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House prices rise for second time in three months
e House prices rose by 1.2% in May
¢ Annual rate of decline improves sharply from -15.0%6 to -11.3%b

e Low supply levels may explain some of the improvement in price trends

Headlines May 2009 April 2009
Monthly index * Q1 '93 = 100 304.6 300.9
Monthly change* 1.2% -0.3%
Annual change -11.3% -15.0%
Average price £154,016 £151,861

* seasonally adjusted

Commenting on the figures Martin Gahbauer, Nationwide's Chief Economist, said:

“The price of a typical house rose by 1.2% in May, providing further evidence of some improvement in
housing market conditions over the last few months. At £154,016, the average house price is still 11.3%
lower than a year ago, although this marks a significant improvement from the annual decline of 15.0%
recorded in April. The 3 month on 3 month rate of change — a smoother indicator of

short-term price trends — rose from -3.0% in April to -0.5% in May and now stands at its highest level
since January 2008.

“Although the short-term trend in house prices has clearly improved from where it was at the beginning
of the year, it is still too early to say that the market is turning definitively. During the downturn of the
early 1990s, there were many months during which prices rose, only to fall back down again in
subsequent periods. In the current downturn, the combination of rapidly rising unemployment and tight
access to credit implies that the last of the price declines has probably not been seen yet. Nonetheless,
the improvement in house price trends is consistent with signs of stabilisation in several other economic
indicators and suggests that any further price declines may occur at a less rapid pace than in 2008.

Supply dynamics may explain some of the recent improvement in house price trends

“The movement of house prices ultimately depends on the balance of demand and supply of houses on
the market. One timely indicator of the supply-demand balance is the ratio of sales to unsold stock,
published monthly by the Royal Institution of Chartered Surveyors. For most of 2008, this measure was
on a steady declining trend, consistent with the acceleration of house price falls as the year progressed.
Although it remains at a very low level by historical standards and continues to point to further house
price declines, the ratio has recently stabilised somewhat and this probably explains some of the
improvement in price trends over the last few months.

Sales-to-stock ratio and completions

Nationwide

England: Residential housing starts

Source: RICS Source: DCLG
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“It is not yet certain, however, whether the sales-to-stock ratio will rise on a more sustained basis over
the coming months. House sales still remain close to record lows, so that the improvement in the
supply-demand balance is so far mostly attributable to a decline in the stock of property on estate
agents’ books. There are several possible reasons why stock levels are falling. First, the rate at which
additional property is coming onto the market could be lower than the rate of sales. This may be the
case if many potential sellers are holding back from putting their homes on the market for fear of not
being able to obtain their desired price in the current economic conditions, or if few new homes are
being built. The latter is certainly the case, as builders have retrenched and housing starts have reached
all-time record lows. Second, unsold stock levels could fall if existing sellers give up and withdraw their
properties from the sales market, either by letting them out or choosing not to move for the time being.
Recent anecdotal evidence suggests that there has been a large rise in sellers choosing to let their
properties instead of holding out for a buyer, which could explain at least part of the fall in stock levels.
“While supply dynamics in the market Letting instructions and rent expectations
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sellers to test the market in the coming

months. Moreover, the surge in Source: RICS Residential Lettings Survey

“reluctant landlords” has increased the

supply of property in the rental market and pushed down on surveyors’ expectations of achievable rents,
making it more difficult for existing sellers to pursue the option of letting their properties out if they
can't sell. Trends in the rental market and their potential impact on supply levels in the sales market will,
therefore, be worth watching closely.

“If the supply of homes onto the market does increase, the recent moderation in the pace of house
price falls may not be sustained. However, the ultimate outcome for prices depends as much on the
development of demand as it does on supply dynamics. Survey evidence suggests that buyer interest
has picked up strongly in response to lower prices and lower interest rates. If this buyer interest
translates into actual sales and outweighs any potential increases in supply, then the recent moderation
in price falls may continue. For the moment, however, it is unclear how the balance between supply and
demand will ultimately work through in the coming months.”

Martin Gahbauer Roy Beale

Chief Economist Media Relations Officer

Tel: 01793 655434 Tel: 01793 655689
martin.gahbauer@nationwide.co.uk roy.beale@nationwide.co.uk
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Average UK House Price Long Term Real House Price Trend

Base: Q1 2008 Trend: 2.9% per annum
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Historical Data

Ql Q1 Q1 Q1 Q1 Q1 Q1 Q1 Q1 Q1 Q1 Q1 Q1 Q1 Q1 Q1
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3 Months on Previous 3 Months % Change

Month Monthly Index Monthly Change | Latest 3 months on Monthly Index Annual Change Average Price
Q193 =100 % previous 3 months Q193 =100 % £
seasonally adjusted % change not seasonally adjusted
2008 May 343.3 -3.0 -3.6 346.3 -4.4 173,583
Jun 339.6 -1.1 -4.5 343.9 -6.3 172,415
Jul 333.8 -1.7 -5.4 337.8 -8.1 169,316
Aug 327.6 -1.9 -5.2 328.5 -10.5 164,654
Sep 322.2 -1.6 -5.1 322.8 -12.4 161,797
Oct 317.7 -1.4 -4.8 316.9 -14.6 158,872
Nov 316.5 -0.4 -4.5 316.1 -13.9 158,442
Dec 308.3 -2.6 -4.2 305.3 -15.9 153,048
Jan 304.6 -1.2 -3.9 300.2 -16.6 150,501
Feb 298.9 -1.9 -4.7 294.7 -17.6 147,746
Mar 301.9 1.0 -3.9 301.1 -15.7 150,946
Apr 300.9 -0.3 -3.0 302.9 -15.0 151,861
2009 May 304.6 1.2 -0.5 307.2 -11.3 154,016
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Notes:

Indices and average prices are produced using Nationwide's updated mix adjusted House Price
Methodology which was introduced with effect from the first quarter of 1995. Price indices are
seasonally adjusted using the US Bureau of the Census X12 method. Currently the calculations are
based on a monthly data series starting from January 1991. Figures are recalculated each month which
may result in revisions to historical data.

The Nationwide Monthly House Price Index is prepared from information which we believe is collated
with care, but no representation is made as to its accuracy or completeness. We reserve the right to
vary our methodology and to edit or discontinue the whole or any part of the Index at any time, for
regulatory or other reasons. Persons seeking to place reliance on the Index for their own or third party
commercial purposes do so entirely at their own risk. All changes are nominal and do not allow for
inflation.

More information on the house price index methodology along with time series data and archives of
housing research can be found at www.nationwide.co.uk/hpi

Photographs of our economists are available at: www.nationwide.co.uk/mediacentre/economist.asp
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