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Executive Summary 
 

Property investors with portfolios that use significant gearing are in danger of 

punishing losses in a recession leading to forced sales and a collapse of the portfolio 

akin to a house of cards.  The knock-on impact to the UK economy could be seriously 

damaging because a cascade of repossessed property coming onto the market would 

cause a downward spiral in house prices and hence plummeting consumer confidence.  

While the option of low gearing would minimise the danger, it is understood that high 

gearing is common and has produced great benefits for UK property investors.  This 

will not be changing soon and so this report has been written for investors with higher 

gearing. 

 

An investor will suffer severe consequences from a recession if these three 

circumstances arise:  

1. Their cash flow is negative due to high interest rates or low rent income,  

2. Cash reserves in a back up fund become exhausted, and  

3. Property price falls together with the distressed sale circumstances result in 

massive depletion in equity in the portfolio, or even negative equity, and hence 

the forced sales due to (1) and (2) lead to massive losses or even bankruptcy. 

 

Recessions in the past decades have produced conditions where such outcomes would 

be likely for many of today’s investors.  The recessions in question were those which 

started in 1973, 1980 and 1990 and each were associated with remarkably high 

interest rates.  The reasons for the high rates were largely inflation in the 1970s and 

80s, and difficulties with the ERM around 1990.  While they may well not recur, the 

very low interest rates associated with the most recent recession of 2008 were unique 

in the history of the Bank of England (from 1694).   
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 I studied Engineering at Cambridge University, gaining a First Class degree in 1983.  I worked in 

engineering research for many years before starting in property investment as a primary occupation 

from 2001.  My first property investment had been in 1986. 



An analysis of these recessions with high inflation showed that when interest rates 

rose leading into the recession, residential rents did not rise sufficiently to match the 

increased interest payments.  Thus cash flow problems would have arisen for 

investors with high gearing. 

 

The recessions with high inflation in 1973 and 1980 did not produce a fall in house 

prices because inflation masked any fall in real terms.  This provided protection from 

the most severe losses after any forced sales.  In 1990 there were falls in house prices 

because inflation was lower and did not mask the severe fall in real terms.  A repeat of 

this recession would tended to produce the most damaging outcome for today’s 

investors. 

 

The report gives ten options for preparing for recessions.  Following a selection of 

them should result in investors avoiding the worst outcomes, even if not surviving a 

recession completely unscathed.   The options largely surround three issues: 

1. Ensuring that a positive cash flow can be maintained as much as possible. 

2. Maintaining a Back Up Fund, or pre-arranged provisions to draw down 

mortgages, to provide a margin of safety if cash flow becomes negative for a 

few years. 

3. Ensuring equity is organised correctly to produce good funds from any initial 

forced sales or sales, so that subsequent forced sales are avoided. 

 

As each investment portfolio has its own characteristics, a simulation of how it would 

cope in previous recessions is a good guide to its resilience against future recessions.  

An analysis spreadsheet, ‘Property_Recession_Analysis.XLS’, is available with this 

report to enable such simulations to be performed.   

 

The analysis of recessions included the development of an estimated set of conditions 

for a future recession, this was based on patterns from earlier recessions combined 

with the outlook for inflation and interest rates in the medium term.  This estimated 

recession is included in the spreadsheet. 

   

A sample analysis of a portfolio with an 80% overall loan to value showed its 

vulnerability to severe consequences in likely future recessions.   The sample analysis 

also shows how some seemingly modest measures could greatly increase resilience, 

provided that they are based on the ten options for preparing for recessions given in 

the report.  This analysis also shows that reducing gearing is not a cost effective way 

of increasing resilience. 

 

Facing this issue and taking appropriate targeted action will greatly benefit investors, 

their tenants and the economy at large. 

 

 



Introduction 
 

I am embarrassed that I almost believed that the ‘End of Boom and Bust’ was a 

possibility.  Regular recessions seem to be as inevitable as death and taxes.  If we are 

sure another recession is coming and we are long term property investors, then it is 

almost a certainty that our property portfolio will need to survive one or more 

recessions. 

 

This report explores how you can ride out the next recession with the minimum of 

damage to your property investments.  If we - the community of Buy-to-Let investors 

- fail on this front, then we will be a major cause of misery throughout the UK as we 

will have exasperated the problems.  Imagine the chaos as an avalanche of 

repossessed investment property arrives on the sale market.  While we won’t be bailed 

out, we will be reviled every much as the bankers were after 2008.  The hate and 

derision will be justified if it is found that we made our investments without regard to 

safety measures to see us through an inevitable recession. 

 

Of course our tenants also expect us to be responsible and not leave them without a 

home when a recession arrives. 

 

But, what do we mean by ‘survive a recession’?  Ideally, it means preventing negative 

cash flow from exhausting your cash reserves, so that you avoid defaulting on any 

mortgages and hence avoid being forced to sell.  If you sell in those circumstances, 

then you’ll be likely to suffer from the property market fall that usually arises in a 

recession, and you will suffer further from your circumstances as a distressed seller.  

Either you’ll be in a hurry to sell before the bank catches up with you, or the bank will 

have taken over the sale and may even sell your property on your behalf, such as by 

auction.  

