
 

Outlook 2022: UK housing market and the suburban private rented sector 

The outlook for the UK economy is positive as we enter 2022. Various “cliff-hanger” scenarios in relation to the phasing out of 

fiscal support during the pandemic such as the furlough scheme or the stamp duty holiday did not materialise. Most forecasters 

predict positive Gross Domestic Product (GDP) growth and strong employment this year. Inflation is expected to rise further in 

the short term but then drop somewhat as the year progresses but still at levels above the Bank of England’s (BoE) 2% target. 

Therefore, further increases to interest rates following the December rise are anticipated and to a degree already priced in. 

Finally, household savings have grown during the pandemic, but these will be squeezed by inflation. 

Key themes for the suburban private rented sector in 2022: 

• House prices: Positive yet less frenetic outlook 

The second half of 2020 and most of 2021 saw frenetic activity in parts of the housing market, particularly at the premium end 

of the owner occupier market. It is generally expected that activity will be cooling off during 2022 but remain above historical 

average levels with an imbalance of supply and demand to persist. Increases in interest rates are expected to be moderate and 

in the context of strong household finances, an increase in the proportion of fixed rate mortgages to 81% (source: Pantheon 

Economics) and historically low ratios of mortgage as a percentage of earned income, are not expected to depress house prices.  

The consensus forecast for average house price growth in 2022 is around 2%. As much of the headline growth in 2020/21 was 

driven by premium properties, we see this segment of the market as being more exposed to a softening. Other segments of the 

UK housing market including the private rented sector have seen more moderate but regular capital appreciation over the past 

months which is expected to continue during 2022. 

• Impact of inflation on rents and housebuilding 

The impact of inflation on the housing market is multi-faceted. On one hand, higher inflation - particularly wage inflation - 

translate in the medium term into rent inflation. As inflation jumped sharply during 2021, not all of it immediately translated 

into rent increases. Within the TM home investor fund portfolio, we applied a “rent increase freeze” during the first and second 

lockdown to support residents. During 2021 we started again reviewing rents in line with inflation and there is still an element 

of catching up to be anticipated. 

On the other hand, inflation coupled with labour and material shortages impacts new housebuilding supply. New homes cost 

more to build, and at times delivery timelines slip. Supply of new housing remains in high demand. Whilst housing starts and 

completions have recovered to 2019 levels according to the latest ONS data, the imbalances between housing demand and 

supply remain, further supporting house prices. 

• Tenant demand as we move towards the new post-pandemic normal and yields 

This supply/demand imbalance is particularly pronounced in the suburban private rented sector: 64% of private sector rental 

demand is for suburban and rural areas, yet only 8% of private rented housing supply meets those criteria as most  is 

concentrated in urban areas (Source: Savills Suburban Build to Rent report, September 2021). 

As people continue to assess their new working patterns, we foresee continued strong demand for private rented properties in 

suburban areas with access to green space, good infrastructure as well as transport links into the major cities. The TM home 

investor fund is well positioned for this trend with 95% of residents having access to a private or communal garden. 

Strong and resilient income generation has been a key driver of returns in the TM home investor fund throughout the pandemic 

and, given its focus on suburban areas, we see no reason that this will change during 2022 with high levels of rent collection 

and low levels of voids to persist. Interestingly, we have seen demand for 4-bedroom homes increase over the past 18 months 

– driven by increased working from home – and we continue to assess the addition of more similar homes to our portfolio.  

• ESG: Environmental futureproofing 

The UK housing market historically has not been at the forefront of the Climate Change debate, but there has been a significant 

shift over the past year. New legislation has been and will continue to be published over the coming years to address carbon 

emissions from housing. Hearthstone Investments are working collaboratively with housebuilders and property management 

service providers to manage this transition to “net zero”. 

Currently, apart from some of the least energy efficient homes as well as a few high end “net zero” homes, valuations in the UK 

housing market do not yet include a green discount or premium. As regulations evolve over the coming years (tax, minimum 



 

standards) the industry and in particular valuers will keep a close eye on how market participants respond to such 

“environmental nudges”.  

New legislation requires rented homes to have a minimum EPC rating of C by 2025 and we expect this to increase to B towards 

the end of the decade. The TM home investor portfolio is already well positioned with 32% C rated and 67% B rated properties. 

• Residential property as a core Real Estate sector 

Finally, the secular shift in capital market allocations between various property sub-sectors continued during 2021. Allocations 

to the residential and logistics sectors have doubled over the past decade, and the trend has received a further boost with the 

once in a generation change brought on by the pandemic: Nearly 30% of global real estate transactions were recorded in the 

residential sector last year. 
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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. 

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 conducted 

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). 
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