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Introduction

The all-embracing restructuring processes expegnt Hungarian cities, first of all in the capital

city Budapest, are generally explained by the “nmsstisation” of the previously state — or co-
operatively — owned agrarian land, of the stateemvtompanies and the selling of the public housing
stock to the sitting tenants after the politicahiees. This rough reasoning is completed by the
stressing of the unprecedented speed of the caomesEpublic properties into private hands in
contrast to the much slower similar processes staeva cities. Even the best part of the Hungarian
urban literature abstains from going beyond thigllef interpretation. A more generalised
argumentation calls the attention upon the effettdobalisation that forces cities to meet the
“gambling rules” of the world-wide competition angpoentral places, that is, to meet the
homogenised expectations of the “world capitaldals local level. These latter views are often ever
emphasised in popular discussions in Hungary hyeftbing that the game has two players: even in the
global space the public hand is, can be, in comnadustrong regulatory tools.

The Hungarian example of restructuring on bothaemtonomic and urban-physical level well
exemplifies the reciprocal character of the gambils¥/the country and its best located cities bezam
an attractive terrain for the world capital aftee tollapse of their outmoded Fordist industriahgs,
and because of the excessive shortages in theysofppp to date services, the public hand has been
highly concerned in speeding up the processegmjérative necessity”. This has been manifested
itself both in the central governmental laws andegeus subsidies to foreign investors and alsban t
behaviour of the local governments providing tdawhnces and adopting submissive planning
regulations in order to attract development oneortareas.

The outcome of privatisation and of this reciprpat interests between capital and state, bothrakent
and local, was the provision of vast amount of pHeed around the cities and on the abandoned sites
of manufacturing industries promoting green-fiee/elopment, suburbanisation and also brown-field
restructuring. Concerning housing the case is rooneplicated: alienation of the state owned stock to
the sitting tenants in the inner part of cities Balstantially counteracted restructuring pressaines
resulted in specific gentrification trends. Thesthcase studies presented later (chapter 5) —
Ferencvaros, Jozsefvaros and Erzsébetvaros — deusielen as real exceptions. There the initiafion o
restructuring, “rehabilitation”, came from the sifethe local, district, governments.



1. An overall gentrification process in Budapest dér 1990

In order to give a comparative international baokad to the main urban processes in Hungary and
Budapest it could be suggestive to remind the ref@mdsome basic fields of research in the western
urban literature. In the next parts of the pap@rcepts as rent gap, value gap and gentrificatidiroei
examined in international context. The rent gap\aide gap theory will first be examined as they
provide a useful conceptual background to the gusmn of urban processes in Hungary and
Budapest after 1990 when, after some dubious sfforintroduce “market relations” into state
economy, vast amount of landed properties appeard¢de scene of a real market economy.

1.1 Rent gap, value gap and gentrification in Ameda and in Europe

According to Smith (Smith, 1979:545) the term aftrgap is defined as “the disparity between the
potential ground rent level and the actual growemd capitalised under the present land use.” The
concept of value gap denotes a disparity betweetvidicant possession value” of a property and its
“tenanted investment value” (Hamnett and Randdl®86). As explained by Clark (Clark 1991:18)
“the measure of the vacant possession value ab@epy is its sale price to a future owner occupier
The rent gap theory has been an American concegterdwner occupation of housing is less
characteristic. According to it a rent gap ariseemthe neglect of a property leads to the dedine
its value, measured in its capitalised ground rétihe property, pursuant to its location (andter
land use, zoning regulations) has a “better paitnse” the rent gap arises and may result in a
gentrification process if the residential use istowed. On the other hand the value gap theory
originates from the UK and goes back to the wideg@mprivatisation of the rental council housing
stock. It was realised in Britain that a substdmtierease in property values, that is a value gapld
be experienced after privatisation.

Both concepts are closely associated with the nafaentrification. As explained by Smith (Smith,
2007) the most market-driven forms of gentrificatigere first experienced in the United States & th
1970s where “prior disinvestment ... create(d) urbeighbourhoods that (could) be profitably
redeveloped”, predominantly in the centrally lochparts of cities, as in Greenwich Village,
Manhattan, NewYork City. This type of gentrificatican be considered as its “classical”’ form
because it arises largely through the operatidhemmarket, that is, through actions of the prgpert
owners of the rental housing stock. These geratifitn processes affected decaying lower status
neighbourhoods that were colonised by middle aqbumiddle class people “leading to the
displacement and eviction of existing people”. 8ittwe first appearance of the concept of
gentrification in the urban literature two basienies have excited the interest of researchers and
politicians.

Firstly, it is realised that gentrification has dually been becoming a public strategy: fragmented
processes in the housing market have shifted tbetate development policies. Cities competing on
the marketplace of the “new economy” are keentracitthe “creative classes” (intellectuals, astist
high-tech engineers etc.) into their gentrifyingtcal neighbourhoods. They either pour direct
subsidies into the market, like to artists in Nearkf’'s Lower East Side in the 1980s or support the
process indirectly through large “regenerating’jects like the relocation of the Stock Exchange to
New Jersey in 1998 (Smith 2002, 2007). In Europesaipearance of gentrification processes are
inseparable from the large urban regeneration gtoja many cases focused on the decaying central
areas of the major “de-industrialised” cities likeerpool in the UK or Rotterdam in the Netherlands
(“... in the EU ‘regeneration’ has become little méhan a gentrified word for gentrification.” —
Smith, 2007).

At the same time European cities suffer from tis éecay of specific areas inhabited by the poorest
segments of the urban society, especially by migras these segregated areas are seen as the last
resort also for those “evicted” from the gentrifyidistricts, official national and EU policies tetad

side with the anti-gentrification struggles of lefing researchers, neighbourhood activists and civi
organisations. However these policies are rathpodwtical. The declaration worded in the frameof
EU sponsored project for “An Integrated Revitalsatof Historic Centres” (Hist.Urban, 2008)
devotes only one sentence to the social elemehiegirogram: “maintain or increase the population
and ensure a balanced social structure”. The wantkgrated” and “balanced” tend to hide the



complicated social effects of any urban regenanatiedevelopment programs. It should, however, be
admitted that the EU has at least refrained froomspring projects with potential gentrification
effects. (As will be discussed later, also Hungadgies can get European money for urban programs
only if they are directed to the “functional enmeént” of their centres or to “social renewal”, tigt

the participatory management of the most segregsdd of cities.)

The second main sphere of research has been foonged participants in the process of
gentrification. An idealised model (Dangschat, 198RL) distinguishes between two characteristic
groups, those of the “pioneers” and of the “gerard’. In the first phase the pioneers, young,
childless, well educated people, “invade” the ne@irhood, while lower status people — and other
groups with lifestyles not compatible with thattbé gentrifiers — gradually leave. In the second
“succession” phase come the gentrifiers accompayydatie moving out of the pioneers from the
neighbourhood together with the continued declind® ratio of lower status people and of the
“others”. No factual research in Budapest’'s geyitng districts proves the validity of this modelthiu

will be demonstrated that the mass privatisatiothefpublic rental housing stock has led to similar
processes both in the inner city and in the laegedential developments built between 1960 and 1990

1.2 Rent gap, value gap and gentrification trendsiiBudapest after 1990

In Budapest and in the large cities of Hungaryviddee gap theory has some relevance in the
explanation of social trends in the privatised hogisector after 1990. Already under state socrals
limited market was in operation in the housing seats well. After the 1970s in order to mobilise th
housing stock it was permitted, although undectslirnitations, even to “sell” a highly subsidised
state owned rental flat in the “market” through mgiag it to a desired privately owned apartment or
house. In the late 1980s the last socialistic gowent decided to withdraw a part of the subsidies b
the lifting up of rental fees in the state sec{®he state owned sector was not a real “socialihgus
sector” because the inner city rental building ktoenfiscated in the 1950s from its private owners
and inhabited in large part by middle class peap belonged to it.)

In many post-socialist countries housing was ac¢kkabsorber” in the first turbulent years of chasge
(Hegedis & Tosics, 1998:151). In Hungary accordmthe 1993 Law on Housing tenants of the
formerly state owned residential buildings weréhatised to buy their flats with a cash payment not
exceeding 15 per cent of their market price witteaerous seller financing at a rate of 3 per cent.
Until the end of the 2000s the share of owner oatiap in Hungary increased from 70 percent to
above 90 percent. Hungary was among the quickesh@mme post-socialist countries in privatisation
and its magnitude highly overrides many of the [Besm countries and also of its Central European
counterparts (see Figure 2 later).

Seen in a pure theoretical manner, potentials ppgadese a value gap hidden in Hungary's over-
subsidised state housing sector became ratherfaridee new owners after privatisation. As
compared to the described western, British, relutevenodel the main difference is that in Hungary
the beneficiaries of these potentials were noptioperty owners, that is, private owners of rental
buildings, but the individual inhabitants, familieaning their apartments in condominium form.
There are many signs of the fact that Budapessante bigger cities in Hungary have experienced an
overall gentrification process since 1990. Adaptatf Budapest's population to the new economy
has been rather fast (Table 1): the rate of intellds increased by about one fourth in 11 yeand, u
2001, the year of the east national census. (Tdssleen promoted also by the increased enrolment
into higher educational institutions.) It is eveoreremarkable that this change has happened in a
decade when Budapest lost about 250 thousand tah#ébwing to out-migration. Nevertheless, the
capitol of Hungary was a real winner of the chan@esics, Szemz K szeghy, Erdsi, 2001), as
opposed to other regions, especially some periphana areas and also cities that used to house
heavy industry.

The relative increase of intellectuals, at a réitesochigh as about one third even in some of tinselg
built, in many parts physically rather deterioratiedier districts in Pest {67"and ¢". — Terézvaros,
Erzsébetvaros and Ferencvaros) well demonstragegetiitrification processes going on in the inner
parts of Budapest. In the case of Ferencvaroséingeadily be explained by the redevelopment
operations started in 1986, but in Erzsébetvaresitnilar actions got an impetus only after 2000.



Jozsefvaros’s (8 district) low data goes back to its “stigmatisedture because majority of the urban
gipsy population is concentrated in some outerspafrit. (See about social renewal in chapter &) N
comprehensive research has yet been done to seaekground processes of the basic population
movements in Budapest that, but both the speaifindn ecological structure of the metropolis and
some well perceivable recent processes might ped\athrting points” to the building up of a real
“gentrification model” of Budapest.

Table 1.
Rate of population above 25 with university/colledegrees in Budapest's districts

District 1990 2001 Change District 1990 2001 Change

per cent/per cent per cent/per cent

l. 35,2 42,6 21,0 XIII. 19,3 24,8 28,5
Il 38,1 47,3 24,1 XIV. 19,2 26,3 37,0
Il. 20,6 25,7 24.8 XV. 12,4 15,5 25,0
\% 13,9 19,1 37,4 XVI. 14,5 21,1 45,5
V. 28,2 32,1 13,8 XVIL. 11,1 16,2 46,0
VI. 18,6 25,4 36,6 XVIIL. 11,3 15,0 32,7
VII. 15,3 20,8 35,9 XIX. 13,4 17,3 29,1
VIII. 15,5 18,2 17,4 XX. 10,1 12,9 27,7
IX. 15,7 21,3 35,7 XXI. 9,7 12,6 29,9
X. 13,1 16,1 22,9 XXIL. 14,7 21,7 47,6
XI. 28,0 33,7 20,4 XXIIL* 12,0 -
XILI. 38,5 46,4 20,5 Budapest | 19,1 23,8 24,6

Source: National Statistical Office, Hungary
*In 1990 the XXIII. district was yet not an indepkmt district.

Inner districts in Pest: V., VI., VIL, VIII., IX.part of XllII. (residential)

Transitional zone (outside the densely built ingdistricts): part of XIIl. (mixed), X. (mixed), XI\V(residential)
Outer districts in Pest: IV. (mixed), XV., XVI., X\/, XVIII., XIX., XXI., XXIlI. (all residential)

Csepel Island. XX. (mixed)

Districts in Buda: 1., II. (residential), Ill., XIXII., XXII. (mixed)

(Mixed: industrial and residential in 1990)

1.3 The human-ecological structure of Budapest

The spatial-sociological structure of Budapesbisceivable both by the concentric model of Burgess
and by Hoyt’s sector-model (Hoyt, 1939, 1968). Thg's ecological structure only roughly
corresponds to the concentric model of BurgesseatsRCBD is surrounded by a densely built wide
residential area followed by a formerly publicly m&d zone called by some Hungarian researchers as
“transitional belt” of mixed residential-industriabmmercial character (Ekler, Heged Tosics,

1980).. Outside this zone a ring of districts falothat grew in the second half of"1€ntury and in

the first half of the 2D century. In this privately owned rural zone indegpent villages and towns

were founded, which were annexed to Budapest i B85ts outer districts. Most of these settlements
are inhabited even now by a lower middle class [atjpn. Behind them a second ring of suburban
towns follows the fast growth of which started tie first part of the 20century and is continued even
now. The character of these suburban cities has ibfleenced by the large-scale morphological and
environmental characteristics of the metropoliagion: the Danube, mountains and hills on the right
bank side, flat land on the left bank side of then:

Budapest'’s ecological structure and the changdsmiitcan be better interpreted by Homer Hoyt's
sector model. Hoyt's theory well explains the agement of the higher and lower status residential
sectors in conformity with the spatial-morphologjicharacteristics of the city, and with the locatb
patterns of industrialisation of Budapest in theosel half of the 19 century. As in other western
cities also in Budapest early manufacturing indakttrevelopments followed the river and later the
lines of the railways. In the end of theé™@entury the first zoning plans marked out the ls@atstern
part of Pest (IX. district: southern Ferencvaras)d zone of “stinking industries”. The concentati



of the most polluting industries in this part oé ity greatly contributed to the development &f th
adjoining areas into lower status, workers distr{e', 9"and 10" districts).

Map 1
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On the other hand higher status residential segrens in areas far removed from the industrial zsone
along some main transit roads towards East-Wegjl¢Za4" district, 18" district), into South-West
(Kelenfold, Lagymanyos: 1ldistrict) and to the west, the Buda Hills, thenfier vineyard of Buda, a
specific high status “inner residential suburb’Bofdapest. This star-like pattern of ecological @ect

is intersected by the North-South axis of the Danallong which the conversion of the industrial uses
to residential and commercial uses started as eariy the first part of the 2@entury (South part of
13" district: Ujlipétvaros), a characteristic processitinued up to recent times. This ecological
structure of the city is well represented by thatisp distribution of the better educated peoplé ah

the housing prices in 2001 (Map 1 and 2).

Map 2
Housing prices in Budapest in 2001
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1.4 Start of a “western type” suburbanisation in Bulapest after 1990

In the international urban literature suburban@ats often seen as a corroborative of gentrifozati
processes of physical decay of inner city neighboods are accelerated by the moving out of middle
class people into suburban settlements, or int@bparts of the cities, then increasing vacanty ra
and the widening rent gap opens the space befergdihtrifiers. In the metropolitan region of
Budapest this reasoning is rather questionableaisification goes parallel to suburbanisation; and



no, or only very short “time-span” could be obserbetween the two/three phases of gentrification,
discussed earlier. This specific phenomenon céralsed back to the “shocking” character of housing
privatisation in the first part of the 1990s wheastnof the transactions from public to private
ownership were completed in few years, in manysasenediately followed by private-private
transactions. As far as suburbanisation is condermso a shocking change played an important part:
the suburban settlements around Budapest becaltyeae®nomous municipalities able to perform
their own “growth policies”.

