the 

possible movements in GDP and unemployment over time: 

Forecasts for the UK economy

Comparison of independent forecasts, month by month

March April May June July

2020 GDP 0.6 -5.8 -8.6 -9.2

Inflation RPI, Q4 2.2 1.4 1.3 1.2

Unemployment, Q4 4.2 6.9 7.7 7.9

House price inflation, Q4 2 0.5 -3.0 -3.8

2021 GDP 1.3 5.0 6.2 6.5

Inflation RPI, Q4 2.9 2.7 2.6 2.5

Unemployment, Q4 4.1 5.5 6.3 6.6

House price inflation, Q4 2.5 2.5 2.8 3.0

Source: HM Treasury

GDP, RPI and unemployment rate - average of latest forecasts

House price inflation - Q4 on Q4 a year ago. Median



 
 

 

 

Overall, this still points to a short but very sharp recession confined to two quarters, followed by a recovery 

from the second half of 2020. Nevertheless, there is much uncertainty about how long it will take to regain 

the lost ground, particularly as the exit route from the Covid-19 crisis is still far from clear.  

 

B. Housing Sales and Rental Market 

 

UK Housing market activity rebounds sharply 

When 

the 

English housing market reopened in May, an initial rebound in housing market activity was expected. This 

rebound has now levelled off, but at higher levels than initially anticipated. Zoopla’s June market update states 

that “new sales are back to pre-COVID levels, as is the flow of new supply although the stock of homes for sale 



 
 
is 15% lower than a year ago. This will support prices in short-term, but demand is starting to fall off a high 

base and we expect it to decline further over the summer months and into the autumn.”    

 

UK rental market shows resilience in a downturn 

 

The UK rental market continues to perform well during this crisis.  

 

Rent collection remains significantly above levels observed in other 

property sectors as per the analysis from CBRE (Note: MFH stands 

for Multi-Family Homes). Rent collection remains close to long term 

averages, at 96% in May compared to much lower levels in Logistics 

and Retail in particular. Ultimately, people need a home to live in, 

and rent payments tend to be at the top of “must-have” payments. 

 

This is in line with the resilience of rental performance through 

previous downturns such as during the early 1990s and again during 

2008/09. Rent collection from existing tenants remains relatively 

robust, and rental demand increases at times of uncertainty, as some 

potential buyers put their plans on hold and opt to rent instead.  

 

 

Source: OECD, ONS, Hearthstone. Note 1988 = 100 

 

 

 

 



 
 
Expected Total Return forecast and Outlook for Residential property 

 

Overall, the UK residential property market is expected to demonstrate resilient total returns over the coming 

years, ahead of other property sectors. This is driven by long term fundamentals for the sector which are 

unchanged and arguably even strengthened by this crisis. 

 

 

 

 

 

 

 

 

 

 

 

 

 

TM home investor fund 

 

The opening up of the market has had a rapid beneficial effect on the voids in the TM home investor fund. At 

its peak in April, mainly driven by a significant acquisition in the Midlands just before the lockdown, voids 

stood at 24 units (over 10% of the Fund’s portfolio). Over the past weeks, we agreed 12 lets, bringing the 

number of voids closer towards its long-term average of circa 2%. In some cases, we accepted small rent 

We expect the weaker economy and lockdown to reduce residential sales by 40% this year (compared 

with 2019). This is likely to boost rental demand as potential first-time buyers delay home purchases. As 

well as the countercyclical nature of PRS, the long term demand fundamentals, including population 

growth, remain strong.  

Social changes, such as increased tertiary education levels, higher levels of student debt, a higher  rate of 

female employment, marrying and starting a family later, can all delay the home buying decision and so 

boost rental demand.  

Despite continued demand, the market is still woefully under-supplied; recent tax changes have reduced 

the appeal of individual ‘Buy to Let’ investing.  Institutional development has yet to fill the gap, and net 

rental stock in the UK has only increased in two out of the last ten quarters.  

Source: CBRE 



 
 
reductions or a short holiday in rent. In the main, vacant units were let at full asking rents, some of which were 

increased in line with inflation. On average, rents remain stable compared to pre-Covid 19 levels. 

As in April and May, rent collection remains high and stood at 95% in June, slightly above the industry average 

for residential property. 

In terms of the latest property valuations, CBRE applied a small upward adjustment to some of the holdings, 

resulting in an aggregate increase of 6bps at the property portfolio level. 

Below a table of key metrics relating to the fund:  

 

 

The latest RICS survey foresees “a sharp increase in desire for properties with gardens over the next two 

years”. The TM home investor fund is well positioned for this trend, with over 55% of properties having their 

own green space. For the most recent transactions since 2017, 100% of properties have their own garden. In 

that light, we continue to explore our next acquisition and are actively looking at a number of sites in the North 

West - with gardens, of course! 

Whilst transaction levels are improving it remains the view of CBRE, the Fund’s Standing Independent Valuer 

that it is too soon to lift the Material Valuation Uncertainty clause at this point. In line with all other funds 

which invest in direct property, dealing in the TM home investor fund remains temporarily suspended at the 

time of writing. 

 

 

Stuart Springham 

Deputy Fund Manager 

2nd July 2020 

 

Important information 

Past performance is not necessarily a guide to future performance and future returns are not guaranteed. Investors may 

get back less than the amount invested. 

Residential property values are affected by factors such as interest rates, economic growth, fluctuations in property yields 

and tenant default. 

TM home investor fund

Key Performance Metric Jan-20 Feb-20 Mar-20 Apr-20 May-20 Jun-20

Total return, C-Class Acc, month 0.28% 0.07% -0.14% -0.28% -0.07% 0.07%

Total return, C-Class Acc , 1 year 1.83% 1.83% 1.48% 0.98% 0.70% 0.70%

Property valuations, as % of property portfolio 0.21% 0% -0.22% -0.38% -0.14% 0.06%

Distributed Income, C-Class Inc n/a n/a n/a
Launched 

20/04/2020 2.41% gross * 2.41% gross *

No of voids (vacant properties), end of month 13 24 17 23 21 17

+ Completed Acquisitions / - Completed Sales + 0 / - 0 + 11 / - 0 + 0 / - 3 + 0 / - 0 + 0 / - 0 + 0 / - 0

+ Move ins / - Move outs + 4 / - 9 + 6 / - 6 + 9 / - 5 + 0 / - 6 + 3 / - 1 + 10 / - 6

Rent collected as % of rent invoiced 99% 103% 99% 96% 98% 95%

* estimated annual yield, based on Class C Acc historical yield



 
 
Property investments are relatively illiquid compared to bonds and equities, and can take a significant amount of time to 

trade. 

Hearthstone Investments Ltd is the parent company of the Hearthstone Investments Group. Regulated business is carried 

out by Hearthstone Asset Management Limited. Hearthstone Asset Management Limited is an appointed representative 

of Thesis Asset Management Limited which is authorised and regulated by the Financial Conduct Authority (114354). 

Hearthstone Investments Ltd (06379066) and Hearthstone Asset Management Limited (07458920) are both registered in 

England and Wales. The registered office for both companies is c/o Waterstone Company Secretaries Ltd Third Floor, 5 

St. Bride Street, London, United Kingdom, EC4A 4AS. 

Thesis Unit Trust Management Limited is the Authorised Corporate Director. Authorised and regulated by the Financial 

Conduct Authority (186882). 

 