 

And what if ‘disaster’ strikes and you do have a forced sale?  If you already have 

plenty of equity in your property or properties, then you will still end up with a 

positive cash return after all the sales.  This is likely to be less than the equity 

immediately before the recession hits, but may well be more than the amount you 

originally invested.  So while not welcome, the recession would perhaps not be such a 

‘disaster’ that you regretted making the property investment. 

 

Investors with several properties may survive a recession by selling only a single 

property or a portion of their portfolio.  If this releases sufficient cash to provide 

reserves to maintain the rest of the portfolio, then the recession will have largely been 

‘survived’.  There may also be cash to provide deposits for further investment as 

Norman Lamont’s ‘green shoots of recovery’
2
 appear.  

 

However, a highly geared portfolio may fall over like a set of dominos.  The 

distressed sale of the first property may produce negative equity, which would prompt 

repossession of the next property and so on.  It is such circumstances that would be 

especially damaging to tenants and to the wider economy. 
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 Norman Lamont was the Chancellor in the recession in the early 1990s and he famously called the 

recovery, perhaps too early, using this phrase.  Near the start of a recovery would seem be the best time 

to add to a property portfolio. 



The obvious way of avoiding problems would be to invest with small loans and so 

have low gearing, or even no gearing at all.  However, it is the gearing that makes 

property attractive for so many investors and in this report it is assumed that gearing 

is significant.  It is unlikely that investors with insignificant gearing would be 

interested in a report on property and surviving recessions. 

 

This report explores how a property investor can ride out recessions, firstly Section 1 

discusses the lessons from past recessions, and then Section 2 uses this to give Ten 

Options to prepare for a future recession.  Next a spreadsheet is introduced in Section 

3 to “Give it a Test” and Section 4 discusses some example results from the 

spreadsheet to highlight issues identified earlier in the report.  Finally, some 

conclusions are drawn.  

 

 

Section 1: Lessons from Past Recessions 

 

Before we can check whether our investments will survive the next recession and 

what measures we need in place to ensure survival, we need to have some idea on 

what will happen.  A first guide is previous recessions.    

 

Before the 20
th

 C the economy was so different and economic data rather scarce. See 

Appendix 1 for sources of the data used in this report.   House price data is available 

from 1930 and so the recessions studied here are the five recessions from 1930 to 

today, listed in Table 1 below.   In these recessions, real GDP dropped significantly 

(around 5%). While there were also more minor events in 1956 and 1961, for these 

real GDP dropped by only 0.3% and 0.5% respectively, and so are not included. 

 

Table 1: Data from the 5 Most Recent Significant UK Recessions 
(Selected data on GDP, base rate, inflation, rents and house prices) 

 

Recession Start Year: 1930 1973 1980 1990 2008 

 

Real GDP drop, % 

 

 

5.8 

 

5.1 

 

4.6 

 

2.4 

 

7.2 

 

Average Bank of England Base Rates in 

3 years before recession start, % 

 

4.7 

 

7.0 

 

12.2 

 

12.2 

 

5.0 

 

Bank of England Base Rates in year 

recession starts, % 

 

3.0 

 

13.0 

 

14.0 

 

14.0 

 

2.0 

 

Average Bank of England Base Rates in 

3 years from recession start, % 

 

3.7 

 

11.9 

 

12.9 

 

10.5 

 

1.0 

 

Average CPI inflation Rates in 3 years 

before recession start 

 

-1.2 

 

7.1 

 

12.1 

 

4.1 

 

2.2 

 

Increase in interest payments over the 3 

years up to the recession, % 

 

-33 

 

86 

 

100 

 

65 

 

-56 

      



Increase in rent income over the 3 years 

up to the recession, % 

-3 10 50 42 9 

 

Average rent inflation for period from 5 

years prior to 7 years after recession, % 

 

0.6 

 

9.4 

 

11.3 

 

9.9 

 

1.9 

 

Increase in house prices over the 3 years 

up to the recession, % 

 

-3 

 

113 

 

79 

 

24 

 

0 

 

Increase in house prices from 3 years 

before to any trough in the recession, % 

 

-14 

 

146 

 

95 

 

13 

 

-5 

 

By analysing the Bank of England base rates, the 5 recessions appear to fall into two 

categories. The 1930 and 2008 recessions were preceded by Bank of England base 

rates of around 5%, while the base rates had risen to 13% or 14% in each of the 1973, 

1980 and 1990 recessions.  Furthermore, once the recession hit, the base rates dropped 

to a steady 2% and 0.5% after 1930 and 2008, while they stayed above 10% in most 

years following 1973, 1980 and 1990, (however they were down to about 6% in 1993 

and 1994). 

 

This difference in characteristics is important as the interest rates of 13% or 14% 

would spell disaster for most of today’s property investors with significant gearing, 

but we can be reasonably confident that they will not appear suddenly over a few 

months
3
. Furthermore, they are not typical.  In fact, 1973 was the first time the base 

rate had risen above 10% in its history, which extended back to 1694 and 1967 was 

the first time it had ever risen above 7% (with the exception of 8% in 1857). 

Moreover, since 1991 rates have not exceeded 7.25%.  In hindsight, it appears to have 

been a rouge 20 years of madness. 