Before the economic and political changes subudadion in the metropolitan region of Budapest was
rather dissimilar to that of the big cities of #est (Kok and Kovacs, 1999). A great part of the
population growth in Budapest happened in its “iméurbs”, that is, in the formerly individual
cities annexed to Budapest, in the prestigious Bdila and in the “grand residential ensembles” the
majority of which were built also in these aread amthe transitional belt. At the same time extems
residential areas were also developing in theser @istricts of Pest in the form of single familguse
districts, in many cases with self help constructi®arallel to this growth in the outer ring of thty

the infrastructural development of the settlemamtie suburban zone beyond the administrative
border of Budapest was forcibly retarded by stateies in order to keep the “labour power” needed
by the city and its large Fordist industrial plawighin the boundary of the city. At the same time

the 1960s, and 1970s also an “immigration ban” waieduced by Budapest in order to keep
immigration to the city on a manageable level.

Map 3
Managers among 100 employees in Pest County in 2001
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Owing to these two contradictory policies in thatetsocialistic period the character of
suburbanization in the ring of settlements aroundapest can be characterised as a kind of “rural
suburbanization” (Korcelli, 1990). Until 1987 outgration from Budapest to Pest county and in-
migration from Pest County into the city was ba&hdJntil the first years of transition fast groveth
the suburban ring was fed also by immigrants fremate areas of the country, not able to settle in
Budapest but looking for acceptable housing oppaties close to the city. A great part of both out-
migrants and immigrants were semi-skilled bluearollorkers or employees in lower ranks of the
state administration who generally built their hemea self-help form.

A western type suburbanization got an impetus aftgr 1990 with a yearly 10 thousand plus on the
side of the out-migrants (Kok and Kovacs, 1999:)13ce then the social composition of migrants
has changed substantially, the share of highansstsople in out-migration has grown fast. This



western type suburbanization has taken a ratherfgp&adial’ shape (Map 3). By dividing the
suburban zone into four radial sectors, a geogeagihidy (Kok-Kovacs, 1999: 136) revealed that the
share of residents with greater household incomeather high in the North-West and in the North-
East sectors of the zone, while their share is nhmwkr in the other two sectors (Figure 1). Itagher
interesting that these four sectors actually ctristia spatial continuation of the described edoédg
sectors within the city. The two “higher statusbatban sectors are located in an attractive
environment (in and behind Buda Mountains, and tde/éhe G6doll Hills). On the other hand the in
some parts overpopulated southern zones on fldtdesamuch less attractive for the more well-to-do.

Figure 1
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1.5 Who are the “gentrifiers and those excluded fnm the advantages of gentrification?

For want of comprehensive research only rather #amswers can be given to these questions.
Although the traditionally law level of housing mility (3-4 per cent mobility index) did not improve
substantially in the 1990s some indirect data stiawthe filtration processes strengthened (Hegedus
1999:228); despite much smaller amount of new eggial construction the number of housing
transactions did not decrease. Also the growingesbhivacancies (7-9 per cent) show that the number
of transactions (1,4 yearly in the 1990s) causedri®/newly built dwelling increased substantially.

Also day-to-day experiences in housing mobilitywtke in the 1990s in the inner parts of Budapest
tend to prove the presence of an extensive gedtidin process caused by privatisation. The various
groups of households affected by the process catabsified as follows:

those, who were able to buy and re-sell on mankeg pheir highly subsidised rental flats
situated in the best parts of the city and who lmeen able to move into a better quality
environment either within Budapest or in a suburioam,

foreign managers, who are moving into the bestityuasidential buildings in the Central
Business District of Budapest or into prestigiousllings in the Buda Hills,

young people (university/college students, Hungeaiad foreign, starters without children)
both from Budapest and the countryside, who weletalibuy or rent a flat on an affordable
price in the less prestigious inner part§, (8", 9" and also 8 district!) of the city,

law or modest income households, elderly people sthded to suffer high maintenance and
service costs, the latter gradually raised ontdkatdevel, selling their flats to those capable to
cover the high expenses, and who are forced to nmb@dromes with less costs either within
Budapest or outside of it.

A great part of the latter group can be classifiedosers of the process. For them the “windfélthe
“value-gap money” meant a last resort to escapa Badapest’s the high living costs. In many cases
these, for the most part less educated, people aimeco find an acceptable home only in villages i
the countryside without enough or adequate worlggiaconsequently the only chance for them
remained to run through their small remained wedtgreat part of people in this group moved from
the multi-story great housing developments the etgpkices of which have remained relatively law
and where the housing costs increased most beohttsehigh price level of distant heating.
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A special population group in Budapest are theygipsiseholds with relatively many children. The
better-of gipsy families, who are able to coverhee of a privatised flat generally move into the
East part of Pest (middle part of tHe @8istrict, Jzsefvaros) and to Kanya (18 district) together

with the growing Chinese population. Here a spdog@ld is the emergence of a relatively closed
“gipsy housing market sector” together with thedyral adaptation of some of these gipsy families to
the “Hungarian” life-styles and cultural standardgositive outcome of privatisation less stressed
researchers of gipsy life.

To sum up all these, in the 1990s up- and dowrgfitins in Budapest’'s housing sector have been the
outcome of the all-embracing privatisation of tloei$ing sector surpassing in measure even thagin th
UK under Ms. Thatcher. Other factors were of legaiScance. In the early 1990s new housing
construction in Budapest dropped to a minimum (3080year: 15 per 10 000 p., it grow up in 2005
to about 7500: 43 per 10 000 p.), while constructiothe metropolitan region of the city was
two/three times higher than in Budapest. It shaldd be added that in the 1990s only very few new
constructions were accomplished in the inner dityus we can conclude that the exclusionary trends
experienced in this period were neither the outcofmeaw housing construction nor of large-scale
urban redevelopment, “restructuring”, operatiohs; latter were actually localised to a part of
Ferencvaros. The majority of those who have beetludgd were the less successful who belonged to
the less educated, low income people who had teerfram the city owing to its increasing living
costs.

Recent fierce criticism against the exclusionargralter of urban restructuring (see the Erzsébagvar
case study later in chapter 7) is the consequdrite growing pressure exerted by the private
development sector onto some local, district, govemts (¥, 8" in order to take possession of a part
of the value gap “hidden” in those residential dinigjs that these districts kept in public ownership
should also be added that since 2000 private deesp“speculators”, have been supported by
generous state subsidies on new housing and,cuseniror made by planners in Budapest, also by
extremely submissive zoning regulations. These #sewill be discussed in the coming chapters.

1.6 Restructuring of the housing sector, effects subsidies on urban renewal after 2000

Rental residential buildings in the inner part oidBpest were confiscated from their private owners,
in 1950. After 1990 this stock was first transfdrte the local, district, governments then, aceaydi
the 1993 Housing Law sold to the sitting tenamdghe first decade after the political/economic
changes the great majority of these flats were bblig the tenants, only less then 10 per cent
remained in the hands of local governments. Toldtisr group belongs the worst quality stock
inhabited by the most poor population strata, wieoeaunable or unwilling to buy their flats and also
the heritage buildings and those that were locatedeas designated as “urban rehabilitation” actio
areas by official urban plans. The local, distrggiyernments were allowed not to sell their flatshie
official rehabilitation areas in order to be aldatanage their “comprehensive” renewal projectg Th
housing tenure system of Hungary generated byrikiatfgation process substantially differs from
both that of the western and some of the former Cailntries (Figure 2).

Figure 2
Comparison of the housing tenure systems of selé&eropean countries around 2000
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Source: Scanlon and Whitehead, 2004
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In Budapest a great part of the about 9 per cdplighyy owned rental stock represents a small “docia
residential sector” with rents regulated by théraisgovernments. Most of the rehabilitation antio
areas (the three largest: Ferencvaros, JozsehlEmzssbetvaros, chapter 5) were selected before the
changes in well accessible parts of the city, hth @ great proportion of neglected buildings anthw
a relatively high share of substandard flats. Tleiss-than-medium” quality housing stock in the
rehabilitation areas was originally inhabited bywép middle class population mixed with higher ssatu
people as well.

Already in the mid 1980s a gradual but definitehdrawal of the state from the residential sectos wa
discernible. State building almost vanished togady 1990s together with the gradual closing ef th
“channels” of public allotment of rental flats. Thebsidies on new construction were also withdrawn,
the former 3 per cent rate on housing loans wellifip to market level together with some programs
that assisted the indebted to be able to repamtiah higher sums. As a result of these, accompanied
with the economic recession in the first part & 1990s, demand for new housing fall to a minimum.
In the second part of the 1990s institutions (nayywglending, saving banks) required by a western-
type housing finance system were built up and tis@rivate development and construction sector
gained some strength. A definite change came i@ 2R6zsavolgyi-Kovéacs, 2005) when the ruling
government launched a new housing subsidy systais.nEw scheme allocated substantial funds for
subsidising interest rates on long-term mortgagaddor the purchase and construction of new
homes. Later the scheme was extended to purchasilagging and modernising existing dwellings.
These subsidies were coupled by a personal incaxnetluction. Later, in 2003 and 2004, in the light
of increasing central government budget deficitd amder the worsening macroeconomic conditions,
the next government tightened the conditions afetmibsidies. In particular tax exemptions in
personal income tax were substantially reduced.

Owning to the accelerated economic growth sincertigglle 1990s and as a result of the housing
subsidies residential construction got an impeftes @000. However, the architectural and locationa
characteristics of this revival of new housing ¢onstion have been rather unexpected in Budapest.
Developers of the new “residential park, resideém@dens” found the abandoned industrial sites of
the city together with the some green-field areasrad the single family, owner occupied outer zones
Locational preferences of the builders have beerstiongest for the abandoned industrial zones
along the Danube, both in the North and in the S patt of the city (8, 13", 9", 11" districts).
Smaller scale private residential construction pots are in progress also in some mixed-use
districts, like in the typical workers district, Kanya (18 district) where smaller industrial plants
were traditionally embedded in law-rise residerdiaas (chapter 4.5). At the same time residential
construction in the inner city has remained indigant in numbers. With the exception of the pullic
initiated redevelopment/renewal project in Middler€ncvaros (9district) where the operations
started in 1986 larger scale “demolish and buil@igpams started only in J6zsefvaro8 ¢Bstrict) and
Inner-Erzsébetvaros [ Histrict) only after 2000 (chapter 5). A relatiysimall amount of new
residential constructions, part of the in 75 pert @@ntral state sponsored affordable new housing
scheme, have been accomplished on sites of deradllstv-rise workers tenements in rather bad
conditions.

In sum, the general effects of the subsidies fatwsenew construction have been rather contragictor
(Hegeds, 2004:225). As larger dwellings are underreprteskim the Hungarian housing stock it has
been rather disadvantageous that the share of dmellings remained high in the new private
construction. (This was the case in state buildinder the state-socialistic period t0o.). The niates
subsidy system strengthened suburbanisation trabdsit 70 per cent of new housing has been built
in the metropolitan zones of cities. But, as fathessubject of this paper is concerned, the most
important negative effect has been the new schemegpability to promote urban renewal. Moreover
they tend to re-orientate resources from renewnét® housing. That's why the city of Budapest,
together with some districts, was obliged to introela specific support system of its own (chapter 3
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2. Other specific factors influencing restructuringprocesses in Budapest

Three more factors should be examined in moreldéatiare playing a decisive role in the processes
of gentrification:

privatisation of the state owned companies anditoé®n” in agrarian land to its former
owners,

the new decentralised local governmental systeruoigary and of Budapest,

the new urban planning system of Hungary and Bustape

2.1 Privatisation of the state owned companies aralpartial restitution in agrarian land

The privatisation of the formerly state owned compa started, following a short period of the so
called “spontaneous privatisation” in the late 1984fter the first free elections in 1990. Although
Budapest a substantial part of the manufacturidgstries have continued operating after privatsati
a great number of them went bankrupt with theinpses left unused. Some industrial sectors, as the
textile industry, vanished from Budapest once fbrTdus a huge amount of “development land” fell
into the hands of the new owners. The oncoming l&agsalating privatisation authorised local
governments to apply for the 50 percent of the aluthe land of the privatised companies in shares
“vouchers”, but only few of them used this potentiabuild up a land bank of their own. Already in
the first years of the 1990s the growing amoungrofate development land gave way to a fast growth
of the commercial, retail and office, sector in Bpdst (chapter 6).

The local governments were also authorised to getgssion of agrarian land within their built up
areas but the most influential process was a padiapensation of the former owners of agrariad lan
that was confiscated from them after 1948. Thisgemsation didn’t take the form of a real
restitution, the beneficiaries were provided withrketable shares. Also members of the former
socialistic agrarian co-operatives were compens@tso some big state farms, converted into self-
managed limited companies, became highly interaateghl estate development. A general outcome
of these processes was a growing development peessuhe fringe of cities exercised also by the
new landowners. Thus the compensation measuresylargntributed to the speeding up of
suburbanisation trends in the surrounding townswvéitades and also gave way to large commercial
developments (logistic centres, shopping centi@siethe metropolitan region of Budapest,
especially along the motorways and the main distoibroads.

2.2 The new decentralised local government systerhldungary and Budapest

In the period of political and economic changesedé@lisation was seen as a key dimension of the
national transition from a command to a market econ The general concept was that “the total
level of public sector activity must be dramatigakduced, but at the same time the new sub-nationa
governments must be allowed to build staff andtutsdnal capacities.” (Bird-Ebel-Wallich, 1996:2)
Even the smallest villages were provided with tia¢us of autonomous local governments, together
with the 22 (later 23) districts of Budapest. Tkatcal government of Hungary, however, was not
keen to allow the local governments to develop pawerful political entities. Their financial
independence was substantially restricted, theesbfazentral government transfers remained high in
their budgets, rate on the established local tesege limited by the state. Later those local
governments that had a high revenue potential fomal taxes were “punished” by reduced central
government transfers.

Budapest’s situation is rather contradictory. dtsal revenue collection potential is high, at thms

time this potential highly differs among its dists. Thus the Municipality of Budapest is compelled

to accomplish equalising/compensating measures @utodistricts in the same way as it is done by

the central state among the more then 3200 Hungkodal governments. The Budapest City Hall is
responsible only for the maintenance, developmedtogperation of the principal infrastructure of the
city, together with some public institutions. O thther hand most other urban development measures
are initiated and executed by the districts. Thenidipality of Budapest acts as a quasi “higher lleve
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government only in few cases, as in subsidisinguirenewal measures of the districts and renovation
works in the privately owned condominiums.

2.3 The new Hungarian urban planning law and Budapst’'s specific planning system

Also in urban planning the City Hall of Budapestyd a specific “intermediary” role. The 1997 Law
on Formation and Protection of the Urban Environingre new “planning law”) authorised Budapest
to adopt a “Framework Regulatory Plan” and a “Fraom Planning and Building Code” for the
whole territory of the city. The same Law also dadlihe districts to adopt their own plans and
zoning regulations in accordance with the Cityasrpand code. Budapest determined the basic land
use categories and the maximum levels of buildegsdies in the specific zones. The latter figures
were specified as the highest acceptable dimengicasiope that the districts would render them
more “rigorous” corresponding to the local condigo

Figure 3
Public-private partnership relations in operationf the new Hungarian urban planning system

Public organisations Private developers

PPP:no national law,
building code
local government | regulatory plan (zoning) > only 1 option
development conrol
national law,
building code
: I option 1
regulatory plan (zoning)
i A _-ﬂexibility / more options®
option 2
PPP: yes developer initiates and finances modification of plans

l

i option 1 not satisfac-
o local government —* regulatory plan, zoning > Ft)ory for developer

modified regulatory plan revision of option 1
and zoning or option 2

developer initiates and finances modification of plans

provision of planing gain
e local government [ regulatory plan (zoning) no:s?;;;?al;ory
agreementon | | modified regulatory plan _| revision of option 1
planning gain** and zoning or option 2

realisation of
planning gain (e.g.
infrastructure)

* e.q. commercial and also housing
oo since 2006 “Urban Planning Contract” required by law

14



Only in few cases this expectation of the law-maldfrthe City was fulfilled by the districts. Being

a competitive situation against each other mosticlis introduced the enabled highest density ggur
into their plans and regulations in order to att@o/ate development onto their areas. After tie |
1990s, when private development gathered momentBudapest this permissive behaviour of local
planners started to be manifested in developmédrawilly high densities both in the central cityca
in the outskirts. In some cases densities of thed®/elopments outnumbered existing figures in the
neighbourhood by one and a half or two. (For ins¢a5 sq metre/sq metre floor-space ratio in the
central city or 1,5 ratio in the single family heudistricts.) People in the peripheral single fgmil
house neighbourhoods are becoming more and motieftosmulti-family condominium and
“residential park” constructions, in the inner gaot Budapest some civil organisations (see Veto!
later, chapter 7) started to intervene against tdagisity commercial and residential developments.
Although local officials becoming increasingly awanf the intolerable situation, reduction of the
permitted density figures is rather problematitreessowners (developers) of building sites are lextit
to compensation if “an urban planning decision gjegnthe permitted use of a building site in a way
that it reduces the value of the property”.

