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The term ‘stagflation’ was fi rst used in 
Parliament in 1965 by Iain Macleod, a 
prominent Conservative MP. He told the 
House of Commons that the country was 
facing the worst of both worlds: “Not just 
inflation on the one side or (economic) 
stagnation on the other, but both of them 
together. We have a sort of stagflation 
situation.”

Today, 57 years later, Britain is in another 
period of surging inflation – stagnation is 
also a looming threat.

The cost of goods and services has been 
rising this year. The inflation rate, as 
measured by the CPI, hit 9.1% in May; the 
Bank of England is now forecasting that it 
could reach 11% by Autumn. This is largely 
the result of soaring energy prices and the 
disruption of global supply chains caused 
by the pandemic and the war in Ukraine.  

Andrew Bailey, the Bank of England 
governor, recently said that about 80% of 
price increases came from abroad. As a 
consequence, the Bank’s ability to bring 
inflation down to the 2% target set by 
government is limited.

However, the Bank did pump £450bn 
into the economy through quantitative 
easing. This stimulus scheme, which began 
in 2008 and was accelerated during the 
pandemic,  boosted the supply of money 
in the economy, adding to inflationary 
pressures.

In April UK GDP fell by 0.3%, across its 
three components – services, production 
and construction.  There is now a strong 
likelihood that the economy will contract in 
the second quarter of 2022, heightening 
the possibility of a recession – which is 
defi ned as two consecutive quarters of 
negative growth.

The combination of rising inflation and 
slowing economic growth is a major 
source of anxiety for the Bank. Concern 
over the spiralling cost of living prompted 
the Bank’s rate-setting Monetary Policy 
Committee (MPC) to increase the base 
rate for the fi fth consecutive time in June 
to 1.25%. But the weakness in the GDP 
data seems to have limited the rise to 
0.25 percentage points, rather than the 
rumoured 0.50 percentage points.  

STAGFLATION 
INFLATION WITHOUT GROWTH?

MPC BASE RATE VOTE
Source: Bank of England

“There is now a strong likelihood that the 
economy will contract in the second quarter of 
2022, heightening the possibility of a recession”
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What will be the Bank’s next move? The 
MPC’s members are split, with three voting 
for a 0.50 percentage point rise.  Yet if the 
GDP numbers continue to be negative, 
the MPC will be far more cautious about 
further increases. If signs of weakness 
emerge in the labour market, there may be 
only one or two more upward moves in the 
base rate this year. This would leave the 
rate at 1.5% or 1.75% by the end of 2022.

But if employment continues to be strong, 
households continue to spend and the 
GDP numbers are more benign, the MPC 
may take more aggressive action.

It’s worth noting that April’s 0.4% GDP 
decline was viewed as something of a blip 
since it was mostly due to the scaling back 
of Covid-testing and vaccinations.

In a more aggressive scenario, the base 
rate could go above 2.0% by Christmas, 
potentially peaking at 2.5% in 2023.  

It would be an understatement to say  
that the Bank is stuck between a rock 
and a hard place. Yet some economists 
contend that the current fragile state  
of the economy is partly a result of  
interest rates staying too low, for too long.

Many of the current causes of higher 
inflation seems set to be relatively 
temporary – and there is no doubt that 
the Bank will do everything in its power to 
curtail a period of stagflation.

Nevertheless, it seems that households 
are going to be squeezed for a little 
longer than was thought - perhaps  
until late 2023.

“It would be an 
understatement to say that 
the Bank is stuck between 
a rock and a hard place”

A whole generation of homebuyers - 
who had never experienced a single 
upward move in rates - have had a rude 
awakening.

If there are further upward interest rate 
moves this year, it is likely that higher 
mortgage costs will start to affect house 
price growth. The higher rates go, the 
stronger likelihood that price growth will 
decelerate if not grind to a halt.

Higher mortgage rates limit what people 
can afford to pay; first-time buyers and 
second steppers, who typically borrow 
the most proportionately, will be hardest 
hit. Some landlords will also be affected.

Last September, as inflation began to 
emerge, we forecast that house prices 
would rise by 3.5% in Q4 2022, followed 
by increases of 3.0% in 2023 and 2.5% 
in 2024. We stand by these numbers. 
But the Bank is raising rates faster than 
expected, meaning that the downside risk 
to our forecasts has risen.

Current house price growth is running 
well above our forecast. But we expect 
the pace to moderate over the rest of the 
year, and, probably, into 2023.

Prime markets, where cash purchases are 
more common, may fare better than we 
forecast, but the tempo seems set to be 
less lively in markets dominated by first-
time buyers and second steppers.

If price growth is lower than our forecast, 
or even negative, this is unlikely to 
improve affordability for anyone buying a 
home with a mortgage. When rates rise, 
mortgage repayments take up a larger 
proportion of a borrower’s income even if 
what they borrow remains the same.

When considering the impact of higher 
interest rates, it’s worth noting that 
the proportion of homeowners with a 
mortgage has shrunk from a peak of 64% 
in the early 1990s to just 46% today.