 

The reason for the high rates, in my layman’s understanding, was the need to control 

inflation in the 1970s and early 80s and to keep Sterling within the European ERM 

around 1990. The use of a rise in interest rates to control inflation is a key aspect of 

Monetary Policy which has been applied at least since the 1970s is still applied by the 

Bank of England.
4
 Certainly the period of above 10% inflation through the 1970s was 

unique in the long history of the Bank of England, with only the First World War 

coming even close.  Moreover, by today’s standards, inflation was high in 1990 and 

1991 as well, with CPI inflation at about 7%. In contrast,  around 2008 inflation was 

approximately 3% and actual deflation around 1930.   

 

Therefore, if high interest rates are the danger, then they may well be associated with 

high inflation.  So, how will this impact on the property investor with significant 

mortgages?  Perhaps the rise in interest payments may be matched by an inflation-
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 For example in March 2015 the BBC’s Robert Peston spoke of a “slim chance of an interest rate rise 

till the autumn of 2016 or later” (www.bbc.co.uk/news/business-32033926). With interest rates 

currently less than a 25
th

 of those 13%-plus rates, any transition would be very gradual. 
4
 The Bank of England set out here the link between interest rates and inflation: 

www.bankofengland.co.uk/monetarypolicy/Pages/how.aspx 

From the 1970s, more attention was paid to monetary policy. This was partly because of the collapse of 

the fixed exchange rate regime in 1971 and the advent of floating exchange rates. (See 

www.bized.co.uk/virtual/bank/economics/mpol/history.htm) 



induced rise in rents?  Using the analysis in Table 1, it is shown that rents did tend to 

rise in the period leading up to and during recessions with high interest rates, at about 

10% p.a..  However, although a sufficient rent rise would be fine for the investor, the 

detailed data available does not provide reassurance.  Rent rises were not sufficient in 

the periods leading up to the 1973, 1980 and 1990 recessions to offset the rises in 

interest payments.   Figure 1, below, illustrates this point. The graph gives rent rises 

for the periods when interest rates rise using data from 1920 to today, (but there was 

no rent data for mid-century).   

 

Figure 1: Rent rises as interest rates rise 

  

 

Each point on the graph shows a 3 year period over which the BoE base rate 

increased, the horizontal axis gives the increase in interest payments, with the 

simplifying assumption that base rates equal mortgage interest rates.  The vertical axis 

gives the equivalent increase in rents which would be available to pay the increased 

interest.  The blue points on the left of the graph are good news for property investors 

because they show the rent increases were similar to or above increases in interest 

payments (i.e. near or above the 1:1 line).  The four recent exceptions are astounding, 

however.  They happen to be the exact same years that the three high-interest-rate 

recessions hit: 1973, 1980 and 1990, plus one of the subsequent years, 1974.   

 

Therefore, the very years for which a property investor would hope his rent increases 

would cover increases in interest rates were the very years for which this was 

spectacularly not the case. 

 

Would investors with fixed rates fare better?  Certainly yes if they were on long term 

fixes, such as for 10 years, but that is very unusual.  Even investors with fixes as long 

as 5 years would need to be lucky, because the new fixed rates available after the 5 



years would reflect the base rate current at that time.  They would need to fix rates 

with perfect timing so that it did not end in a period when base rates had risen above 

rents.  

 

The recession from 2008 showed no concerns regarding interest rate rises, further 

illustrated by Figure 1, and the 1930 recession was also associated with relatively low 

rates
5
.     

 

As discussed in the Introduction, rising house prices provide some safety for the 

property investor, because a forced sale of one or more properties will release equity.  

However, this applies only so long as the investor has not released the equity and 

spent it on high living or used it to provide deposits for further purchases.  The three 

high-interest-rate recessions (1973, 1980 and 1990) were each proceeded by the 

classic period of ‘winners curse’ property price inflation
6
.  Investors with even highly 

geared portfolios three years out before the recessions of 1973 and 1980 would have 

comfortably avoided bankruptcy despite the forced sales, but only if they had not 

released equity.   

 

In the recessions for which house prices dipped, the trough was about two years into 

the recession, in 1932, 1992 and 2009.  In Table 1, the last row of recession data 

compares house prices three years before the recession up to the first trough year, or 

two years in if there was no trough.  It highlights large increases in house prices for 

1973 and 1980, 146% and 95% respectively, with the 1990 recession also showing a 

13% increase in prices over the period.  Thus for all the recessions with high interest 

rates, and so a danger of forced sales, investors could avoid serious losses even after a 

forced sale, provided that they did not release equity in the last years of the boom. 

 

The 1930 and 2008 recessions showed price drops, but with the low and falling 

interest rates, forced sales would be avoided. 

 

This then demonstrates that wise investors should be able to avoid disaster in future 

recessions if the patterns from the last 5 recessions are maintained.  If a future 

recession is of the low interest rate type, then interest rates should stay low, or even 

drop as they did in the periods from 1930 and 2008, while rents should remain steady 

or rise marginally.   