Regarding revisions of official urban plans the rdwngarian planning system is rather permissive
too (Figure 3). Although private entities are noth@rised to apply for the revision of a plan aisd i
regulations it became a usual practice that theldpers pay the costs of the working out, or
revisions, of plans, in their own interest. In grecess of negotiations with the entitled officiatl
bodies of the cities (mayor, chief architect, cotheais etc.) they might offer some “planning gaites”
the local government mainly in the form of undemagksome public infrastructural developments that
are needed for the realisation of the project. #myncases the negotiations end up in increased
permitted building densities as a compensationter‘planning gains” dedicated to the local
governments. As these negotiations are again aaid agen to the suspicion of bribery a 2006
revision of the Hungarian planning law introducedeav legal institution called “urban planning
contract” included also in the German planning (Baugesetzbuch) This legally verified system can
also be considered as a basic model of public-ipartnership operating within the official urban
planning system. (See Figure 3)

3. The Urban Renewal Program of the Municipality ofBudapest

In 1997 the Municipal Government of Budapest adbjiseUrban Renewal Programme that
introduced a system of subsidies in co-operatidwéen the Municipality of Budapest and its
districts. In order to concentrate resources, tog@mme identified those large areas of the city
where negative features have most seriously beemadated, where a need for public intervention is
most justified and urgent. The Program delineatedsb called target areas of reneasfollows:

the South-East industrial sector of the so-calladditional zone,
the densely built inner city,

clusters along the main radial roads,

centres of the outer districts, those of the fortherder cities”.

(Later the last two areas were deleted from theriyilist.)

Target areas and action areas according to the 199Fban Rehabilitation Program
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Furthermore, in order to further concentrate resesirthe Program proposed to designate so-called
urban renewal action areas within the target atdaging recognised that the district municipalities
should play an outstanding role in urban renevirel Rrogramme left the identification of action area
to their initiatives. Based on the proposals ofdtstrict, the Municipality of Budapest approvee th
designation of eleven action areéashe late 1990s (recently 21 action areas aoperation) which
include areas of a size of only a few blocks a$ agkizes with an area of a whole neighbourhood.
The objectives of the Programme are:

the renewal of buildings owned by the municipaéibyd by private owners,
the renewal of public areas and infrastructure,
some major restructuring of infrastructure in tbean areas.

The Municipality of Budapest agreed in the provisad support to renewal programmes of both the
Districts and the private condominiums. The finahgistrument of the Programme is the Urban
Renewal Fund, which provides subsidies based @adyyapplication procedure. At the beginning of
its operation the main resources of the Fund ctetiznly of payments made by the district
municipalities. Based on a legislative requiremealuded in the 1993 Housing Act, 50 per cent of
the revenues collected in the course of the pga#itin of rental flats had to be paid by the ditdrto

a separate account of the Municipality of BudapEkis sum may be used only for the renovation of
residential buildings owned by the municipalitiés. privatisation progressed this resource have been
diminished, the Municipality of Budapest startedgtmplement the money out of its own budget.
Thus, now the Fund may support also renovationraragies of condominiums and complex urban
renewal programmes in action arédsmolition, development of public areas and irtfragure,
parking, landscaping etc.).

® 1997 ® 1998 ® 1999 ® 2000 1, -
A foltok mérete aréiny8s o timogatésok 8sszegével / The size of the dofs is in proportion fo the subsidies: @,<10 mFt- @ —20 mFt.-

Distribution of condominium subsidies up to 2001 vthin the target area and in action areas

The Fund provides non-refundable cash subsidiesnagest-free loans. The non-refundable cash
subsidies of the Fund presume the use of a samegrdrmbown resources in the case of district
programmes. In the case of subsidies to condommitiesame amount is required from the districts.
This rule is not applicable when the support isvjgred in the form of interest-free loan. The
experiences with the utilisation of the Fund shbat those districts that had detailed comprehensive
programmes could receive considerable developmmgpuast. Similarly, condominiums were able to
receive significant amounts if also the districhahd operated a support system that provided non-
refundable subsidies at significant amounts.

Until 2006 the Government of Budapest provided 3.6#llion HUF to support the renovation of
district owned rental buildings and the variousesgal programs of the districts. By gradually
increasing its own contribution until the same yt& Fund spent 1.918,9 HUF to district programs
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(2.017,4 million non-repayable subsidies, 902,4iomlsubsidised loan). Budapest also provided a
large amount of support to condominiums and housgigperatives: 5.931,7 million HUF (4.339,8
million non-repayable subsidy, 1.591,9 million I1pafhe total sum of subsidies amounted to 13.404,5
million HUF. In the first years the share of paynseon complex, action area operations was high but
later the proportion of payments to condominiunteased. The rationale behind this change is that
until the end of the 1990s the privatisation praredvas over in most inner districts of Budapest. O
the one hand the loss of the majority of publicganty severely impedes the realisation of complex
renewal programs; on the other hand it explaingtbing participation of condominiums in the
Program. A survey conducted in 2006 (Ecorys, 208@@aled that the greatest number of successful
applications came from condominiums from the fourer districts (5, 6", 7" and &), which operate
their own condominium support systems.

The growing share of subsidies to condominiumssioase disadvantageous outcomes. The spatial
concentration of the subsidised buildings is lawstthe support system can only slightly contriltate
the complex regeneration of a contiguous area. Mérlye applications refer to long-postponed
small-scale renovations, unavoidable improvemehésproportion. It is a general experience that
only condominiums in the more prestigious distri&3 11", 13" are able to undertake more
comprehensive renovation programs. The social csitipo in condominiums might also hamper the
taking part in the competitions for subsidies. Tisisaused primarily by the missing cooperation, in
some cases also distrust, among the owner-occupietie inactivity and the frequent “counter-
interest” on side of the hired private building-ragars and the social composition of the inhabitants
with diverse economic backgrounds. A frequent cquseace of all of these factors is the resistance of
the community of inhabitants to enter into spepralgrams that would help the most disadvantaged to
participate in renovation programs. (A law authesithe condominium to take over their burden.)

Because of the low “rehabilitation efficiency” adredominium subsidies the view that the “dispersal
of money without any concept”, providing “gift toipate owners” are rather widespread even among
experts. Others argue that, instead of giving slidssito individual buildings, the regeneration @sx
should be induced by the improvements of publicepaln the urban structure of Budapest, however,
the effectiveness of this solution is also low,eesplly along the narrow side streets. Despitéhaise
shortcomings the system of condominium subsidissphaved to be a successful program because of
its direct and useful impacts on the inhabitant$ @ro because the potential for the large scale,
comprehensive programs has been diminished attezrtt of “mass privatisation”.

The Budapest Government provides, in addition éoRkhabilitation Fund, also 100-150 million HUF
subsidies per year to protected buildings in thenffwork of its Urban Heritage Support scheme.
Another support scheme is the Strategic Fund #haes infrastructural improvements. The renewal of
a municipally owned main distributor may also fuostas an “indirect subsidy” if it affects a pafteo
district where renewal operations are going on.

4. Main restructuring processes in the urban spacef Budapest

In this section a comprehensive overview of theiapeestructuring processes in Budapest will be
given. The description will cover both large scalgatially extensive conversions in land uses,agpre
over in some cases to a whole district or a laggé @f it, and also minor transformations as the
appearance of streets with specific new commeusies. The overwhelming majority of these
transformations have been initiated by the prigsetor that owns the bulk of landed propertiesiwith
the city and beyond its boundary. These privat@inies are in most cases supported by the dstric
competing against each other for new development.

4.1 Gradual conversion of the downtown of Budapeshto a CBD

Until as late as the 1980s the central part of Réddistrict: Belvaros /Downtown/ and Lip6tvaros)
retained its relatively high status as a predomnilgaesidential area. The Central Business Distsfct
Budapest was made up only with the Hungarian Paelid, the Ministries, the most important
governmental offices and the headquarters of sagstate companies. In the state-socialistic period
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even a ban on new office developments was in floroeder to keep out the traffic which they would
have generated. The first new commercial projézisappeared in the Dowtown were some Western
hotel-chains at strategic points as the DanubeabviK Square in the 1980s.

ELGE U, 5 I >4 ‘\3‘
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Centre of Budapest (Downtown, Lip6tvaros with Erzsbetvaros) and Mércius 15. Square

Already in the early 1990s international compasiested to raise demand for good quality office
space for their employees, later for their headgusrin these years the target area of office
development was restricted to Pest’s DowntowhdiStrict) and to some areas within the Grand
Bouleward and in Central Buda. Nevertheless, #astormation of the centrally located areas of Pest
into a real CBD is a rather multifold and slow pss. As there are only few infill sites and sinlse a
here the majority of flats in the better qualitylthatory buildings were bought by the sitting tets

the conversions or new building on cleared sitesbeacarried out only after the “buying out” and
compensating the individual owners of the condoams. Another gradual process is that smaller
local and foreign companies (private consultamhgir architectural studios, dentists, lawyers é&tay)
only single or next-door dwellings in condominiurmssome cases a total floor. (Their settling down
in old buildings usually furthers renovation beeao$their capacities to pay higher sums into the
common budget of the condominium.) As in the 199@sdemand for up-to-date quality rental office
space fast increased the yearly production of rféeecspace has increased from 20-30 thousand
square metres in the first years after the changde 70 thousand in 1997. After 2000 the yearly
production exceeded 180 thousand, in the last yedrspped to about 100-120 thousand. At present
Budapest’'s good quality office space amounts tatboe and half million square metres.

These processes have generally been promoted lajfdated district governments, especially by the
5™ district. There a successful public space improvemeogram at the leading catholic church of
Budapest (“Basilika”) gave an additional stimulaghe refurbishment activities and to a radical
change of the cityscape with a growing numberrst ttlass restaurants and pubs. (Also the Central
European University moved to this district aftdurbishing and interconnecting two old residential
buildings.) As seen in chapter 7 the extensiomef@BD was the original plan in th district as

well but there the concept changed substantialtijeate 1990s. Recently large-scale refurbishment
operations are going on close to the traditionapping street (Vaci Street) of Budapest thanks to a
good co-operation between the district governmadtsome leading developers and investors.

However, Figure 4 and Table 3 indicates that trengthening of CBD functions has not been
restricted to the traditional urban centre of Bugdpfrom the 94 new “A” category office
developments only 54 is found in the central ditdrof Pest, while 33 is located in Buda. After @99
conversion of some old industrial buildings to noediquality offices started along “outer” VAci stree
(13" district, chapter 4.2) together with new constrarsi on abandoned industrial sites. In the same
period Inner Buda fland 2% and also 1 district close to the principal motorways) started
provide attractive locations for high prestige depenents.
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Table 3
Location of ,A” and ,B” category offices in Budapetsin 2007

Category “A” Category “B” “A’+"B”
Area (districts) No Per cent No Per cent Per cent
Inner Pest (V.,VL,VIL,IX.,XII.) 54 57,4 34 43,1 50,9
Buda (1., Il I11.,XI., XIL.) 33 35,1 25 31,6 33,5
Other areas 7 7,5 20 25,3 15,6
Budapest total 94 100,0 79 100,0 100,0

Sourcewww.irodahaz.info

Figure 5
Number of high quality office spaces in Budapeststricts in 2007
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It is rather suggestive that these locations tceatgextent correspond to the high status resmlenti
sectors of the city, described in section 2; napelgubstantial part of the main CBD functions tend
“move” along the ecological sectors of BudapestsTitend is supported also by the number of
dwellings converted to offices. According to thé@2ational census 10713 of the 14008 dwellings
(76,5 per cent) “used for other purposes” was faarttie districts listed in Table 2. (The highest
figures are shown by thd'56", 13", 2" and 11" districts.) As discussed, this specific featuré@BD
restructuring” of Budapest is explained by the f@gant lots and the cumbersome and costly
operation of converting privatised condominiumsthair sites, into offices in the central city c<d®
and also by the intention of the developers tocbmilenvironmentally attractive areas where thédbet
trained people live.

4.2 Linear type radical restructuring processes alog some main access roads

As shown in the former section, two districts, nntlee 11"in South Buda and the £3n North Pest,
present a substantially high share in the process€8D restructuring. In these two districts
transformation of land uses are influenced by apternset of conditions. Both districts are adjacent
to the river Danube, both are relatively close® ity centre. In the Ydistrict (Ujlipétvaros,
Angyalféld) the Metro line No 3 was built under euaci street in the 1970s, the™district
(Kelenfdld, Lagymanyos)is cut through by the twimpipal motorways, No 1 and No 7. In thé".1
district three important distributor roads (ondlem newly opened) lead to the southern parts of
Buda and to the motorway No O (the outer ringpath districts the 19century industrial
development followed the line of a principal roadter Vaci Street and Budafoki Street respectively)
bordered with industrial plants along the river Diaa that used to be serviced also by railway. Owing
to their highly advantageous position these twasitgecame the scene of the first “brown-field
restructuring” processes after 1990.

The13"district of Budapests made up of two distinct areas. Its South paitides Budapest's most
valuable high density residential area (Ujlip6t\arbuilt in the between war period. Its northernt pa
(Angyafold/Angels field) used to be a real workeistrict with 10 of the 18 most important
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engineering industries of Budapest. Between 19901895 the number of closing-downs of industrial
plants along outer VAci street was the highedtércity, the engineering industry almost vanished
from the district. Conversion of industries intanka and offices came first followed by two shopping
centres, one of them (West End Shopping Centre@gcad; to the high status residential areas of
Ujlipétvaros. Patterns of conversions into new ua#isnto three groups: (i.) large-scale investisen
on sites of the demolished industrial premises Kbanew offices and shopping centres), (ii.)
refurbishment of premises (auto and furniture slomms, restaurants etc.), (iii.) renovation of
buildings (wholesale trade, warehousing). The fetvfynctioning industries are of middle size,
majority of them employ 300-500 persons.

As property values started to increase, the restring process extended to the background areas and
to the Danube bank where residential developmestlawanched in substantial dimensions after 2000.
While between 1990 and 2000 only a total of 2000 deellings were built in the TJistrict, in

2006 and 2007 Ujlip6tvaros and Angyalféld lead hbeising construction statistics of Budapest with a
yearly production of more than one thousand. Offieeelopments are in progress close to the head of
Arpéad-bridge along the third ring road of Pesthhignsity residential construction is going on acbu

a bay-head of the river (Foka 6bol).

The district’s development strategy includes sufpgmeasures (Studio Metropolitana, 2001, 2007)
as tax allowances (from company tax) to the newtiling companies, consideration of the interests
of the investors at revisions of urban plans, engtlobby activity for public infrastructural
developments and — last but not least — indirdasisiies through high permitted densities. The idistr
was the first to promote the erection of high-offece buildings at the intersection of two impanta
distributor roads. Because of its conservative gveent policy the City Hall of Budapest gave a red
light to “skyscrapers” and high densities and paahitectural qualities are severely contestechiby t
architectural community.

