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Senior Government Officials present 

Distinguished Members of the Real Estate Community, 

Members of the various Land Boards 

Invited Guests in your respective capacities, 

Ladies and Gentlemen 
 
 
I am pleased to welcome you all to this half day workshop on Real Estate Prices 

and Financial Stability. Bank of Uganda is very honored to co-host this 

workshop with the Uganda Bureau of Statistics and the Ministry of Lands, 

Housing and Urban Development. This event is part of a collaborative effort by 

the three agencies to promote the development of reliable, timely and consistent 

statistics on real estate prices, which will support policy initiatives to promote 

macroeconomic stability in Uganda and will be disseminated freely to the 

public.  

 

Today, I wish to discuss three main issues that relate to the theme of this 

workshop; the importance of real estate price indices for price and financial 

stability, the lessons from recent experiences that provide a rationale for their 

collection and explain the role of government regulatory institutions in this 

exercise. 

 

While housing meets a fundamental human need, it also has wider economic 

significance. The Bank of Uganda cares about the real estate market because it 

can affect both price and financial stability.  

 

Let me address the link with price stability first. The objective of Ugandan 

monetary policy is low and stable inflation, defined as a 5 per cent annual rate 

of increase in the consumer price index (CPI). Real estate can influence 
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inflation in three principal ways. First, it is a major element of the CPI, 

accounting for about a tenth of the basket of goods and services that make up 

the index. Any volatility in real estate prices will have a significant impact on 

the consumer price index and inflation. Second, the real estate sector is a critical 

sector of the economy accounting for a significant use of resources, thereby 

influencing wages and prices more generally. In 2011/12 the real estate sector 

grew by 5.8 percent – a faster rate of expansion than the rate of 3.2 percent 

recorded by total GDP. Thus developments in housing substantially affect the 

business cycle and by extension inflation. Third, changes in housing values 

influence consumption by affecting households’ access to credit. Homeowners 

can borrow more against increases in home equity to finance home renovations, 

the purchase of a second house, or other goods and services. Such expenditures 

can accelerate the increase in house prices, reinforcing the growth in collateral 

values and access to borrowing, leading to a further rise in household spending. 

Of course, this financial accelerator can also work in reverse: a decrease in 

house prices tends to reduce household borrowing capacity, and amplify the 

decline in spending.  

 

Real estate movements also influence financial stability. As indicated above, 

financial institutions rely significantly on property as collateral for lending.  For 

example, the value of real estate - related debt with the banking sector in 

Uganda has nearly doubled over the last two years from June 2010 to June 2012 

growing by 98 percent to Shs1.7 trillion. This debt is also the single largest loan 

exposure for Ugandan banks, with real estate loans making up more than 23.2 

per cent of the loans of Ugandan banks, up from about 15 percent five years 

ago. In the last two years alone, bank loans for commercial mortgages have 

increased by 213 percent or Shs. 299 billion while lending to property 

developers has risen by 131 percent or Shs. 263.9 billion. This unprecedented 

exposure exists in the context of a Ugandan mortgage market that is buoyant, 
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but whose driving fundamentals are not clear largely due to the lack of timely, 

reliable data. Any adverse changes in the value of the collateral will 

undoubtedly expose our households and the financial sector  to credit default 

risk. 

 

A review of recent history is instructive in highlighting lessons from recent 

experiences regarding the importance of monitoring real estate prices. Globally, 

recent developments have shown that property markets and real estate prices are 

inherently subject to booms and busts. One reason for this is construction lags. 

If a surge in demand pushes the price of existing property above its replacement 

cost, developers have an incentive to build more properties. However, new 

properties may take time to complete, and until the new supply is forthcoming, 

market-clearing prices will remain high. Nonetheless, this increase in market-

clearing prices will tend to be followed by a drop once the new supply is 

forthcoming. This cyclicality in asset values means that lending at any given 

loan-to-value (LTV) ratio during the price boom may well produce a portfolio 

of loans with higher than anticipated LTVs when asset values drop after supply 

responds. The risk is that if house prices drop, banks whose lending was 

disproportionally concentrated in real estate, are likely to suffer loan losses.  

Another reason for cyclicality in asset values results from the fact that buyers 

and other agents, due to insufficient information on prices, tend to extrapolate 

price increases into the future, even when sustained price increases are not 

justified by market fundamentals.  

 

Finally, real estate markets are made more vulnerable to volatility because of 

the role played by the banking system. Banks tend to increase their exposure to 

real estate when prices are rising. Since higher prices also lift the value of 

banks’ own property holdings and hence their capital, it encourages them to 

relax their lending standards. However, if prices fall, this process goes viciously 
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into reverse, and a credit crunch can amplify the impact of falling prices. In this 

way, real estate markets contribute to the vulnerability of the banking system. 

Banks and individual managers, have little data on which to base careful 

analysis of future real estate prices. In Uganda, the property value appraisal 

process is further complicated by the lack of price indices for use to estimate the 

market value of properties and therefore LTV ratios.  

 

It is this latter link that interests us because it has knock on effects for the health 

of our financial system. Herein lies the importance of real estate prices for 

policy – they can be used as information variables in making policy decisions. 

The price indices are a component of the set of leading indicators that could 

alert policy makers as well the public to emerging real estate-related problems 

to our banking sector and to the overall stability of our financial sector.   

 

It could be argued that the private sector may play a better role in collecting and 

disseminating information on real estate indices. However, the unique 

circumstances in Uganda call for a central role for the government to undertake 

this responsibility. Given the importance and urgency in collecting real estate 

data on a regular basis, we believe that the country will be best served if the role 

of developing appropriate price indices is assigned to a government institution 

such as UBOS. 

 

Let me turn to all the real estate agents and other participants in this exercise. 

Your role is twofold; First, to provide reliable and timely data. The surveys that 

will be conducted on a monthly basis to collect information on purchase and 

sale of land, residential houses, and rent of commercial premises for business 

and industrial purposes, will only be useful if timely and correct information is 

provided. I pledge that the information gathered will be kept confidential and 

only published in aggregate form. Secondly, you will be able to access and 
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utilize the information collected as an input into your business and investment 

decisions. When completed, the comprehensive database and price indices on 

real estate information, covering most major towns in the country, will be 

available from UBOS and Bank of Uganda at no cost, and can provide a useful 

benchmark, for all agents in the real estate market.   

 

As I conclude, I would like to thank you for being here and to emphasize that 

the journey does not end with this workshop but rather this is the beginning. We 

seek your cooperation in this exercise. With these few remarks, I would like to 

declare the workshop open. 

 

 

 

LOUIS KASEKENDE (PhD) 

August 24, 2012 

 