 

Meanwhile if a recession is of the high interest rate type, then an investor who avoids 

releasing equity during the ‘winners curse’ (the period of high house price rises prior 

to a recession) will have sufficient equity to make use of the funds even from forced 

sales of property.  If only a portion of the property in a portfolio is sold, it should 

provide sufficient equity to enable cash flow to be maintained while the recession is 

rode out.  Even if the entire portfolio is sold, positive cash should still be able to be 

taken after the sales. 
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 There was a fluctuation in interest rates in the early 1930s, for example the base rate rose to 6% for 

just 1931 and returned to below 3% in 1934 and thereafter. For the sake of completeness, this 

fluctuation is shown in the yellow points on the graph. 
6
The jargon term ‘winners curse’ relates to the end of a property boom, when the earlier rises in prices 

drives demand and those that buy at this time are likely to be cursed by falling prices and perhaps loan 

values exceeding property values. 



 

Section 2: Ten Options to Prepare for a Future Recession 
 

The analysis of past recessions now helps inform strategies to survive future 

recessions.  As has been the theme throughout, the twin approaches are firstly, 

preventing the need to sell property, and secondly, should a sale or sales be required, 

that they yield sufficient funds to keep the rest of the portfolio solvent or to leave the 

investor in a positive cash position. 

 

The obvious measure of a massive reduction in gearing is not listed here, as it is not 

feasible for most investors with significant gearing. 

 

1. Ensure a Good yield 

Taking the first approach, the obvious measure is to have property with good gross 

yields.  Maintaining a positive cash flow is the sure way to prevent defaulting on a 

mortgage.  If you invest in property without regard to cash flow and solely seek a 

capital return, the strategy may well work in the good times when you can afford to 

pay the mortgage with your other income.  However, when a recession approaches 

and interest rates rise, then your risk of a forced sale is large.  A forced sale is not the 

route to good capital growth. 

 

2. Recession-proof letting 

In a recession tenants who have freedom to reduce their outgoings by downsizing will 

do just that, so luxury properties will lose demand.  But even in a recession people 

have to live somewhere and the smaller and less swanky properties will keep or 

increase demand, which means few voids and healthy rents.  It seems wise then to 

avoid properties such as the most fashionable apartments and the biggest and most 

expensive houses if your investment is to be resilient in a recession.   

 

Furthermore, it is possible that the North-South divide in rents will close in a 

recession as the Southern economy is more reliant on the private sector.  For example, 

residential rents across England fell by 1.3% in the year to April 2010, the worst 

month of the recession, but they were still growing in the North West, North East and 

Yorkshire.   They were falling by 1.6% in London and 2% in the South East. 

Therefore, property portfolios based in the ‘North’ should be more recession-proof. 

 

In each of these considerations, it seems that properties with good yields (smaller, less 

luxurious and Northern) tend also to have the general characteristics to help them 

maintain rental demand during a recession.  Thus, the Options (1) and (2) work 

together to help rent levels and minimise voids. 

 

3. Fixed rate mortgages 

In theory, a fixed rate mortgage is the perfect way to protect against the rising interest 

rates as a recession approaches.
7
  But as has been mentioned already, this would be 

fine only if you could guarantee that the fixed rate period did not end when interest 

rates were high and any new fixed rate on offer would also be high.  The analysis of 

previous recessions in Section 1 has confirmed that unusually high interest rates are 

                                                
7
 The option to hedge against increasing rates with a special financial product does not seem available 

for property investors even with quite large portfolios.   Some short term products may be available, 

but only long term ones would provide the protection required. 



associated with high inflation, which will increase rents.  This suggests that there 

could be scope to build up cash reserves at the fixed rates ready for the crisis when the 

fixed rate ends.  This judgement call is difficult to make and the facility to test out 

options with an analysis spreadsheet, as described later, may be helpful.  

 

4. Interest only mortgages 

A simpler choice to make is the one between repayment and interest-only mortgages, 

where interest-only is clearly the winner.  Having control over the repayment aspect 

of the mortgage will give an investor a significant advantage when cash flow is 

threatened in the worst of a recession.  This as follows: rental profits will be helped by 

paying just the interest of your loan, rather than interest and repayments, the profits 

will be available to build cash reserves which will be of immense help in the 

recession.  In contrast, using profit to make mortgage repayments will increase capital 

and reduce the loan, but this will only marginally improve cash flow in the recession.   

 

A further, and equally significant, reason to choose interest only mortgages is that any 

repayment component of a mortgage will still be required in the recession and so will 

add to the cash flow difficulties at just the wrong time.   

 

5. Drawdown facilities on a mortgage 

Before moving on from options regarding mortgages, a mortgage with a drawdown 

facility would be a perfect alternative to a repayment mortgage.  If overpayments can 

later be withdrawn without the need for permission, or additional borrowing can be 

agreed with the freedom to draw it down at any time, then an investor is well set up to 

ride out a recession.  If cash flow becomes tight, the drawdown can be made at 

exactly the time when other landlords will not be able to borrow additional funds. 

 

6. Flexibility on alternative income 

Having the flexibility to increase non-property income in a recession would be 

helpful.  For example, maintaining professional status to ease a return to the 

workplace, so that you need not rely on property for living expenses in a crisis.  Or 

buy a home suited to taking lodgers if times are difficult.  Or do not be a homeowner, 

but rent instead, so that you can easily downsize and use the savings to help cash flow 

in a crisis. Basically, it is important to think through what you could put in place now 

to provide flexibility for better cash flow should it be needed. 