Restructuring processes in the % tistrict are very similar to those in Ujlipétvaros and Aatigld.

Here the building of a new bridge (LAgymanyosi gejland the opening of a new road (Szerémi
street) in the early 1990s gave a new impetusedathd use conversions started in the early 1990s
along Budafoki street that leads to South towaedattincipal national road No 6. North to the head o
the bridge a new campus was built for the UniversitSciences and for TU Budapest together with a
“knowledge park” that attracted into its 13 hectsite leading international companies as IBM,
Hewlett-Packard, Panasonic, Pantel, Axelero, MaXé&le shares of Infopark Ltd. are owned in 75 per
cent by the state in 25 percent by the two unitiessiThe park is developed in a PPP form,
developers of the sites are provided with a 99 igsese, otherwise Infopark is operated as a rental
office park. While the public-private partnershim@ng the state, the universities, the developais an
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investors has proved to be rather successful ilnflopark project, another PPP project close to the
river is subject to severe political attacks (Catedy 1).

The new land uses that replaced industrial uskégymanyos are very similar to those in th& 13
district with the only differences that no shoppaemntre was built here and up to recently no hausin
projects have been carried out along the river banAt the same time a great number of residential
developments are in progress in the background aleag the stripes of land between Budafoki,
Szerémi and Fehérvari streets. That is, also herértear type restructuring process has extermlad t
much wider area.

Case study 1

A severely attacked public-private partnership pcdj in L4gymanyos

South to the head of LAgymanyosi bridge a bayeobdnube (the land behind the™M&entury
embankment has not been filled up) used to funesam harbour of ships out of use. Along the
narrow strip of land on the embankment a few logt cestaurants and pubs were operating, very
popular among the youth. The district governmewney of embankment and of the water table in fhe
bay founded a development company (Obol Kft: Bdy) kdgether with the owner of a neighbouring
piece of land. The private partner, one of the nmdtiential Hungarian real estate developer and
investor, attracted other partners into the PPP pamy apporting their pieces of land around the bay
into the company. So the share of the local govermiad been continuously reduced, in the end |t
fell to only 1 per cent.

The development company demolished the old stestur the embankment, built new ones in the
most up to date architectural flavour and produeesimall park at the northern bank of the bay. k&
meantime the official urban plan (“regulatory” planvas modified by the local government in ordej
to render the building of high-rise offices andidesitial buildings possible. Owing to the land
improvement measures, even more to the lifted wglalement potentials of the site through the
modification of the urban plan land values incredsabstantially. Being in majority position the
company’s management decided to capitalise thaébment” and sold the 75 percent of the shares
of the company to a foreign (Portuguese) invest@naunexpectedly high price. The local
government’s share in the gains remained mininhais the whole project, and also the leaders of fhe
district, became subject to severe attacks. Basgti@“suspect of unfaithful management of publi
property” a member of the opposition in the localvgrnment intends to bring the case to trial.
Leaders of the district argue that their only iien was to improve the conditions around the bay
and that the local government did not want to achaleveloper. Real estate experts draw the
attention to the serious error made by the locétwils, namely that the contract with the company,
didn’t include a clear measure about how the paidngould share in the gains from the appreciatipn
of land.

e
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Source: unpublished research material to the Daparit of Regional Development and Building, Budapest

University of Technology and Economics (Locsmarizabo — Alféldi, 2008.)

Lagymanyosi Bay the scene of Case Study 1 with Indark North to Lagymanyosi Bridge
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The linear pattern alestructuring of land on the opposite, left, bank the river Danubewas

initiated by the Hungarian Government in the [280ds (Millenium City Centre). Here an abandoned
goods station is being converted into mixed regidBaffice uses. As “flagship projects” the builgj

of the new National Theatre and a Palace of Culjare a strong incentive to the developments along
Soroksari Street leading to South Hungary. The govent, as the owner of the Hungarian Railway
Company, sold the total land of the station todbeeloper of the National Theatre, a leading
Hungarian real estate developer. The building dmera are going according to an urban plan adopted
by the local government of th& diistrict (Ferencvaros) in 1991. Effects of langageiation along the
river are spreading beyond Soroksari Street wheaedoned flour-mills are being converted into
residential buildings (lofts) together with the stmiction of new “residential parks” and some @ic

i A ' g Cls Ay

Restructuring of industrial areas in the South partof Budapest and the Millenium Centre with the new
National Theatre North to LAgyméanyosi Bridge (3D madel)

The prestige of this mixed use area of Ferencv&reshanced also by the high reputation of the
district as the leader in urban renewal in manig$ién Budapest (chapter 5). Similarly to thé'lgnd

11™ districts, Ferencvaros's local government purstatlzer pro-active development policy too.
Preparations for a new private residential devekpralong the Sorokséari branch of the river Danube
are under way, but here the accessibility of tteeshiould substantially be improved as a railwag li
separates it from the main road. (Ferencvaros leaggaeat abandoned industrial areas and railway
sites the conversion of which to new uses is rgthalblematic because of their bad accessibility and
background position, chapter 4.6.)

4.3 Spatial effects of the restructuring of retaitrade, the emergence of special-use
streets

Under the state-socialistic era the developmenttail trade was retarded in Hungary by the low,
“regulated”, paying capacity of the populationBadapest majority of the new retail space
production was at the high-rise housing developmantly a few and small shopping centres were
built in the “sub-centres” of the city, designatadthe 1970 general plan of Budapest. In the ioitgr
majority of the retail facilities were “inheritedfom the end of the f9century and the between-war
period: the five market halls, department storehiéndowntown and along the Rakoczi Street and the
small shops in the relatively few traditional shisgpstreets, most of them operated by state or
cooperatively owned retail chains.

In most transitional countries the transformatiamternationalization” of the retail sector led the
process of privatisation (Kok, 2006) in the ear®@@s. Three key elements of restructuring should be
stressed: (i.) privatisation of the state and coapee retail chains, (ii.) emergence of a privail
business, (iii.) entry of international retailergniging in new products. Naturally the formationtioé

new retail landscape was promoted also by thediisation of prices. As compared to other CEE
countries in Hungary substantial parts of the ned#it well developed and politically strong co-
operative retail sector was not included into thméll privatisation” process. By keeping them ihtac
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they were sold to Hungarian and foreign investoraere bought out by their management. Contrary
to other CEE countries the local presence remaiglatively strong in Hungary.

Another important element was that a great patti@fetail space remained rental property in the
hand of the local (district) governments as shogbe residential condominiums were considered by
the Constitutional Court, in contrast to housirghaving no real “social” implications. In Budapest
these two factors were of prime importance in kegphe overall retail environment in the inner city
relatively intact. Despite adverse processes teé&ftive potential” of the shopping streets agahmest
influx of hypermarkets and shopping centres ren@nedatively strong. The public ownership of
rental retail spaces has also left some chandée tdistrict governments to intervene into the
transformations of their most important shoppingetis (Case Study 3) through specific public-
private partnership relations.

Figure 5
Spending capacity in selected countries — euro/papita in 2004
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Source: Kok, 2006 (based on Mintel, 2005)

The fast growth of modern retail floor-spaces imHary started after the economic recovery in the
mid 1990s parallel to those neighbouring countf@song others Poland, Slovakia, Czech Republic,
Figure 5) where spending capacity of the populatas relatively higher. It has been driven by two
main factors: the relatively stagnant markets irsiéien Europe that “pushed retailers into
international expansion” (Kok, 2006:116), and tkizemely high shortage in modern retail spaces in
these countries. In Hungary the first target af@aternational retail chains was Budapest both in
hypermarket and shopping centre construction. @bb2about 60 per cent of all retail space in
Hungary in shopping centres was operated in Budamesaround it.)

Figure 6
Shopping centres and hypermarkets share in retaiover in selected European countries in 2001
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Source: Hungarian Central Statistical Office, 2002

The fast growth of the up-to date retail facilittesdamentally altered the “shopping environmerit” o
Budapest. It is remarkable that the locations efvéirious types of new shopping facilities havenbee
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definitely influenced by the ecological structufeBodapest and of its metropolitan belt (chapté&,1.
at the same time patterns of location of the nelifies have had a substantial impact on the
transformation of the previous retail landscappeemlly on the “high street retail” within the witA
third, well observable interrelationship is thag ttharacter of retail functions along the tradiion
shopping streets has also been influenced by #igptructure of the city (Map 4).

The majority of the new hypermarkets (Auchan, Coesco etc.), cash and carry, do-it-yourself
facilities chose their locations at the outskinsl & the metropolitan belt of the city along the
motorways and some main axial roads. Their operasibased on the weekly/monthly shopping by
car. At the same time most of the largest shoppémdres are situated at the edge of the relatively
narrow densely built inner ring of Pest, in thatisitional zone” where they rely on both the high
population concentration of the inner city and lo@ demand of the outer districts. Most of thesdamall
are accessible by public transportation as welihéinner city only one shopping centre was opened
(West End City Centre) on an abandoned part ofMhstern Railway Station.

Figure 7
How the shopping centres in Budapest are reachgaercents in 2002

O on foot
B by public transport
O by car
0O others

Source: National Central Statistical Office, 2002

Conversion of inner city blocks into shopping anteetainment environments, as done in some
European cities (for instance in Graz, Austria) Ibasn hindered by the privatisation of the public
housing stock. The level of paying capacity ofplopulation played a part as well: a great number of
(smaller) centres were erected in the highestsisiricts on the Buda Hills T2and 18" districts)

too. It is also remarkable that the high conceitnadf population was a location factor for newarket
developments also in cases of some large soataltistising developments. To sum up, the
international retail industry well adapted itselfthe specific spatial/sociological structure af tity
while the impact of urban planning measures weteemely week and came too late.

Case study 2

Regulation of shopping centres in the “Framework ban Planning Code” of Budapest

After an unsuccessful experiment to orientate lax@amercial developments into some of the so
called “city gate areas” designated along the mantess roads close to the border of the city in81p9
specific zoning regulations were introduced byNheicipal Government of Budapest in accordange
with a central governmental statute on shoppingresn The governmental statute rendered the
submission of an environmental and traffic relategact study compulsory as part of the applicatipn
file for building permission if the size of the pteed centre exceeded 20 thousand square metres.

In the Framework Building Code of Budapest regolati about shopping centres are differentiated
according to large zones under the group of thealed “Zone of Specific Uses” that was introducgd
in order to fix the location of specific land ugeslitary, hospitals, large sporting and recreatain
areas etc.). However, the Framework Regulatory laes not fix the exact locations of the centre$
but determines those zones (inner zone, two tianaltzones, outer zone) in which shopping centres
the size of which does not exceed 20 or 30 thous@maetres are permitted to be built. (That is, the
regulations followed the ecological structure of tity.) According to the Framework Code no moje
shopping centres are permitted within the city ihaiccessible only from motorways. The Code algo
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offers a 5 thousand sq metre “bonus” to the devetspf the centre is built at a locations accessibl
by public transportation. As there is no metrogoiiwide code in force these regulations influence
developments only within the boundary of Budagdshning permissions for hypermarkets, outlet
centres are issued by the suburban towns and edlagcording to their defensive or pro-active
policies.

Source: Budapest’'s Framework Urban Planning Codé98Zone of Specific Uses

While through its regulations the Municipality oiBapest was to some extent able to orientate
shopping centres to the desired locations, mosiadswere unable to influence the market lead
transformations of the their “high streets”. In noases the main shopping streets of Budapest just
separate the neighbouring districts, competingragj@ach other, so only few coordinated programs
have been in progress in this field. The most olzdde transformation has been the weakening of the
retail function of the two main shopping street8aflapest: Kossuth Lajos/Rakoczi Street and Grand
Boulevard.

The old department stores built in the lat® &@ntury and in the early 2@entury alondqRakoczi
Streetwere unable to meet the strong competition wighrtew centres. Their floor-spaces were
subdivided into small, less then medium qualitypshioot frequented by the shoppers as only few
parking places are found in the close vicinitylerh. The restructuring of the wide street — by
introducing parking, improving the shopping envimeent through lines of trees etc. — is rather
problematic as it carries a great part of the Edsst traffic of the city.

Transformations alonGrand-Boulevardare more diverse as they reflect the “statushefresidential
areas behind the street. The northern sectionofaklial street, together with its continuation in
Martirok Street in Buda, was able to enrich itspgiing and culinary character as it runs between the
City (Lip6tvaros, 8 district) and the high prestige residential amaasjlipétvaros (13' district) and
under the elite residents of R6zsadomb (Rose iHiBuda. At the same time the southern section of
the street reflects the low spending capacity efitithabitants of Jozsefvaros and Ferencvéros.

Another new phenomenon in the micro-space of Bustapé¢he concentration of specific retail
functions along some streets and in certain pdtseccity. These changes well correspond to the
theory of “agglomeration economies”, namely that $pecial concentration of similar or closely
interrelated economic activities enhances profiitgtnf the single units. The most remarkable sign
this type of transformations is the appearanceolifiary streets and squares” (Raday Street, Liszt
Ferenc Square, Case Study 3) in the inner cityuafapest. The emergence of other “single use”
streets, as a “fashion street” (Deak Ferenc Singee Downtown) is observable just recently. Insino
cases these transformations are the positive o@@diprivate initiations supported by the local
governments through public-private partnershiprageanents. Along other high streets, as Kiraly
Street that runs along the border Bfahd 7" districts only few traces of similar processes lsan
detected, here the co-operation between the neaigimigodistricts was restricted to a badly designed
traffic calming of the street.

Case study 3

Emergence of a “culinary street” in Ferencvaros: i@al PPP project in Raday Street

Raday Street, the high street of Inner Ferencvartesconnects Kalvin Square, the “gate” to the
Downtown of Pest and the main square (Bakacs Sywuatie the district’s City Hall and a church of
national architectural heritage. This square isarcentral position between the inner part of
Ferencvéaros and the site of the most successfalnurehabilitation project of Budapest. The Raday
Street revitalisation program started with an arei@e traffic calming measure in Inner Ferencvards
aiming at the exclusion of through traffic from émfFerencvaros. As part of this program, a short
section of Raday Street was converted into a pedegiriority area. Only after the success of this
experimental introductory project the transformatiof the whole section of the street between Kalvin
Square and Bakacs Square was accomplished.

However, this physical intervention was accompaiwgattractive cultural programs: every summgr
the district government organises musical and theatperformances in Bakacs Square in front of
the church, it supported the settling down of akstare (Raday House of Books) too. Later a civil
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organisation, called Raday Arts Council, was setith the leadership of the manager of the
bookstore. After the privatisation of the formeatstowned pawn-office, whose central unit operatgd
in a neighbouring street, also art galleries emetge Raday Street. The District Government

exercised also some “fine” pressure on the tenafthe local government owned retail spaces by
reminding them that the novation of leases woufskedd on the improved operation of the premise

v)

As a result of all these the composition of thamés substantially changed, the majority of the
previous uses not fitting to the improved environivanished from Raday Street. The street was
converted into a “culinary street” fast surpassimgattractiveness the high street of Budapest, the
VAci Street in the Downtown. An umbrella organisattalled Raday Soho Entertainment and
Cultural Association was set up that adopted alsdethical code” including the expected behaviodir
of the restaurant and coffee-house operators. teoto minimise disturbances to the inhabitants df
the street the number of noisy cultural programeewienited to eight in summer week ends. The
project became a real success story, with the @dgrvation made by people of the cultural
community criticising that culinary functions tetadpush art and culture into the background.

Source: unpublished research material to the Daparit of Regional Development and Building, Budapest
University of Technology and Economics (Locsmarizabo — Alféldi, 2008.)