FOCUS 
WILL RISING RATES 

SQUEEZE THE MARKET?

“Rate increases have yet to dampen the market 
which is charting a course midway between 
the typical levels of activity recorded in 2019 
and 2021’s year of supercharged deals”
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But house prices and debt are at more 
elevated levels than in early 2007 (when 
the Bank raised the base rate from 5.25% 
to 5.50%).

As a result, each 0.25 percentage point 
increase in rates today is equivalent to 
a 0.50 percentage point rise in 2007. A 
decade and a half of cheap money has 
made the decision to raise rates a bigger 
balancing act than in the past.

For the moment, rate increases have yet 
to dampen the market which is charting a 

course midway between the typical levels 
of activity recorded in 2019 and 2021’s 
year of supercharged deals. Time to sell 
still sits comfortably under 30 days and 
the number of homes for sale remains 
around 30% below its pre-Covid average.

Property values will continue to be 
supported by a strong labour market, 
with more vacancies than job seekers. 
If the labour market begins to weaken, 
this will be a signal to the Bank to cease 
raising rates.

QUICK FACTS

The grass is 
always greener

Every year since 2016 it’s been 
faster to sell a home outside 
the capital than in London

OWNERS WITH A MORTGAGE
Source: England Housing Survey

DAYS TO SELL IN JUNE
Source: Hamptons
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PERCENTAGE OF SECOND 
HOMES BOUGHT (2021 - 2022)

Source: Hamptons

Across Great Britain during  2021 
and 2022, 1.8% of all homes were 
sold as an additional residence, 
down from an average of 2% in 
2020. Since 2021, Wales and 
the South East have propped 
up the average, accounting for 
almost half of all second homes 
bought nationally. They also saw 
the highest proportion of second 
home purchases, with Wales 
leading the charge at 5.7%. 

The South West had the highest 
share of second home purchases, 
accounting for just over a third 
of all the second homes bought 
(34%). Home to picturesque 
holiday locations such as Bath 
and Devon this lion’s share has 
steadily increased over time. This 
contrasts wildly from the opposite 
corner of the country - the North 
East - where only 1% of all second 
homes were bought since 2021. 

BY THE COAST
Source: Hamptons 

MARKET METRICS
SECOND HOME HOTSPOTS

TOP 10 HOME HOTSPOTS
Source:  Hamptons

The coast has become more 
desirable over recent years, with 
a steadily increasing proportion of 
buyers coming from inland since 
2019. This hasn’t meant higher 
numbers of second home buyers 
however. While the coast has always 
been a draw to older owners and 
retirees, over the last couple of 
years they’ve been joined by remote 
workers who only have to be at their 
desk once or twice a week. 

Countryside Coastal

The top 10 second homes hotspots are spread across the country. Here, at least one in 10 properties are bought by 
someone looking for a second home. While overall, the numbers of second home purchases have remained fairly flat, 
their concentration into 10-15 local authorities has steadily increased.

Local authority 
Share of sales to second 

homeowners (2022) 
Price paid by second 
homeowners (2022) Locale 

1 Gwynedd 16.9%  £301,130 

2 Isle of Anglesey 16.2%  £240,410 

3 Cotswold 14.3%  £722,500 

4 Brighton and Hove 13.2%  £701,790 

5 Bath and North East Somerset 12.5%  £850,000 

6 Tendring 12.0%  £146,670 

7 East Suff olk 11.1%  £511,000 

8 King's Lynn and West Norfolk 10.9%  £236,000 

9 Cornwall 10.8%  £367,780 

10 East Devon 10.8%  £285,890 
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MARKET INSIGHT

MONTHLY DIFFERENCE 
BETWEEN THE COST OF RENTING AND BUYING

Source: Hamptons

Many people would rather not rent, but 
must do so because setting aside suffi  cient 
money for a deposit is a struggle. But 
thousands of others – who have enough 
savings to buy a home of their own -  prefer 
the tenant lifestyle. The members of this 
group stand to benefi t from the rising 
interest rates which are set to make 
renting a home cheaper than buying one.

At the beginning of this year, it was 
cheaper to buy than rent in every region 
of the UK. But this is changing, as our new 
analysis shows.

Between July 2021 and June 2022, it 
was less expensive to buy a home if you 
had a 10% deposit. This was the result 
of record low mortgage rates and steep 
increases in rents. In November 2021, the 
diff erence in the monthly cost was £160, 
although by May this had reduced to £40.

On the assumption that the latest Bank 
of England base rate move from 1% to 
1.25% is passed on in full to borrowers, 
buying a home will cost £41-a-month 
more for a buyer with a 10% deposit.  This 

comes despite average annual rental 
growth reaching a record high of 11.5%. 
The monthly payment for a borrower with a 
10% deposit will rise from £1,112 to £1,153.  

For someone with a 5% deposit, it has 
almost always been cheaper to rent than 
buy because the cost of mortgage deals 
for such a borrower is higher. Between 
the start of 2020 and the onset of the 
pandemic,  banks and building societies 
raised the rates on such deals to reflect 
the extra risk of this type of lending.