 

7. Back Up Fund 

This may be the most important measure, along with (9).  It is common for astute 

investors to have a fund available to help ride out voids and enable emergency repairs. 

However, this fund can also have dual purpose as a buffer against interest rate rises.  

Obviously the fund would need to be much larger and in general, the more highly 

geared the portfolio, the larger the fund should be. So the key question is, given your 

portfolio, how large a Back Up Fund is required? 

 

The history of recent recessions does suggest that the worst of the crisis will usually 

pass quite quickly.  Interest rates fall in the years after the recession arrives, so the 

fund is not for long term support of the investments.  The analysis spreadsheet, which 

is explained in the following section, is key here, as it will help in determining the 

size of the fund required for your circumstances. 

 



The fund may not be just in easy access savings accounts; it could equally be agreed 

drawdown facilities on loans (see 5 above), including perhaps the mortgage on your 

own home.  Alternatively, it can be sourced by taking equity out of properties and 

then banking it.  Either way, in a recession, it is better to have emergency funds 

available and a temporary negative cash flow, than to have no funds and a smaller 

negative cash flow.  Only in the latter case will you be forced to sell properties. 

 

8. Have equity in a few properties 

It is better to have equity concentrated in only a few properties in a portfolio than to 

have equity evenly spread across the portfolio.  Then, if properties must be sold when 

cash flow is negative and reserves are exhausted, a suitable property or properties for 

sale will be available.  In contrast, if equity is evenly spread, then the drop in values 

together with the distressed sale circumstances may result in no equity being available 

at all, perhaps leading to bankruptcy.  This should not be the case if the same equity is 

concentrated, as just one sale may be sufficient to provide funds to keep the rest of the 

portfolio solvent. 

 

It is important to note that there is a short term penalty in concentrating equity, 

because the loan-to-value ratios will be larger for the other properties, leading to less 

favourable interest rates.  However, the long term success of the investment should 

outweigh this. 

 

9. Don’t use up equity in winner’s curse 

The period when property prices rise leading up to the next crash, the period often 

called the “winner’s curse”, is the time to be careful.  Yachts and fast cars can wait.   

Taking equity out of the portfolio to provide a Back Up Fund is a great move, but to 

fund high living, perhaps not.  Even worse would be to accelerate the expansion of the 

portfolio, spreading the equity thinly across new properties and increasing loans.  

Along with (7), this is the most important option and it is simply a “don’t” rather than 

a “do”. 

 

A lot can be said on knowing whether, at any particular time, the winners curse period 

applies.   Watching for the familiar headlines will help, headlines such as on 

gazumping or on ten people chasing each other to snap up a shoebox that has just 

come onto the market. A familiarity with the property cycle will also help identify the 

winners curse period
8
. 

 

10. Sell low yield property during the winners curse 

The winners curse is the perfect time to sell.  If you have invested more on properties 

for capital growth rather than yield, then you have to sell to get the return
9
.  The sale 

proceeds will enhance the Back Up Fund.  A risk is that if you sell before the top of 

the market you will lose out, however, this is tiny compared to the alternative of 

holding on and having to sell your low yield property (or even more properties) in the 

worst of the recession storm, in which case you will lose rather more. 

 

                                                
8
 If you are accessing this report via the Property Hub or having heard The Property Podcast, then you 

should be familiar with the property cycle.  Another resource to investigate it could be 

http://www.theascendantstrategy.com/economic-cycles/ where an 18 year cycle is argued for. 
9
 It could be said that equity could be withdrawn by extending loans, but low yields will limit the 

equity that can be taken out.   



 

Section 3: Give it a Test 
 

The effectiveness of the options outlined in Section 2 will depend on the specifics of 

an investor’s portfolio and their other financial circumstances.  It will also depend on 

the characteristics of the recession.  The best way to assess the likelihood that a 

property portfolio will survive a recession is to simulate the cash flow and property 

values during a recession by using data based on past recessions and predictions of a 

future one.  A spreadsheet, ‘Property_Recession_Analysis.XLS’, accompanying this 

report has been prepared to do just that. 

 

The details of an investor’s portfolio are input to the spreadsheet along with their 

other financial circumstances and the data from the five recessions analysed here 

(1930, 1973, 1980, 1990 and 2008) are used to track the impact.  A quick analysis is 

available based on the assumption that the investor will not sell properties unless cash 

flow is negative and the reserves (the Back Up Fund) have been exhausted.  When 

that occurs, it is assumed that the investor will be forced to sell the whole portfolio 

and the net gain or losses from this are calculated.  This gives a broad picture without 

the need to enter details for each property. 

 

The ‘Property_Recession_Analysis.XLS’ spreadsheet also enables details of each 

property to be entered individually and then the choice of which property to sell and 

when is given to the user.  In this way the user can use ‘trial and error’ to derive a 

suitable sequence of sales.  This sequence would then need to be checked out for each 

other historic recession of interest. 

 

A key aspect of the analysis is how the transition from current conditions to those of a 

recession may arise.  The spreadsheet can be set up to simulate a recession that starts 

‘next year’ with a consequent jump in interest rates
10

 to those applying at the start 

year of the recession being analysed.  The result may be somewhat brutal for those 

recessions that started with base rates around 14%: 1973, 1980 and 1990.   