Two new “culinary” places in Budapest: Raday Streetand Liszt Ferenc Square

Transformations of the character of other streeit neflect the changes in their wider area. In
Lipétvaros, where the strengthening of CBD functigsthe most significant process (chapter 3.1)
elite restaurants and pubs are opened serving gegsmf the old and new offices and the
governmental officials too. On the other hand m lbwer status residential areas the proliferation
small private shops, groceries, is observablegbiate, together with the various Hungarian and
international retails chains, the lower middle slasople.

Along the outer sections of the main radial roddsftinctional transformations has fundamentally
changed the traditional cityscape: single familydes, villas along the streets are being convéoted
private retail and commercial facilities togethettwsimilar new developments. The “architectural
degradation” of these streets induced the condyilanners of the Development Strategy of Budapest
to include the “rehabilitation” of the axial roads a prime urban renewal program of the city. (This
program was later abolished.)

4.4 Some successful brown-field conversions withhigh status residential areas

In the course of industrialisation of Budapestéatsva frequent process that some industrial siggs th
settled down and grew relatively early were latesireled by the spreading residential areas. ¢he
industries were located along the main developragiais of Budapest, their conversion to residential
areas started as early as in the 1930s (for instanojlipGtvaros). As discussed in chapter 3.2
restructuring processes in these ecological seaters speeded up after the economic/political
changes.

A special case has been the fate of those lardasinal sites that settled down in Buda, where the
conversion of the vineyard areas into summer resigl@nd family villas districts started in the efd
the 19" century when the filoxera disease exterminatedulitire. Under the socialistic era, despite
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ambitious programs of relocation of industries frBodapest, most of these companies were able to
keep their premises, moreover in some cases they atde even to grow. After 1990 these, in most
cases heavily overbuilt, sites were the first teltin the hands of ambitious western develop&ase
Study 4).

One important distinctive feature of these develepi® is their much better architectural and
environmental qualities than those of the high dgmesidential parks built later according to the
permissive zoning regulations. The case of MOMesents a successful partnership between the
developers, the consultant planners, the architeaishe local government that was interested in
higher qualities too. In the case of Millenéris ([Btiary) Park similar partnership relations betwaen
state founded development company and the contr@cieate architects led to the creation of one of
the few new parks of Budapest: It is also notewpotttat this site is among the few where old
industrial structures were retained and refurbished

Millenaris (Millenary) Park and the mixed use MOM park in the XII. and Il. district of Budapest
Case study 4

Conversion of the site of one of Hungary’s “flagghii industrial companies into a mixed
office/residential park — MOM Park

In 1891 a small private company (Suss Instituteretision Mechanical Instruments) resettled fronp
Kolozsvar (Cluj, Romania/Transsilvania) to a themipheral site in Buda adjacent to a cemetery that
later was converted to a public park. Although sitlee end of the f&entury large scale

developments took place in the area, Alkotds Sbeeeame one of Buda’s main distributor roads, &
hospital was built in the close neighbourhood @&f site, the company started the spread along a s|de
street as it became an important war factory inykars of the Great War. The company, bought by
an Austrian bank in 1918 extended its field of afien to precision optical instruments togetherhwi
other products as radios and the world known E6pérsdulum. In 1931, in preparation for the nex
war, also Carl Zeiss Jena bought a share in theganmg. Called as Hungarian Optical Works (MOW)
since 1934 the company ones more became heawly&avin military production in the Second
World War. The company'’s operation was resettled/ast Hungary (Sopron) in 1944, its machinefy
fell in Austrian than in American hands. In 194@ #hares owned by the Germans were given to the
Soviets who, after managing MOM until 1952, gawedbmpany back to the Hungarian state.

After this odyssey MOM became a leading state pnserin a strong monopolistic position also
among COMECOM countries. Based on the large Saweket its operation was extended to othe
cities in Hungary (Zalaegerszeg, Dunaujvaros, KqoriMétészalka) too, employing a total of about
8000. Meanwhile important improvements took placéhe neighbourhood as well: a multi-level
traffic junction was built together with a hotebtHater was supplemented by a conference centre
overlooking the park. Since the 1960s construatiogood quality private villas and condominiums
started in the background of Buda Hills for uppaddfe class families.

After 1990, as the Soviet market collapsed, MOMedao be split into limited companies. While
some of its country branches were bought by intevnal companies or privatised by their former
managers most of its premises in Budapest remainaded or let out to smaller Hungarian or
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foreign companies. After liquidation of the comp#mg/site became to be managed by the State
Privatisation Agency Ltd. (APV Rt.) with the degnioncept of marketing it as a property for real
estate development. As the international inteiastife precious site increased the fate of the
industrial buildings built in the 1930s in good djtiaarchitecturally became a matter in question.
Some first visitors of the site (for instance frilva Netherlands) wanted to acquire the land in ffimn
the premises in order to avoid the creation of ugdsund parking lots prescribed by the national
building code. Even an international student wodgskvas organised by TU Budapest: most of the)
students’ schemes delineated public uses as uitiwessnpuses with the refurbishment of most old
structures

Finally in 1996 APV RT. sold the site to a Germavestor, Bavarian House-building Ltd.
Fortunately, no zoning regulations were in forcetfee area (the new Framework Urban Planning
Code of Budapest was adopted as late as 1997hesBavarians contracted two leading architectufal
studios. The official urban plan followed the comnmdention of the developers and the architects| a
mixed office and residential park was built in setter than average” quality architecture
supplemented by a medium size shopping centre.

Source: International Student Workshop “Mommotht) Budapest, Department of Urban Planning

4.5 Role of new housing in the restructuring of theity and its brown-fields after 2000

As discussed in chapter 1.6 the generous subsmdiesluced by the central government of Hungary
in 2000 gave an impulse to residential construatigo in Budapest (Figure 8). Since the turn of the
century the share of new housing built by privageedopers for sale also increased radically (alB6ut
percent in Hungary, 85 per cent in Budapest in 200Bis chapter focuses on the most important
“restructuring effects” of housing after 2000.

Figure 8
Housing construction in Budapest between 1999 arid& — No of units
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The most characteristic impact of the revival aisiag construction has been the further spread and
intensification of land-use transformations along main “development axles” of Budapest, presented
in chapter 3.2. Areas close to the Danube andga¢htre of the city together with Zuglé {14

district), Pest’s high status district in the triéinsal zone, are scenes of large scale housinggso

Also Jozsefvaros [Bdistrict) where the “Corvin Promenade” radicaleeelopment project started in
1996 fast increases its share. New housing tendsrtivibute also to the lengthening of the
development axles as in South Pest, along the Saridranch of the river Danube.

At the same time the revival of housing construchas not been able to contribute to the start of
development in some large open areas that arerdgsayfor housing since the 1970s and where
substantial infrastructural improvements (or fiflinp the area) are required (Mocsaroks d3™
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district, North-East Csepel: 2dlistrict). The share of new housing in the localggament initiated
“comprehensive urban rehabilitation areas” (Feramy, Erzsébetvaros) is decreasing. In the inner
districts of Buda only Obuda 3istrict) shows up higher figures as it is in #imindance of open
land. In the hillside “garden city” residential ase(2” and 12'districts) a “not in my backyard” policy
of the local governments, backed by the house-ayis¢éand against even smaller multi-family
condominium constructions.

The same attitudes are coming forward in some aliséricts of Pest and Buda, where the private
builders are emerging with smaller but relativelythdensity “residential park” developments (Figure
9, Map 4) occupying some vacant peripheral siteggdated for housing in the 1997 Framework
Urban Regulatory Plan of Budapest. Though theireshratotal numbers is not significant the
appearance of residential building in larger, @pndius units in the periphery is a new phenomenon in
Budapest after 1990. In spite of increasing obgestiof some local civil groups these peripheral
developments are generally welcomed by the locatigonents as they bring new, young, better
educated people into their ageing districts.

Figure 9
New housing construction in Budapest'’s districts #006-2007 — No of units
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A general characteristic of all of the new privegsidential developments has been their steady
reliance on the existing, “pre-produced”, locaticadvantageous of the sites, among which most
important is the relatively cheep land. While in@n Buda and in inner Pest (within Grand Boulevard)
land prices, measured in HUF per one square mebeiloresidential floor-space, amount to 160-250
thousand, in the restructuring brown-field sited anZuglé this price is only 50-90 thousand antyon
25-40 thousand in Kbanya (18 district). These differences naturally reflect tlagiances in the
permitted building densities: 4-5,5 m2/m2 floor-spandex in the inner city, also high, 1,0-1,5 m2/m
densities in the periphery, as compared to the rfawér prevailing ones. Thus the low comparative
land prices area partly the outcome of the geneittdslen subsidies” provided by the planning
regulations.

Nevertheless, since 2000 one of the most strikimhraost advantageous new phenomenon in
Budapest has been the appearance of new houssogna of its peripheral parts having large brown-
field zones. Among them Kanya, the traditional workers-district deservescsg attention as in this
district most of those positive locational factoes) be detected that may promote the conversion of
industrial sites. The following short list of the@ase Study 5) will reflect to one of Budapest's ye
prevailing favourable structural characteristickhdugh its large-scale “human ecological” struetur
of the city shows up significant variances (chaft&, in the micro-scale factors such as local
environmental values, closeness to public transdtion, public services, even a large residential
development in the neighbourhood built in the 19%@k a balanced sociological composition may
act as positive locational factors.
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Case study 5

Positive locational factors in Kbanya facilitating conversions of brown-field sités housing after
2000

Although K banya’s share in new housing is relatively low (Fig10) a great number of smaller nqg
residential projects started here after 2000.

Between Kbdbanyai Street and the second largestqidPlest (Népliget: Volks Park) abandoned

industrial sites and a soccer field is being regddy a residential park (Taraliget) despite heavy
traffic and premises of the Hundarian State Rail@ympany (MAV) along the opposite side of thq
road. Environmental values of the park counterastibances caused by traffic noise.

A high density residential park (Tavaspark: LakeiBential Park) is being built South-East to one
Budapest’s largest modernist housing estatedbédya Ujhegy: New Hill) from the 1970s relying o
a small lake and a developing new park with spagrtacilities. Building density of the new park is
almost the same as that of the old housing edtlee the concentrated demand has played a defi
role in the developer’s decision to build.

Smaller residential developments are replacingioftlistrial premises in Ligettelek (Grove Site), a
compact central residential area of Banya, in an infill type building. The area is iaxt door to the
traditional centre of the district. (This part usexlbe an official urban rehabilitation action area
the 1990s, where a private company was responfbl@anaging of conversions together with the
property management company of the local governjnent

Similar infill building is going on in the South-Bapart of K banya where the “garden city” like
character of the existing residential area faciléa new developments.

Close to Ulli Street and a metro station four ten story bloakes renewed under a state initiated
program (“Panel Program”) of energy preservationdiheat insulation. Neighbouring to these blo
a smaller residential development is going on Iplaeing sport facilities and some abandoned
industrial sites. Here the project relies on theseness of public transformation and on the sesvicq
provided by the existing high density housing dgwekents.

At an important traffic junction, close to the aentf K banya, a “B” category office development
induced the replacement of some low rise workersneents by a dense residential park.

However, a warning signal is in Kanya that the many of the new private resideiiéaelopments
are progressing slowly, reflecting relatively lowrdand in this peripheral district of Budapest.
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Source: District Development Strategy ofdanya, Talenta Ltd. 2007

Rozsaliget (Rose Grove) “residential park” South-Eat to one of Budapest's largest housing estatesf(le
photo) close to the terminal of Metro 3 built in tre 1970s. South-West to the housing development good
quality retalil facilities were built.
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4.6 Brown-field areas with limited potentials for radical restructuring

In chapters 3.2, 3.4 and 3.5 those parts of Budapa® presented where good accessibility and
advantageous ecological/environmental positiomefibhdustrial areas were instrumental in their
radical restructuring or, at least, promoted therg@nce of new housing. As discussed, another
important factor that facilitated the conversiorttedm into new uses (residential, office etc.) tees
relatively small size of the sites. On the othenchbefore 1990 more then half of the industria@ssinh
Budapest (about 2550 from 4550 hectares) was foulage, contiguous industrial zones (Studio
Metropolitana — Ecorys, 2003, based on survey#®i1989 general plan of Budapest).

Figure 10
Largest contiguous industrial areas in Budapest'stiicts before 1990 (in hectares)
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A great part of these areas are found in the meriplperally positioned zones of the city: in the
transitional belt or in the outer zone (Figure 10js a rather specific phenomenon in Budapedt tha
also within these large, peripheral situated ase&stantial restructuring processes are observable.
However, in contrast to the better positioned afdesricts g 11”‘), here these processes remain
in the sphere of the manufacturing and servicestiguAlthough no data is available for the size of
the totally abandoned industrial sites in theseegoit is well observable that some economic ds/i
are going on everywhere. A rough categorisatiotmefvarious processes, induced by the privatisation
of Budapest's manufacturing industry, will follow.

In course of privatisation of the industrial seat@en the few companies that remained intact regain
only a part of their land and of their premisesefBhwas only low demand for the abandoned parts by
the incoming larger foreign developers and invests they preferred cheep, better accessiblefaites
their green-field developments in the metropolaasa or in some peripheral parts of the city where
development land was in substantial supply. In n@ases the heavily polluted soil of the sites acted
as a deterring factor too. Another frequent proeess that the large companies were split into smmall
limited companies, or their units were sold ordet to newly founded, small companies.

Due to these, in most cases non-traceable, pracesmgy of the premises of the largest privatised
industrial companies started to function as readubator” sites. In other cases the whole site was
converted to a specific use much different fronoriginal one. The best example for the incubator-
type use is the former Csepel Iron Works in th&ddtrict, while along Kbanyai Street (8district)
the large site of Ganz Mechanic Works, togethehwipart of the abandoned J6zsefvarosi Railway
Station was converted into a whole-sale market ly€se and other foreign merchants. The bright
side of these conversions is the relatively chaed knd premises provided to the starters and the
cheep prices for the lower middle class peoplewafdpest (together with the potentials to the
emergence of a real “gipsy merchant class”). Orother hand in these large industrial estates the
proliferation of owners and tenants led to a gneathber of organisational and technical difficulties
that are not easy to be overcome (Case Study 6).
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Case study 6

Transformations and urban planning complications dhe site of the Csepel Iron Works — a
specific public-private and private-private partrerip

As early as in 1983 the Csepel Works Trust (ho)dives split into seven share companies, their
privatisation started in 1989. By the end of 19894 premises fell into the hands of 230 single osné¢r
Only a few bigger companies survived the transéigeriod, also new companies were founded frpm
the original companies after the liquidation prooees; a great part of them were able to continue
their operation in the previous economic profile bumuch reduced volumes. There appeared alsp
“small entrepreneurs” forced to venture upon thewn enterprises as unemployment increased. I
1996 the share of the “newcomers” was about 30 g@eatrc

Transformation of land ownership followed the ptisation of the companies later. In 1993 95 per
cent of the site was yet in state ownership, egdata as in 1996 only 65-70 per cent of the laad W
in the hands of private enterprises. The sizeadi¥idual properties differed from some hundreds t
half million square metres. The local governmentCsépel, after it sold most of its shares in land,
remained only a minority owner, thus was unableffectively intervene into the “unplanned
subdivision” process. In the early 1990s no officieban plan was in force that would have
orientated subdivision. Until 2001 the land of thesolved Csepel Works was registered in the
property cadastre as one building plot. Public reagere missing, public utilities were placed in a
random, irregular way as previously needed by tleela/ Public lighting was missing and, as the dite
was open to anybody, also security problems wemenoon.

|=)

In order to be able to handle the awfully complecattuation the owners of the companies voluntaii
established an “owner’s self-government”. The assise from the public hand came in the late
1990s in the form of urban planning. A plannerhe leading state owned urban planning studio
(VATI) surveyed the site in all details, assisteg huilding up a strong partnership relation wittet
association of the owners. In the official regulgtplan the site was subdivided into larger “block-
plots”, the lines of public and private roads wetesignated. By the turn of the century conditions
the site improved substantially. In 2001 the selfegnment was dissolved, the common ownershig of
land was terminated, private property rights regisd.

y

At the same time another voluntary organisatior, @sepel Industrial Estate Association was
founded with the aims of harmonising interests agrtbe property owners, a dynamic developmeng of
the site in order to enhance land values, searcfinguter monetary resources, representing the
owners at local and state authorities, including thstrict government, cooperation in material
security matters and in traffic management. Thelremof employees amounts to 8-10 thousands,
including some modernised heavy industrial plafasifstance Csepel Metal Works with about 20p0
employees), also other industrial sectors, as layid food industries, logistics, warehousing sdttle
down in the site. The old offices of the Worksrarged out. This successful industrial restructgrof
the big socialistic “industrial giant” should, as matter of course, be traced back to the economic
recovery in Hungary in the second half of the 199@s the positive effects of the described
complicated PPP relations, including public plangjmay not be left out of consideration.