But the base rate rise will make buying as 
much as £105-a-month more expensive, 
against £59 in May.

Until now, there has been a North-South 
divide in the renting v buying debate. In 
the North, a borrower with a 10% deposit  
would have found it cheaper to buy than 
to rent; in the South and Midlands the 
reverse was true. In the East of England, 
the cost diff erence was £64-a-month, in 
the East Midlands, it was £44-a-month.

LETTINGS
RATE RISES LEAVE RENTING 

CHEAPER THAN BUYING

“Every move of 25 basis points will add £41 
to the monthly mortgage bill of a borrower 
with a 10% deposit, increasing the differential 
between the cost of renting and buying”
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MONTHLY DIFFERENCE 
BETWEEN RENTING AND BUYING

Source: Hamptons
WHAT WILL HAPPEN IF INTEREST R ATES CO NTIN U E TO RI S E?

It is forecast that the Bank of England 
will further increase the base rate, with 
some economists expecting the rate to 
peak at 1.75% and others saying that 
it must rise to 3% to limit inflation. 
Every move of 25 basis points will add 
around £41 to the monthly mortgage 
bill of a borrower with a 10% deposit, 
increasing the diff erential between the 
cost of renting and buying.

We expect a series of small base rate rises, 
with mortgage rates set to peak in the 
middle of 2023. Would-be homebuyers 
with smaller deposits will fi nd that the 
monthly cost of buying will be signifi cantly 
higher than that of renting.

However, we also expect that rental 
growth will slow later this year, under 
pressure from the cost of living squeeze.

May-22 May-21 YoY Change

Greater London £1,971 £1,704 15.7%

Inner London £2,624 £1,964 33.6%

Outer London £1,847 £1,655 11.6%

East of England £1,118 £1,036 7.9%

South East £1,260 £1,170 7.7%

South West £1,054 £929 13.4%

Midlands £816 £744 9.6%

North £765 £694 10.3%

Wales £742 £701 5.7%

Scotland £760 £723 5.2%

Great Britain £1,152 £1,033 11.5%

Great Britain (excluding. London) £942 £862 9.4%

Source: Hamptons

ANNUAL RENTAL GROWTH
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LONDON

OFF-MARKET SALES COMPOSITION 
Source: Hamptons

A record 23% of the London homes that 
changed hands in the first five months of 
2022 were sold off-market, against 21% 
last year, highlighting how this way of selling 
a property has spread beyond the smartest 
postcodes.

In the UK, 10% of homes - the highest since 
2015 - were sold via this route. Previously it 
was a strategy employed mostly in the London 
luxe sector among homeowners keen to 
protect their privacy. Today 59% of off-market 
sales are outside the capital.

The key cause of this shift has been the 
shortage of stock. Increasingly buyers, keen to 
get ahead of the competition, have become 
willing to pay a premium for a home before it 
comes to market.

As a result of this eagerness, off-market sellers 
have been richly rewarded. The average off-
market home achieved a record 99.5% of its 
asking price, against an average 99.1% for a 
property marketed in the usual fashion. The 
previous record was 98.0% of the asking price, 
achieved in the strong prime central London 
market of 2014.

Between 2015 and 2020, the average home 
sold off-market fetched £1.2m, reflecting 
London’s dominance in the field. But, thanks 
to the rise in popularity of off-market sales 
in other locations, the average price of 
a property sold this way has dropped to 
£858,000, against £979,000 in 2021.

If a property does not find a buyer off- 
market, it is then promoted more widely.  
In 2019, 38% of homes that had been offered 
off-market came onto the open market. This 
has fallen to 26%.

The off-market approach appears to ensure a 
speedy sale, with the average prime property 
sold this way finding a buyer within 42 days. 
This compares with 65 days for a similar prime 
home marketed in the usual fashion. The 
average time to sell in May was 26 days, up 
from 24 days in the same month of 2021.

It takes longer to sell a prime property, 
whatever the route followed, because locating 
potential purchasers is a more complex 
process in this sector.  

We argue that the off-market sale has 
become a more mainstream approach. 
Previously it was the preferred option of those 
interested in showing their home only to those 
serious about making a purchase and to avoid 
the glare of the open market. Such sellers 
still account for about half of the properties 
marketed in this way.

SALES
OFF-MARKET SALES SOAR 

“The average off-market home 
achieved a record 99.5% of its 
asking price so far this year”
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But, in a trend that emerged as far back as 
2016, they started to be joined by others. At 
that time, the market in prime central London 
was cooling and sellers saw the off-market 
route as a ploy to give their properties a more 
exclusive lustre.

Today, even though the pandemic may be 
retreating, there are still sellers in other 
locations who remain nervous about Covid, 
and want to limit the number of people 
coming to view their properties.

However, it seems likely that off-market sales 
levels may be close to their peak. The supply 
of homes for sale is forecast to become more 
plentiful, which will make buyers less willing to 
pay a premium to fend off rival purchasers.

If this is the case, selling off-market will once 
more become a technique mainly used in the 
elite London neighbourhoods.

QUICK FACTS

42 days
Average time to sell a 

prime home off-market