 

A sudden jump to 14% base rates in a non-inflationary economic climate may be 

considered so unlikely that any analysis based on it is not worthwhile.  Therefore, the 

spreadsheet can allow the user to apply moderated base rates for these historic 

recessions.   The vital question is then, what base rates should we expect leading up to 

a recession?  Certainly the current rates in early 2015 of 0.5% are far from 

representative as they are intended to help recovery from the previous downturn. 

 

Figure 2 graphically represents the long term Bank of England base interest rates. 

Note how the 1970s to early 1990s were so anomalous. 
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 This jump is not an issue for the other data - on rents, consumer prices and house prices - which 

describe merely changes found during the recessions rather than the absolute rates.    



 

 

 

 

 

Figure 2: Late 20thC Bank of England Interest Rates in Context 

 

 

The average base rates in the three years prior to the recessions of 1930 and 2008 are 

shown in Table 1 above as 4.7% and 5.0% and this is reflected by the earlier 

recessions, as illustrated in Table 2 below. 

 

Table 2: Bank of England Base Rates leading into UK Recessions 
 

Recession Average base rates in the 

3 years prior to the 

recession, % 

1812 5.0 

1857 6.0 

1867 5.5 

1873 3.5 

1919 5.3 

1930 4.7 

2008 5.0 

 

The average of the values in Table 2 is 5%, which agrees with the values for 1930 and 

2008.  Therefore, using all the historical data, the overall Bank of England base rate is 

on average typically 5.0% for the three years prior to a recession.  This value is then 

taken as the reference rate leading into a recession for use in the analysis if moderated 

base rates are used for the 1973, 1980 and 1990 recessions.  Consequentially, the base 

rate reduces the peak interest rates for each of the analysed recessions, which are 

individually given in Table 3 below.  

 

 

 



Table 3: Calculation of Moderated Base Rates for 1973, 1980 and 1990 

Recessions 

 

Recession Actual 

peak base 

rate, % 

Average 

in 3 years 

prior, % 

Moderated 

peak base rate, 

% 

1973 14.3 7.0 10.2 

1980 17.0 12.2 7.0 

1990 15.0 12.2 6.2 

 

Using these assumptions,  property portfolios can  be ‘road tested’ with the 1973, 

1980 and 1990 recessions using both actual conditions and with interest rates 

reflecting a more plausible future scenario.  The 1930 and 2008 recessions did not 

have these amazingly high interest rates, so no moderation of them is required. 

 

The ‘Property_Recession_Analysis.XLS’ spreadsheet also includes an ‘estimated 

recession’ to test against a portfolio.  The interest rates and inflation for rents, 

consumer prices and house prices are set from a consolidation of earlier experience 

and current policy.  This work is described in Appendix 2. 

 

Data from any or each of the recessions can also be edited before being used in a test 

as required, using the facility 'Build-Your-Own' recession. 

 

Most recessions are preceded by a boom and the analysis allows for this boom period 

to be included in the analysis.  For example, if your portfolio would not survive a 

recession if it occurred next year, it might survive the same one if it was preceded by 

a typical boom period and the advice in options 9 and/or10 were followed.  To test for 

this a simulation starting 3 years before a recession can be selected in the spreadsheet 

analysis instead of the default of the recession starting year. 

 

An investor should be well set up to ride out a recession if a strategy is developed that 

produces good results in the simulation for all recession scenarios that the investor 

considers plausible.  

 

 

 

Section 4: Example Results 

 

Let us take as an example investor with five flats in the South East worth £200,000 

each (£1,000,000 in total) with 80% loans over the portfolio (£800,000) all on 

variable rates at 2% above base rates.  He/she has rents equivalent to a gross yield of 

6% (£60,000) of which £12,000 is spent on costs.  The investor does not need to take 

funds from the portfolio’s rent income but neither does he/she have spare personal 

income to help cash flow.  But the cash reserves in a Back Up Fund are only £5,000.   

If sales are made, the current capital gain of £500,000 must be considered in the 

potential sale proceeds that will be available after Capital Gains Tax.  Reasonable 

assumptions are made regarding the voids, loss of sale value due to a distressed sale 

and other matters, including that only the moderated base rates should be used in the 

analysis. 

 



For this investor, the ‘Property_Recession_Analysis.XLS’ spreadsheet shows that 

there will be forced sales under the conditions of the 1930, 1973, 1980 & 1990 

recessions and the estimated recession.  If the whole portfolio is sold, this will end in 

debts exceeding sale returns for all but the 1973 recession.  The investor’s home 

would probably need to be sold to avoid bankruptcy.  Only the 2008 recession did not 

result in forced sales, as has been experienced by many investors in this recession.  A 

vital side note here is that the ease of survival of the 2008 recession should not give us 

cause to be complacent. 

 

The small cash reserve contributed to this vulnerability and an increase from £5,000 

to £15,000 is sufficient to avoid forced sales under any of the recessions except the 

1973 one (which was less punishing regarding forced sales).  Other measures which 

produced this good or acceptable outcome for all recessions included: 

  

• an improvement in gross yield from 6% to 7%,  

• having a fixed mortgage (at 4%) with 3 years of fixed rate remaining and  

• finding £6,000 per year of cash to put into the property investment.   