Source: Studio Metropolitana, 2002

As shown by Figure 10 the largest contiguous irialstone is found in Kbanya. However, in
contrast to Csepel this zone is made up of a gnegaber of industrial plants of different sizes.thAs
district is criss-crossed by some prime railwagdinand because most of the industrial plantsviollo
the railway-lines, the residential areas of Kobaowyadhe hill of the former vineyards are enclosgd b
an almost uninterrupted industrial belt.

The deindustrialisation and privatisation procesdgtcted the industrial companies ofbénya in
diverse ways. Only a few of the larger companiesaiged intact including two pharmaceutical
factories (Richter Gedeon Lt., Egis Ltd.) that wabte even to increase their output and renew their
premises too. Another “giant” of the state-soctalifood industry, the Globus Tinned Food Factory,
after it lost the majority of its Eastern Europeaarket, assumes a speculative position of “wait and
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see”. It holds its more then 10 hectare largetbgeonly ten per cent area of which is actuallyduse
the remained parts of the food factory.

A third great company, Dreher Breweries, also htddge amount of land that is sold in pieces to
developers. The district government pursue a haptadevelopment policy: while its official urban
plan designates almost all of the previous indalkssites for “zones of non-disturbing workplaces”

K banya welcomes all developers who are willing tovest the abandoned sites into “more urban”
uses. Developers operating in housing have alrdesdpvered the district (chapter 3.5), even modern
retail facilities were built next to one of Budapgdargest prefab housing estates. But the didtas
been unsuccessful in building up effective publicgate partnerships for the implementation of its
planned “flagship” projects (Case Study 7).

B TR T e T N

The abandoned site of Dreher Brewery in Kbanya and one of the architects’ sketches (Zoboky al.)

Case study 7

Missing PPP — missing development: plans for thengersion of an abandoned site of Dreher
Breweries

K bénya has been for long one of the main centréiseofungarian brewery industry, but many of
the plants were closed down in the privatisatioogass. At a site of one of the closed Dreher
Breweries some buildings were put under heritagegution. The local government obtained the
ownership of the site and wants to transform nal with its surroundings, into a cultural complex
and connect it with the centre of the district. Hsset management department of the local
government has been assigned with the general neama of the project based on the official urbjan
plan adopted by the district government.

There is a controversial relationship between tbeted regulatory plan and the desired
cultural/entertainment character of the districtlevelopment programme. The regulatory plan wa$
prepared for a huge area around the site of thenalomed brewery. This large site has an
undeveloped traffic system together with neglecfezh spaces under which a meshwork of kilomgtres
long underground slots of the former stone quar(lebanya means Stone Quarry in English) run,
used recently as well tempered storage faciliffdse consultant planners (local governments do ngt
operate in-house planners in Hungary) did not maneh effort to carefully examine the potentialq of
a complicated “flag-ship” project, instead they dgsated the lines of the minimally necessary pulflic
spaces and determined the permissible buildingitiessit a rather high level (2,7 m2/m2 floor-space
ratio) in order to increase the attraction of thigesfor developers and investors. The “buildingrgla
attached to the regulatory plan as a backgroundemat could only be regarded as an illustration,
moreover the densities measurable from the ill-mered drawings were much below (about 1,5

m2/m2) the level permitted by the building regolasi.

For the company responsible for the developmetiteoarea this regulatory plan, containing little
and controversial information could only serve gsoar “background reference”. That's why three
well-known architectural studios were invited foc@mpetition to define the functional and
architectural image that could be the basis of taded development programme. The main goal o
the drafts (an “Acropolis-concept” based on thedide morphology of the site, “up and down”
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concept based on the partial opening of cellargioating from the quarrying era right under the 'I‘
site) was to put the concept under internationaitisght. The company has taken part in internatioa
real estate development exhibitions in order td fimvestors. Despite the fact that the project was
awarded with a price by the international jury wprecently only few investors have paid attentmn
the project in this less alluring area of Budapéstthe hope of success and as an indication of thg
strong commitment the local government purchasedh@n site connected to the project area.

—

A serious difficulty in the preparation of the deyement programme is that the local government jas
no resources for the implementation of the onlgébp outlined cultural-entertainment functions anf
it can not be foreseen what kind of partnership barestablished with private investors. Another
problem is that the asset management company alishréct is not an organisation experienced in
development-related issues; it is also engagedhardlifferent tasks, acting as a “maid of all work
in various fields of property-related activities.

In such an uncertain situation the consultants waglon the District Development Strategy of

K banya proposed the concept of some “introductosy us line with the character of the area.
They drafted a potential project called “Dreherlgnavhich would, by the partial renovation of one
of the heritage factory buildings and with the ilwamment of the major foreign breweries. This coulfl
put K banya onto the “map of international tourism”, atater enhance the potential for other
related investments.

Source: District Development Strategy ofdénya, 2007. Talenta Ltd. (Taméas Meggyesi, Gabosinéndi, Zoltan Kutsch,
Pal Baross, Gyorgy Pinke)

The delay in the conversion of Dreher Breweriesxjslained partly by the missing PPP relations
between the local company and the private developsector. Similar delays, however, are common
also in cases when industrial lands are in prieateership. Speculative attitudes are common
especially in cases when an investor was abletairothe premises of an abandoned large industrial
site in a peripheral location at a relatively lorcp. A frequent behaviour of them is that theyacle

the site, keep only those structures that areaa®dme income-gaining activities (for instance
warehousing, logistics), sponsor the amendmeriteobfficial regulatory plan (chapter 2.3) and wait
until the site becomes ripe for development. Byateption of the regulatory plan by the local
government the development rights are secureé&otwner, in some cases at a rather high level. The
start of the intended development is delayed ag ésna public infrastructural development improves
the accessibility of the site, or the actions somighbouring developers make the site more atiecti
This come to pass mainly around the large, palindoned goods railway stations as is the case with
an ambitious office project (“Office Campus” in thé district) the site of which is separated friime

fast transforming southern development axis of Pedaby hard passable railway lines.

and the Office Campus Project. (Only the architecttal plans for the two offices indicated with red y¢ are
accomplished.)
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Map 4
Restructuring processes in Budapest after 1990
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5. The three local government initiated urban rehabitation projects

In this chapter a short comparison of the threammenewal projects will follow which, in contréaet
most of the large-scale restructuring processesepted in the foregoing chapters, were initiated by
the public hand, that is, by the Municipality of dpest in co-operation with the District
Governments. These three projects are found in liBidrencvaros {9district), Middle-J6zsefvaros
(8" district) and Inner-Erzsébetvarod' @istrict) in the densely built inner part of PéBlte Inner
Erzsébetvaros project will be presented in muchibiet chapter 7, the description of the other two
projects provides a comparative background fomtheagement of urban renewal in tfedistrict.

One of the most important parallelism among thedtprojects is that they were initiated before 1990
in the last years of the state socialistic erattfeumore, the Erzsébetvaros project goes bacleto th
first years of the 1900s, to the idea of openimgwa road through a densely built residential area
(Madach Street/Promenade), a concept that wasaewuiv1988. While in Erzsébetvéaros, close to the
Downtown, the concept of CBD extension prevailetl @900, in Ferencvaros and Jozsefvaros the
principal goal of the intervention was the improwa “rehabilitation”, of deteriorated, low status
residential areas outside the Grand Boulevarddridtter two areas urban plans from the 1970s
calculated on an almost total demolition of the lebaising stock built in the late 1800s, and with th
replacement of it by multi-story modernist blocks.

Concepts of softer ways of intervention came asdatin the 1980s. A “detailed urban plan” for
Middle-Ferencvaros was adopted by the Municipalr@dwf Budapest in 1983 (the planning was
initiated by the District Council — the planner wihe present writer) which, in line with the prdirag
international trends, proposed the demolition dy dine worst quality low rise workers tenements and
the replacing them by multi-story residential bunlys together with substantial environmental
upgrading, as widening of the narrow streets, jgliag landscaped courtyards within the blocks. For
Jozsefvaros an even more moderate concept was&athin the 1980s (the planner was the architect
who in 2004 became one of the leading memberseotithl organisation Veto!- Perczel, 2004). A
narrow “green promenade” was planned through thg lilding blocks. Only few new construction
was proposed here, the extremely conservatiorast gdlculated on the keeping and the renovation
even of the oldest, bad quality low rise buildingck — a concept that was revived by Veto! in 2004.
The detailed background materials of the plan c&gié also the intention of recapturing the tradaio
atmosphere of the site. In Inner-Erzsébetvaroa# st before the political changes that the
continuation of the opening of the new street (@oade) was put on the agenda.

After 1990 there was a common decision in the tlrsticts not to sell the public residential staok
the sitting tenants, that is, to keep the stoghuiblic ownership in order to secure the propersetfar
the management of the planned operations. In Fefeos the realisation of the project started in6198
and continued, after a short period of interruptiarthe early 1990s when the district founded & PP
company modelled on the French system of SEMs (BENMLtd.). In J6zsefvaros, after a long debate
on the contents and methods of renewal, a pubtigpemy was set up later, in 1996, in co-operation
with the Municipal Government of Budapest (REV 8.1+ Rehabilitation and Construction Company
of the 8" district). In Erzsébetvaros no development compaasy founded, thus there the
management of the redevelopment is carried outhdyeaders and members of the Council and the
staff of the Office of the District Government bds® the adopted regulatory plan(s) and other local
by-laws. While in Ferencvaros and Erzsébetvarosssential modifications in the original urban
plans have been carried out, in J6zsefvaros theecwationist plan of the 1980s was abolished. A new
plan was adopted in 2000, according to which a@@s8tre wide part of the large site is being cléare
in order to provide space for a 30 metre wide laaged promenade (“Corvin Promenade”) lined with
high-rise residential and office structures.

All the three projects are deemed as “exclusionasya great part of the lower status inhabitantbef
publicly owned rental buildings should move. Theibalifference, however is, that in Ferencvaros
and Jozsefvaros the vacating is performed by #féaitthe local company in close cooperation with
some committees and the office of the local govemmin Erzsébetvaros these activities are
performed by private developers under contractgadements with the District. Although there has
been a continuous criticism against the exclusipaactices of the three districts this has bess le
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severe in Ferencvaros where the District was adeture large amount of resources also for the
renewal of the old public rental buildings. (In thst 1990s about 60 per cent of the subsidies tham
Rehabilitation Fund of Budapest flew into the MigldHerencvaros action area.) A substantial part of
the inhabitants could remain in their homes afterrenovation as the rental fees were not liftedmup
market level.

As in Ferencvaros the renewal started earlier tlnéime other two districts, the environmental otiegi
of the whole area have been enhanced substaniififf's one of the reasons why after 2000, under
the construction boom, Ferencvaros has been ablejoy a real competitive advantage and was not
forced to lift up the permitted density figuregts building code at a high level. Even the reguriat
plans and their management differ substantiallyragrtbe three action areas. In Ferencvaros a real
“development plan” is in force in which also thewpoints of realisation were reckoned with,
including much detailed plans for the arrangemétih@ new buildings and of the common,
landscaped courtyards. (As a real “planning inrowéf the District keeps the land of the common
courtyards in public ownership and provides an mase to developers for building garages under a
part of these courtyards. As an offset, the devekpask is the landscaping.) In contrast to
Ferencvaros in Inner-Erzsébetvaros the regulatary gpon came under the influence of the
developers (see chapter 7). A special case isf¥#zes where a rather simple plan was adopted, that
fixed the line of buildings on both sides of tharpied promenade; At the same time detailed
architectural regulations were introduced in ortdezllow for the required diversity and, as is hibpe
by the architect manager of the company, for a goobitectural and environmental quality. (The
company, together with the developer organiseceatgrumber of urban design and architectural
competitions, even postgraduate students of aothiefrom TU Budapest and Harvard University,
Boston were involved.)

The first plan for the rebuilding of Middle-Ferencvéros from 1983 (G. Locsmandi) and the model of theegulatory
plan for “Corvin Promenade” from 2000

The most striking difference among the managemititecthree projects is the way how the districts
sell, alienate, their properties to developergshinearly 1990s when there was a low demand for
housing, and most of the state owned developmenpanies went bankrupt, the District and its PPP
company (SEM IX. Ltd.) had to rely on the few, nesvate construction companies that were able to
operate in a profitable way. Thus in this earlyigetno tendering procedure was used for the selecti
of purchasers. Later, as the success of the progtimacted a growing number of developers, the
District, in co-operation with its PPP companyradiiced a very sophisticated tendering procedure
(Case study 8).

Case study 8

Tendering and public procurement procedures in Faovaros

The tender dossier consists of a much detailechteahspecification (permitted floor-space, buildin
height, the required infrastructure improvements)et preliminary subdivision plat (in order to
designate which part of the original building sitamains public property) and also a preliminary
contract. Naturally, this contract includes a builg obligation with deadline. The minimum
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acceptable purchase price is also determined. Tihedonsists of the chief architect of Erzsébetsafo
the chief executive of SEM IX. Ltd. and also ofrogdtae members who well represent the various
political sides in the local government. By thdus@n of politicians into the work of the jury pial
tensions in the Council are substantially reducBae tendering procedure is open to everybody: the
candidates can take part in the procedure also wheir opponents are presenting their materials.
Up to recently no decisions of the jury have bemmtested. Recently about 15-20 developers

The jury comes to a decision after the evaluatioa complex set of attributes, including the
architectural qualities of the submitted tenders.ik\the phase of tendering the applicants are
required to submit only a rough plan of the builgiis), the final plan(s) should be worked out aéter
consultation with the chief architect of the Distriln this phase also minor changes in the laydut
the structures may occur that might necessitatedhision of the preliminary subdivision plat. The
final contract with the winner will be signed omfter all of these specifications are made.

The company is empowered also to the accomplishoh@néparatory activities concerning various
public tasks in the responsibility of the Distriptanning, design, creation and improvement of gulyl
spaces and of infrastructure facilities includitggtinner landscaping. (The costs of the maintenange
of the landscaped courtyards are charged on thelmsers of the dwellings according to the
condominium contract.)These public capital investisieincluding the renovation of the public rentf
buildings, that remain intact, are effectuated tngb single public procurement procedures regulated
in much detail in the Hungarian legislation basedElJ common law. (The company doesn’'t havela
planning and construction section, it employs @atiput 5 persons in full time.) Naturally all final
decisions concerning material matters are madeheyldcal government as SEM IX. Ltd. acts on the
account of the District.

Source: consultations of the author with the chiefcutive of SEM IX. Ltd. engineer, Péter Jordan

In Jézsefvaros alienation of the site of CorvinrReoade was made in one step. After an unsuccessful
tender four parts of the site was sold throughtzaratender to four developers who immediately
resold their properties to a leading Hungarian tiger. The purchase price covers the vacatingef th
public flats and the demolitions. Also here, akinsébetvaros, the developer was able to make the
regulatory plan modified by the District, obvioustyvard higher permitted densities. This plan is
functioning as a “legal framework” of the operaspthe company’s influence on the proceedings has
naturally been decreased. In Erzsébetvaros thertiegdorocedure was made compulsory by a local
by-law only after the emergence of the civil orgation, Veto!. Previously the main argumentation of
the District’s officials was that they wanted tdyren “real developers” and to exclude “speculdtors
Here the selling of public properties is closeliensonnected with the vacation of the buildingshes
selling price amounts to the compensation in chahthe developers pay for the tenants who should
move from the area. (See about this in more dietaihapter 7.)

Finally, the legal position of the two developmeampanies (SEM IX. Ltd and REV 8 Ltd.) and their
relations to the districts governments should teyased. Both are operating as “in-house” companies,
that is, they perform the tasks of the local gowents and their activities do not go beyond the
responsibilities allocated to them by the contwith the local government. Their staff is paid b t
Districts. Only the company of Ferencvaros may drestered as an “institutional PPP” (Godaker ...),
as in REV 8 Ltd. the other partner is the Munidiyadf Budapest.

Case study 9

Financial and organisational set-up of SEM IX. Ltdn Ferencvaros

At the time of foundation of SEM IX. Ltd. a Fretemk and the Hungarian bank (National Savingg
Bank) were minority shareholders in the compantgrla Hungarian consultant firm (Varosfejlesztds
Kft. — Urban Development Ltd.) replaced the banitk & 30 per cent share. Only the shares of thg
partner are interest bearing, the subscribed cdpmfahe closed limited company amounts to 57
million HUF.

According to the financial strategy of the comp#g/proceeds from the alienation of public
properties should cover the costs of the infragtrcad improvements including landscaping and of the
costs of demolitions. Positive earnings should $ediby the local government exclusively (i.) for
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building affordable price (social) flats for thog#o have to move from the demolished building$, {ii
for the renovation of buildings that remain intacicording to the regulatory plan and (iii.) for the

creation of public institutions as child care cesgr (As discussed earlier, also Ferencvaros has to
depend on outer resources including subsidies ftwrRehabilitation Fund of Budapest and from the
EU, the latter used for public space renewal.)

The company'’s responsibility is the preparatiothonig-range strategies and detailed plans for the
coming years. In the latter plans all projectedigties (renovations, demolitions, infrastructure
improvements, landscaping, properties to be alied&tc.) are presented with their expected cost
and proceeds. The company should submit an anepaltto the District Government too. The fing
authority in adopting these plans and reports i @ouncil of Ferencvaros. The president of the
administrative board is the chief executive, amiésighembers one person represents the private
partner and two persons are delegated by the Igoaernment. In the supervisory board five
members are delegated by the local governmentin@mmber represents the partner.

Source: http://www.semix.hu/cegunkrol

Map of the report of SEM IX. Ltd. to the District i n 2003 showing the actual results of rehabilitationn Middle-
Ferencvaros

Meaning of the colours: red: public buildings to édeemolished, orange: public buildings waiting fenewal, light blue:
renewed public buildings, dark blue: accomplished/rtonstructions, lilac: ongoing new constructidight grey:
condominiums (flats sold to the tenants), ligkdilpublic institutions, light green: existing parkdark green: new
landscaped courtyards in the renewed blocks. Thewsl shows, that in the middle part of the sigreat number of
district owned residential buildings are yet wagfifor renewal. That's why in 2000 the District dieml to “step over” this
part of the action area and to give a new impetuthé operations by focusing on cleared buildingtphround a newly
created park (block No 27).

The most important lesson that can be drawn fractdmparative survey of the three local
government initiated large scale urban renewalggtsjis that all of them are of gentrifying and
exclusionary character. Even if there are many“sg@ners” of the operations (for instance those in
Ferencvaros who are permitted to buy their reneffegs after 5 years, or those who were able to
move into better quality dwellings), those who l@ss capable to safeguard their interests (for
instance whose tenancy rights are not enough “¢leasily could fall into the group of the losers.
The examples of Ferencvaros and Jozsefvaros well te advantages of the relying on a local
development company: it can more easily adapf its¢he changing conditions of the development
market. The management of the company is ablettim @cposition relatively apart from the
bureaucratic behaviours and political battles anltdtal government. At the same time the local
government provides a secure political backgrotnatih most cases is welcomed by the local people.

There is, however, another important experiendb@survey that goes beyond the presented
comparative analysis: there are no other aredgimner parts of Budapest where projects similar t
those of the three districts can be accomplishecerievaros, Jozsefvaros and Erzsébetvaros should
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remain exemptions as nowhere else in the city ib&iEts kept the majority of their rental housing
stock in public ownership in a contiguous areatt@more, neither the new Urban Rehabilitation
Program of Budapest, adopted in 2007, nor the Blsponsor programs of exclusionary character.
According to the new national and EU programs tiefional and environmental improvement and
city centres and the “social rehabilitation/regetien” should be the new priorities (see about the
latter in chapter 8). However, it is not yet knowow the extraordinarily vast amount of the
deteriorated former rental stock in the inner paBudapest will be renovated and how the
“comprehensiveness” of the renewal operationsss#ie by most politicians, could be effectuated in
these areas.

6. Main private and semi-private actors in urban restructuring in Budapest

The ten years time-span after the political andheoac changes in 1990 proved to be sufficient in
Hungary to the emergence of a real estate indgstijar to that in Western countries. The threermai
groups of actors, developers, investors and thstoagtion industry perform the same tasks. The
developers are active in acquisition and consotidatf land, in financing and managing
developments by using not higher than 20-30 per@entresources, and finally in selling the product
to investors, including large institutional invest@nd also small final users, as home-buying fasil
While the developers’ gains are the outcome ofwtalmns about land prices, costs of short ternkban
loans, costs of planning and design, taxes andrastngitive expenses, the costs of the construction
work and the expected final selling price, the gtees actually buy a cash flow the annual yield of
which seems to be favourably for a longer haulr-afmut 10-15 years —, as compared to other forms
of investments. Construction companies also in ldaypgre building contractors under contracts with
developers.

In the Hungarian phrasing the word “speculatortised, as elsewhere, for those actors who acquire a
piece of property the development of which is maetarding according to short term calculations and
who keep the land in undeveloped form until theditimns are improved, either through actions of
other developers in the neighbourhood or througkrothanges, as the improved planning permission
conditions. This speculative behaviour has beempted in Hungary and in other CEE countries by
the privatisation in the course of which landedgerties could be acquired on low, in some cases on
extremely low, prices. Another specific Hungaridtitede is that in the view of the general public,

and also for many politicians land consolidationifging parcels into one building site, getting
planning permission etc.) is not regarded as a‘desdelopment activity”. As presented in chapter 1
this may lead to serious political tensions if tewelopment of a public property is concerned (case
study 1 and also Inner-Erzsébetvaros) and the olgeetops out of the project after consolidatirgy th
land and sells it to another developer.

6.1 Foreign and local private actors in real estatdevelopment after 1998

The ten years time-span after the political andheoac changes in 1990 proved to be sufficient in
Hungary to the emergence of a real estate indsstijar to that in Western countries. The threermai
groups of actors, developers, investors and thstaagtion industry perform the same tasks. The
developers are active in acquisition and consotidatf land, in financing and managing
developments by using not higher than 20-30 per@entresources, and finally in selling the product
to investors, including large institutional invest@nd also small final users, as home-buying famil
While the developers’ gains are the outcome ofwtalmns about land prices, costs of short ternkban
loans, costs of planning and design, taxes andraskngitive expenses, the costs of the construction
work and the expected final selling price, the gtees actually buy a cash flow the annual yield of
which seems to be favourably for a longer haulr-afmut 10-15 years —, as compared to other forms
of investments. Construction companies also in ldapgre building contractors under contracts with
developers.

In the Hungarian phrasing the word “speculatortised, as elsewhere, for those actors who acquire a
piece of property the development of which is metarding according to short term calculations and

! Chapter .6.1 and 6.2 was written in collaboratidth real estate scientist Gabor Sodki Téth

40



who keep the land in undeveloped form until theditions are improved, either through actions of
other developers in the neighbourhood or througkrothanges, as the improved planning permission
conditions. This speculative behaviour has beempted in Hungary and in other CEE countries by
the privatisation in the course of which landedgerties could be acquired on low, in some cases on
extremely low, prices. Another specific Hungaridtitede is that in the view of the general public,

and also for many politicians land consolidationifging parcels into one building site, getting
planning permission etc.) is not regarded as a‘desdelopment activity”. As presented in chapter 1
this may lead to serious political tensions if tewelopment of a public property is concerned (case
study 1 and also Inner-Erzsébetvaros) and the olgeetops out of the project after consolidatirey th
land and sells it to another developer.

The first real estate developers who emerged irgenin the late 1980s and in the early 1990s came
from the neighbouring countries (mainly from Auatand Germany) into the office and hotel
development sector. Only few of them belonged &daingest companies in their native country. Their
general behaviour was to use a double managemeaploying Hungarian managers familiar to the
local conditions or they founded joint venture camies with smaller private Hungarian firms. Most

of them were successful in new office developmeuat the refurbishment of old structures (for
instance of the abandoned “workers hostel”) intediograde hotels or youth hostels. The same was
the case concerning the retail sector but herextstence of a successful Hungarian retail chagoin
operative ownership (SKALA Co-op) together withaisibitious founder fast promoted the
emergence of one of Europe’s largest developmanpaay.

Nevertheless, the first large foreign private depetent companies appeared in Hungary as late as
about 1995 after the consolidation of the Hungaeeonomy. These new-comers can be regarded as
real and “classical” developers as they focus onlyhe management of projects. Even if their basic
activity in their native countries was constructionhad a strong building division, they reliedda

rely in most cases even now, on either their locaktruction arm or on Hungarian construction
companies because of the lower manpower costs Wirereas the first hotel and office complexes
have been opened during 1991-1993 the first lacgke $Vestern-style retail developments (Duna
Plaza, Polus Center and Europark) have openedgdL#i@6 followed by the first large scale mixed
use scheme West-End City Center — comprising aalle shopping mall with cinemas and food
court, a four star Hilton hotel and office towera few years later.

The fast transition towards a market economy thiiivired the political changes has furthered the
entering of foreign operators and investors orHheagarian retail market. The past decade has seen
continuous product innovation, which started with tonsolidation and upgrading of traditional tetai
shops and continued with the introduction of nemfalas, like shopping centres and big boxes — for
the most hypermarkets — and DIY brand stores. Asrtarket saturated, the competition became
stronger: location, operational efficiency (logisti purchasing) and shop formula are the key factor
in attracting customer spending. Most of these ggses followsnternational developments, however,
the speed of change is has been much faster. ibraditariety stores, and inner city department
stores have lost out against shopping centres yretfmarkets, traditional shopping streets have
suffered (especially in secondary locations).

Both the retail and the real estate developmenkehduas internationalised years before EU accession
The lifting of trade barriers that might have keghilers away from expanding in the Central
European countries has raised the interest towhedsegion. As the date of accession became within
reach, several chains have reportedly been loakiognd and entered negotiations to secure locations
mostly in shopping centres or traditional inney ahopping street locations (some have already done
so, like Footlocker or Douglas Parfumes). Some femtered following a developer with whom the
chain has established cooperation in developedetg(k.g. C&A). DIY and furniture stores felt an
urge to start an expansion when recognising tleeafiseal wages that has brought a clear shift
towards durable goods. lkea has decided on a setoreland the expansion of its existing flagship,
similarly Leiner/KIKA has upgraded its flagship stand expanded its network and Sconto has
established itself. Several local players (catefanghe lower end of the market) have also expende
during the past few years. Beside expanding netsvarkidea to create a “furniture/home décor” mall
is on the agenda for some time. Home Center byifebidential developer Interestate in District
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XVII, along Pesti road was the first of this kiriche complex incorporates showrooms and a small
office/conference facility. Material Center, a @ci in construction currently seem to have a simila
concept , located at the already established finenitluster along District XIII's Rébert Kéroly
ringroad.

As a completely new concept Factory Outlet Cenff€3Cs) a concept originated in the United
States, were initiated recently. Two competing sadg are under construction in Budaérs and in
Torokbalint, West to Budapest. Another one is pi&him District XI (Lagymanyos) on a former
industrial site. The FOC concept is a leisure fedusetail product (day trip destination). As a
definition we may say that FOC is a professionalcept of factory sales in an attractive setting iha
many cases has a strong leisure-touristic chardot&OCs about 70% of the supply is made up by
fashion and shoe & leather goods, since these ptethave high-trend sensitivity and therefore
represent higher risk of over production. Accordiongnternational experience 80% of visitors come
to buy fashion and shoes in FOCs. FOCs have a niggpawer over more than 100 km distance. The
low frequency of average visits, 2-3 times per ygguical for FOCs require a strong drawing power
over long distances.

In contrast with a vigorous international competitin the commercial real estate sector (officeilke
hotels and more recently warehousing and logistie)e was no significant interest in the housing
sector until the late 1990s from foreign developkftsst foreign owned development companies are
from Israel (Autdker Holding, Engel Group, OlimpBBI, SLPorperties etc.), but large construction
firms like Strabag or developers with a financiragkground like Raiffeisen Property have also
entered the housing construction market. Bayeristdnesbau, a regional player from Germany has
been the first developer to complete a mix-use ldpweent comprising residential, office and retail
functions on the site of the former optical workBudapest (the MOM Park development, case study
4). The Austrian company Real 4 You has turnetbitss to housing after successfully completing a
shopping centre project in Budapest.

The Hungarian side of the picture is also extremalyed. Many of those former state owned
construction companies that used to be activednrtiplementation of residential, public and other
commercial buildings were privatised partly or tigthy their management. These companies with
many building divisions carrying the heavy burdérmploying hundreds of people were split up into
a number of specialised subcontractors while theagament retained the general contracting units.
Besides management buyouts a number of leadinmgfocentractors were involved in the
privatisation, primarily in the infrastructure tdiihg sector. These companies with help from capital
injection and upgraded technology and know-how vedale to sustain their primary role on the
market. As most of the former development divisiohthe local councils had been dissolved and
their own development companies were privatisesgtt®mpanies cover a wide spectrum of activities
in infrastructural development. Recently the lgpgelic works are managed by relatively small public
development agencies, by strong private developetsy strong “general contractors”, employing a
great number sub-contractor companies of variesl siz

At the same time, also in the course of privatisgtsmaller construction companies emerged on the
scene. Most of them entered into the resident@bsgespecially after 2000. Their growth pathsehav
been rather diverse. Some smaller, privatised, mataged companies, successful in construction,
came over to the development side by retaining ttweistruction divisions (case study 11) too. Gther
took the risk of fast growth by undertaking lar@y@sidential park” projects with extremely high
densities even on less attractive sites. Up tatgcenany of them remained successful, however,
after the slowing down of the housing boom sigeélsreak-downs are observable. Some of them are
active in central state initiated PPP projectgyragersity buildings, student hostels and alsogmss
However, taken the growing share of Hungarian congsain residential development as granted,
most of the largest projects, for instance thosagithe Danube, are managed by foreign developers.
Among them especially the 1zraeli, Spanish, Porésgudevelopers are active.

With the maturing of the market we may classifyfpssional developers into three main categories:
land developers, mainstream builders and nicheepday.and development for residential use was in
many cases initiated by local governments motivage@entral Government subsidies available for
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the expanding of the utility network. As a reacttordemand for affordable building plots and since
the voucher privatisation (restitution) of agricudl land has resulted an estate structure n@tviour
for agricultural exploitation, private investorsthinvestment societies (e.g. Quaestor, Pilis-Invest
etc.) arranging a large pool of small investor momatered the market by acquiring major land
holdings. There are a number of private land dgreknt companies, who besides developing
building plots are also involved in building as Ifel.g. Simex, Hectar 68).