 

The portfolio consists in 5 flats each worth £200,000 and the spreadsheet analysis 

shows that the distribution of equity is important.   If the equity is evenly spread with 

each flat having a loan to value ratio of 80%, then all flats would be forced to be sold 

for all the recessions except 1973 when one flat could be retained, but if equity is 

more concentrated in one flat with LTV of 60% while the other 4 have 85%
11

, then 

the sale of just the low LTV flat is usually sufficient.   Only for the 1973 recession 

does more than just one flat need selling.  This outcome is nearly as good. 

 

Thus, well-targeted adjustments can be fairly modest and low-cost and yet still 

achieve good resilience in a recession.  In contrast, less well-targeted changes turn out 

to be quite expensive.  In particular, the reduction in mortgages required to provide 

the same resilience as described above (forced sales only for the 1973 recession) is 

£75,000.  That would be a reduction of the whole portfolio’s loan to value ratio from 

80% to 72.5%.   Targeting the reduction in mortgages into just one flat would help 

reduce the funds required, a reduction by only £30,000 in the mortgage of that flat 

would suffice, instead of £75,000 if it is spread across the portfolio evenly.   

 

This example has shown how vulnerable a portfolio can be in a recession.  But it has 

also shown how some seemingly modest measures can greatly improve resilience for 

the portfolio, provided that they are well targeted. 

 

 

 

Conclusions 
 

Property investors with portfolios that use significant gearing are in danger of 

punishing losses in a recession.  The knock-on impact to the UK economy could be 

seriously damaging. 
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 A 0.3% increase in variable rate due to the higher LTV of the 4 flats was included in the analysis. 



While the option of low gearing would minimise the danger, it is understood that high 

gearing is common and has produced great benefits for UK investors.  This report has 

been written for investors with higher gearing. 

 

An investor will suffer severe consequences from a recession if three circumstances 

prevail:  

1 Cash flow is negative due to high interest rates or low rent income,  

2 Cash reserves in a back up fund become exhausted, and  

3 Property prices and forced sale conditions result in massive depletion in equity 

in the portfolio, or even negative equity, and hence possible bankruptcy. 

 

Recessions in the past decades have produced conditions where such outcomes would 

be likely for many of today’s investors.  The recessions in question were those which 

started in 1973, 1980 and 1990 and each were associated with remarkably high 

interest rates.  The reasons for the high rates were largely inflation in the 1970s and 

80s, and difficulties with the ERM around 1990.  They may well not recur.  On the 

other hand the very low interest rate associated with the most recent recession of 2008 

is unique in the history of the Bank of England (from 1694).  Rates around 5% are a 

far more reasonable expectation.   

 

An analysis of these recessions with high inflation showed that when interest rates 

rose leading into the recession, residential rents did not rise sufficiently to match the 

increased interest payments.  Thus serious cash flow problems would have arisen for 

investors with high gearing. 

 

The typical more highly geared investor will find that his portfolio would not survive 

a typical recession from the past 100 years without some forced sales, even perhaps 

the forced sale of the entire portfolio.  The 2008 recession is not a good guide and the 

very low interest rates make it likely to be the only exception for many portfolios. 

 

Ten options for preparing for recessions have been given and following a selection of 

them should result in investors avoiding the worst outcomes, even if not surviving a 

recession completely unscathed.   The options largely surround three issues: 

1 Ensuring a positive cash flow can be maintained as much as possible. 

2 Maintaining a Back Up Fund, or pre-arranged provisions to draw down 

mortgages, to provide a margin of safety if cash flow becomes negative for a 

few years. 

3 Ensuring equity is organised correctly to produce funds at any first forced 

sales, so that subsequent forced sales are avoided. 

 

As each investment portfolio has its own characteristics, a simulation of how it would 

cope in previous recessions is a good guide to its resilience against future recessions.  

An analysis spreadsheet, ‘Property_Recession_Analysis.XLS’, is available with this 

report to enable such simulations to be performed.   

 

The analysis here has included developing an estimated set of conditions for a future 

recession, based on patterns from earlier recessions combined with the outlook for 

inflation and interest rates for the medium term.  This estimated recession is included 

in the spreadsheet. 

   



A sample analysis of a portfolio with an 80% overall loan to value showed its 

vulnerability to severe consequences in likely future recessions.   The sample analysis 

also shows how some seemingly modest measures could greatly increase resilience, 

provided that they are well directed and based on the ten options for preparing for 

recessions given in the report.  Poorly targeted measures, such as reducing gearing 

evenly across the portfolio, require vastly more funds to achieve the same effect. 

 

The sample portfolio with an 80% loan to value failed to survive any recession except 

the one from 2008.  This emphasises the earlier conclusion that the ease of survival 

that is found for the 2008 recession should not give us cause to be complacent. 

 

Facing this issue and taking appropriate targeted action will greatly benefit investors, 

their tenants and the economy at large. 

 

 

 



Appendix 1 – Sources of Data 
 

Bank of England base rates and Consumer Price Inflation  data  

 

The Bank of England base rates and CPI data was taken from Excel files downloaded 

from the Bank of England website:  

 

http://www.bankofengland.co.uk/Pages/Search.aspx?k=three%20centuries        

 

The dates and characteristics of the UK recessions were taken from:  

 

http://en.wikipedia.org/wiki/List_of_recessions_in_the_United_Kingdom 

 

Residential Rents 

 

The Office for National Statistics provided data on recent rents.  Data on UK 

residential rents are available from 2005.   

 

The Bank of England data resource above yielded the earlier rents from ""Historical 

statistics of housing in Britain, A E Holmans" Tables H.2 on page 242, H.4 on page 

243 and H154 on page 251.  Unfortunately, between 1966 and 1994 the only data 

available was for “regulated private sector tenancies”.  This may not have reflected 

market rents in the private rented sector, but while regulated rents were probably 

lower than full free-market rents, they were set to reflect those rents.  So it seems that 

they do provide reasonable information on rent changes, which is the purpose for 

which they are used here.  Comparisons of changes were possible from 1995 to 2000, 

and the regulated rents increased by 46% which was more than the “Index of house 

rents” at 35%.  I also compared rent increases from 1980 to 1988 taken for 2 bedroom 

properties in central Reading (using the archive of the Reading Chronicle) again 

regulated rents increased by more: 135% compared against 91%.  At minimum we 

can conclude that the use of regulated rents does not produce an underestimate for 

rent increases, as may have been suspected. 

 

A further difficulty here is that rental price controls in the UK were only substantially 

repealed with the Housing Act 1988. 

 

House Prices 

 

House price indices from the Nationwide and Halifax Building Societies dating back 

to the 1950s were used:  

 

http://www.nationwide.co.uk/about/house-price-index/download-data#xtab:uk-series 

 

http://www.lloydsbankinggroup.com/media/economic-insight/halifax-house-price-

index/ 

 

For the 1930's ONS data was used: "Table 502 Housing market: house prices from 

1930"   

 



The Bank of England Excel files mentioned above also had data on “Cost of new 

private houses”, again taken from “Historical statistics of housing in Britain, A E 

Holmans”, Table I.18, page 286.  This was used to extend the market price data back 

to the mid 1920s. 



Appendix 2 - Realistic Estimates for Future Recession Statistics 

 
While past recessions are a good guide to the kind of conditions a property portfolio 

may face in the future, an accurate prediction of the next recession would be 

perfection.  As this is not possible I will seek to provide some estimates here. 

 

 I am a property investor, not an economist, so you may claim that the estimates I 

derive are not likely to be representative.  While this is completely fair, I can claim 

that experts better than myself did not fare well in predicting the last recession. 

 

I will base the estimates on past behaviour where possible, because the attitude ‘this 

time it is different’ has been so damaging in the lead up to previous recessions. 

 

Bank of England base rates 

 

The most important factor is the Bank of England base rates.  Discussion in the report 

has shown that 5% is a suitable rate to use for the years before a recession.  The graph 

below show how rates varied through the recessions since 1800, with the 1973 to 

1990 recessions omitted.  Those recessions were associated with extremely high 

inflation and it appears that high inflation is not a significant problem for the 

foreseeable future in 2015.  An estimate line has been added to provide a margin of 

error on the side of safety, as most of the data lies on or below the line, and for 1930 

& 2008, well below the line. 

 

 

 

Rent rises 

 



In all the recessions for which there is data, rents showed a steady rising trend over 

the period from 5 years prior to the recession through to 7 years after.  The data is 

shown below 

 

Recession Average rent inflation 

from 5 years before to 7 

years after recession 

arrives, % 

1873 1.4 

1919 2.0 

1930 0.6 

1973 9.4 

1980 11.3 

1990 9.9 

2008 1.9 

 

The high inflation is reflected in the rent data for the 1973, 1980 and 1990 recessions.  

If these are to be excluded from the base rate estimates, then it would introduce 

considerable distortion to include them in the rent estimates.  Hence these 3 recessions 

have also been excluded from the rent inflation estimates.  The average comes to 

1.5% inflation and this can be used. 

 

House prices 

 

Again the high inflation associated with the 1973, 1980 and 1990 recessions had a 

massive distorting effect on house prices during those recessions, especially 1973 and 

1980 where inflation masked a real drop in prices.  The graph below shows house 

prices after they have been adjusted for inflation.  

 

 



The price falls after a pre-recession peak is apparent in each recession in the record 

(except in 1973 the recession started in the year of the peak).  The same effect 

occurred in 1930, but with gentler changes, while no data is available for earlier 

recessions.   The data is adjusted in the graph below, again using the CPI index, and is 

shown relative to the peak for each recession.  Once inflation is adjusted for in this 

way, there seems to be no obvious distinction between the 1973 to 1980 recessions 

and the other two, so an estimate line has been set based on all of them.  As before it 

is set on the safe side, with price rises before the peak less than average and falls after 

on or just below average. 

 

 

 

 

CPI inflation 

 

The estimate for the consumer price inflation rate is less critical as the rent inflation is 

taken separately.   However, it is used to convert the house prices without CPI as 

shown just above into prices in real terms.  As the Bank of England seeks to keep long 

term CPI inflation at 2%, this is taken as the estimate. 

 

 

 

 

 

 