Except for OTP Ingatlan Rt., the real estate dgraknt arm of the National Saving Bank (OTP) all
domestic developers in the housing sector are empanies, formed in the last 8-10 years or even
more recently. Until the late 1990s entry into therket was difficult, due to lack of experiencehe
housing development business, the reluctance dfsb@mprovide interim finance to start up
enterprises, weak demand for new housing — espedialing the early 1990s — and until 2000 the
lack of affordable mortgage finance instrumentsn8ohowever, have established their credentials
during the early years of transition through aesedf small scale projects. The chemistry of their
success appears to be a mixture of competent maweagestrong relationship with the local
government where they operate, innovative finanaimgg marketing techniques.

In the Budapest area there are about 350 compactiee on the housing development market.
Among the largest players are OTP Ingatlan, IntatesAL Holding, Balusztrad, Autoker Holding,
Reax Invest, Mester Nivo, Trigranit to name a fABwmumber of these companies were founded by
individuals with experience in the financial secimd/or with a legal background. Successful busines
owners in other sectors (e.g. IT, automobile tradeedia) have been attracted to real estate,
especially land development and housing constmicAmong the mainstream players larger firms
tend to become volume builders either by dominagitigcational segment (e.g. Quadrat in tHe 9
district, Mester Nivé in the"4district etc, Case Study 11) or by aiming at mbfze (most Israeli
firms, local construction giant Vegyépszer, OTPaltteyn, TriGrénit, etc.). A special category is
represented by developers catering for a specigdenaegment. There are a handful of small scale
investor/developers specialising in conversionsc(apaces, existing apartments, villas or old
industrial buildings). The average scale of thesgegts is small, targeting the upper segments and
concentrate on the historic city centre and thé pigestige Buda districts.

Case study 11

Success of a Hungarian construction company as aeleper in Middle-Ferencvéaros

Before the political changes the National SavingB&OTP), financier and developer of the newly
built dwellings in Middle-Ferencvaros, was authedzo select the construction company. A big
North-Hungarian state owned company was the’roupaetner” of the bank. It had a branch-
company in Budapest that was operating relativalscessfully despite the worsening economic
conditions of the late 1980 and early 1990s. Th#sbh company started to gradually lose its ties o
its mother-company, finally the management, togetité its workers "bought themselves out", and
the Quadrat Ltd. was founded in 1989. In 1993, atst tender, Quadrat's offer was more favorable
than that of the former mother-company, thus the pevate company was chosen by OTP.

Quadrat started to build under the contract bounthv®TP. Gradually, OTP's privileged position ir
residential building has been weakened, e.g. istgpayment obligation was introduced on short-tdrm
loans raised by its development section. Poor tyuatiarketing activities of the bank continued to
reflect its monopoly situation, demand for the @artments in the deteriorating area was relatively
low, landscaping of the courtyards was yet misdings the selling of apartments went on desperajely
slowly. After the political changes OTP realized #xpanding market in office development, decided
to focus on commercial building and to withdrawnfréinancing and building dwellings in
Ferencvéros.

For Quadrat, as a construction company, this méaging the secure customer. In order to survivq,
the company decided to widen its scope of actvitieundertaking tasks ordinarily performed by

separate actors in market economies: investmeat gstate development, building, marketing and
selling at its own risk. Through good organizatmfrall of these activities, e.g. marketing, wasrieat
out on the site in nicely furnished new flats dfiedent sizes, plans of the buildings and dwellivwgse
continuously redesigned according to the custonvalls™ customer pre-financing" was introduced,
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the company was able to tide over hard times. BEvere important was that through keeping

"everything in one hand" outflow of profits coule &vaded, and used for investments including th
improvement of the company's technical infrastgt(No interest payments have been done to th
shareholders, including also the blew-collar workef the company.) In this line also selling price$
were kept on an affordable level under the circamegs of a narrowing housing market.

1”4

e

Quadrat's success was also backed by its fair lzssirelations to the newly elected district,
government. It was also an important factor thathatectural and landscape design continued to be
done by the same architects and landscape architelcb, working already in private businesses,
have gained experiences in the difficult businéskesigning in a built up environment. Also these
helped Quadrat to fill in the "development gap'the early 1990s, when the old socialist structureq
collapsed.

Source: Lecture of the writer at the Central EurapéJniversity, Budapest, based on interviews wigh\drjas, manager of]
the company

6.2 Large investors in the Budapest real estate miagt

There are no published data on how profitability bhanged during recent years in the real estate
development sector. However the growing numbeirofsf and the increasing volume of construction
show investor confidence in the sector. The tintesoaer when initial investments could be recouped
within 5 — 7 years, still profitability is attragg for developers and investors coming from Austria
Germany, Switzerland, the Benelux, Britain, the .l&u&d Israel. The annual construction volumes in
the sector discussed averaged around 100.000 sgmehpum. The construction industry has seen
sustainable growth during past years and the séorttrend is positive.

In the years following transition the investmentrket was immature and prime yields reportedly
stood around 14-16%. Since the mid-1990s, primielyieave dropped significantly, and current
estimates put them at around 8.5%-9%. These essnshibuld be treated with caution: there have
been only a limited number of transactions anayieisrents, there is little transparency. The
investment market so far has limited itself to Buelst. Decreasing yields in the Hungarian capital
contrasts with the movement in rents over the gasade. It partly reflects growing stability and
anticipation of an improved rental performance a@ning years, due to expectations of economic
growth following EU accession. However, market famgntals suggest that real rental growth is
unlikely in the short-term, and so it can be cdnttéd more to the weight of money chasing a very
scarce stock of good quality properties let oncaaa leases to blue chip covenants (Table 8) .

Table 8
Major transactions in Budapest between 2002 and 200
Address* Investor Nationality | Date Size(sq | Price(€m) | Yield(%b)
m)
Science Park, District XI Sachsenfonds German To be 32.800 | 67,5 n.a.
GmbH (Landesbank annunced
Sachsen) by Q4
2004
IP West, District XI Europolis Invest Austrian Q4 2003 24 000 28,0 9,8
(forward purchase)
City Gate (50% interest) Europolis Invest Austrian Q3 2003 22 000 | 40,0
APV Headquarters (sale OTP Real Estate | Hungarian | Q3 2003 16 000, 15,0
& leaseback) Fund
East-West Business Polonia Property | Irish Q12004 | 15825 | 42,5 9,5
Center Fund LP
Obuda Gate, District Il | Polonia Property | Irish Q4 2003 14500 | 29,0 9,1
Fund
Hermina Towers Private investor n.a. Q4 2003 11 25@2,0 10,0
Eurocenter Obuda Manhattan Austrian. Q4 2003 24.000 36 n.a.
(shopping centre) Properties
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Deli Point Private investor n.a. 2003 7.000 10,0 159,

R70 CA Immo Austrian 2003 17.000| 30 10,0

Alkotas Center, District | Private individual UK Q4 2003 3300 5,0 8,9

Xl

Retail portfolio of 4 Pricoa us Q4 2003 | 36.000f 51,6 Below 9

stores in CZ and H

Electro World (2 stores)| Pricoa us Q4 10.000 | 13,0 9,5
2003

Globe 13 and Arpad Immofinanz Austrian Q22002 | 20.000f 40,0-42,0 9,35

Center

Unilever building Immorent (Erste) Austrian Q2 2002 n.a. 15-20 9-95

Compagq building HVB German Q2 2002 n.a. 5-6 1013

West End Business PBW Fund German Q1 31.000. | 69 9

Center 2002

Kalman Imre u. Redevco NL Q1 n.a. 9-10 9-95
2002

Source: Colliers, DTZ *if otherwise not indicatduktlist contains office projects

Investment activity in the Budapest market overgast year has been dominated by a few “vehicles”
created specifically for investment in Central EpgoThese include the Polonia Property Fund,
controlled by Allied Irish Bank, with shares alseldhby the European Bank for Reconstruction &
Development (EBRD) and Immoeast. The Fund acqi€@’'s Obuda Gate for around EUR29
million in Autumn 2003; the scheme was 85% lethattime of the sale and the deal reportedly
involved a one-year rental guarantee on the vesgaaite. This was followed by the acquisition of
Skanska’s East-West Business Center for EUR42amillh Q1 2004. Austria’s Europolis
(Investcredit and EBRD) acquired the remaining 5§i%ity Gate in 2003, and was also involved in
an AlG-Lincoln portfolio purchase. The latter dezthlled EUR150 million and included two logistics
parks as well the forward purchase of the IP WHgteoproject; the overall yield on the deal was
reported to be around 10%. German funds were aictitree market in 2002, but much less so during
2003, although there has been some recent involveimeam domestically-based investors (e.g. OTP,
Europa Alap and Raiffeisen).

Other important transactions included the sal&efgortfolio of Airport Business Park and and M1
Business Park by developer AIG/Lincoln at initig¢lgs of 10%, the sale of Pharmapark (14.300 sqm)
and Henkell & Schonlein (10.800 sqm). On the hstene in 2002 the 148 room Art Hotel in
Budapest was reported to be sold at a reported gfe8% to a Belgian based fund. The building is
under 20 years lease to an international operat@003 Immorent (a subsidiary of Austrian Erste
Bank) has purchased five hotels from Accor Pannbioigls all of which have been leased back to
Accor on a 20 years term. The transaction volume ngported to be some 88 million EUR.

During recent years German funds have shown th¢ imesest (BfG, DESPA), in 2003 Austrian
funds increased their activities and there is gngwnterest from Irish and overseas investors. & her
are three larger domestic funds of which OTP lagafportfolio value of 69 million EUR) and
Raiffeisen (62 million EUR) are the most importamhereas Europa Alap started by local investors
have been taken over by HVB recently.

6.3 Civil organizations in urban development: envionmentalists and conservationists

As some environmentalist groups played an importaetin the preparations for the political changes
in the late 1980s, their role has remained relbtisrong after 1990 too, as compared to other éorm
state socialistic countries. As a great numbeheir tmembers, intellectuals as architects, urban
planners, engineers, sociologists, writers etaggito the new libertarian party, a leading perkiyna

of which has continuously been the mayor of Budagiese 1990, their relations to the development
of the city processes became rather ambiguous lat#re first years after the changes an “anti-
planning” attitude prevailed among the leaders memsbf the Municipal Government of Budapest.
On the other hand, in the two-tier local governnsstem of Budapest, the municipal government’s
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principal task remained the development and maamtea of the main infrastructure including public
transport, tasks that require strong public intetia® also in physical planning. In this controvals
situation, in which the “success” of the centralgmment of the City is weighted principally along
the implementation of public works a wide spaceirfitervention by civil organisations has been
opened.

In the early 1990s the leading attitude of the mmmentalist groups was the advocacy of a balanced
development of the city both from spatial and emwmental standpoints. They have taken a strong
line against any developments that would contribatine further strengthening of the city centre.
They soon confronted with some strong engineenbdikes, and in many cases were able to block the
implementation of new distributor roads close ® ¢fty centre or those that would have penetrated
environmentally sensitive areas (for instance thltening of the lower quay of the Danube on the
Buda side). Later their policies became more cohmaisive by putting their criticism into a more
long-range and global context. By stressing eneamgervation, recycling and general environmental
awareness their intellectual standpoint and belawecame very similar to those of the
environmental groups active in the developed wargeneral rejection of any expansion of space for
car traffic, including also underground parkingcemtral districts of the city, putting public
transportation and cycling into the forefront. Thaiost recent achievement was the rejection of the
cutting back of the size of the yet generous pubdinsportation service of Budapest (recently the
modal split is about 60 per cent) and that the gnajery work on the introduction of a “traffic-jam
fee”, following examples of European cites, has giarted.

On the other hand the “greens” have been less ssfetén the less comprehensive, smaller-scale
matters. Only few achievements were made concethm@pstering of an environmentally more
conscious residential construction, as the useafrgl heat for heating and cooling residential
buildings, the use of sun-collectors or the retagmainwater within the residential neighbourhoods.
This environment conscious way of building is imghcontrast to the profit maximising private
residential building fostered also by the very higinsities permitted by the building code of
Budapest. (Only few civil organisations are awdrthe “secrets” of density calculations and their
close relations to profitability of residential prots, see chapter 7.)

It is common in Hungary that in the civil organisat environmentalist attitudes go hand in handh wit
those of the conservationists. In some cases Weidapping of views and standpoints may lead to odd
outcomes: for instance a recent strong rejectigchebuilding of Metro-line No 4 in favour of the
setting back and/or lengthening old tram lineshmarrow streets of Budapest. In other cases the
national party politics might influence the behawn®of civil organisations. The number of “quasi
civil organisations” closely interlocked with soiparties is rather great in Hungary. It is a new
phenomenon that the conservationist groups anegicticoncert with social scientists who step up
against any kind of exclusionary practices in urkerewal. On the other hand the contacts of most
civil organisations, both environmentalists andssmationists, to local people have been rather
contradictory. Their general behaviour has beestdp up “in favour of local people”, and seeking fo
backing in the neighbourhood only after the finstosing” actions had been made. (For these
interrelationships see in more detail the behavadihe conservationist civil organisation Veto! in
chapter 7.)

Finally, a specific conflict between conservatidoggups and some groups of intellectuals arguing f
an up to date and “alternative” cultural environméncluding “contemporary architecture” in
Budapest, is to be mentioned. While the generadmugmnlicy of Budapest has been rather libertarian,
in this field its policy has gone after that of ttenservationist general public. Building of skygmers

is prohibited even now; the “full conservation”tbg historic, 18 century cityscape is becoming a
new policy just recently. The artists’ view abdue development of Budapest in the last 18 yeaas is
simple statement: “nothing really happened”.
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7. Inner-Erzsébetvaros, restructuring under the atack of Veto!

In this chapter those important changes in therurbaewal strategy of Budapest' district,
Erzsébetvaros (Elisabeth-town) are summarisedgttexemplify restructuring processes in the
Hungarian capitol after 1990, discussed in thaexachapters. Based on the overview of urban and
architectural literature, sociological surveys,tcainState Acts, local government decisions and
statutes, regulatory plans and building codesjld@ig studies the chapter tries to comprehend all
important factors that have influenced the behaviduhe district government, the people living in
the area, of the, in many cases foreign, develagpailsnvestors, when a conservationist civil
organisation,(Ovas!: Veto!), intervened againsgéescale demolitions, the exclusionary methods of
urban renewal and for the saving of the endangaredtectural heritage and, last but not leasttHer
revival of the neighbourhood as the “Old Jewish (@aré of Budapest.

7.1. History of Inner-Erzsébetvaros before 1990

Growth of Erzsébetvéaros started after the Turkistupation of Hungary in the early 1700s as a
horticultural area serving citizens of Pest witbdoThree West-directed roads (Kiraly, Dob and
Dohany streets) provided the access to the langiega. Later the Jewish community settled down
here, close tthe city walls, and built in the end of the™@entury three synagogues in first class
architecture. Up to recently these are the majeett of Inner-Erzsébetvaros together with a fourth
one (Wesselényi Street) that was newly opened sitheslong building blocks in the last years of the
19th century. Gradually new, narrow streets staddte opened by the owners of the gardens along
the borders of their parcels perpendicularly torttagor streets. Subdivision of the originally agaar
lots went on both along the main and the side-strée a result of this “organic” development small
building sites became characteristic along the-siceets, where the poorest population found simple
single story rental homes. Kiraly Street becamentbst important “suburban” commercial street of
Pest to the early 19th century.

Erzsébetvaros seen from above the military hospitah the 18" century (now City Hall) and a map from
1872

The present high density of the quarter is thelre$uhe gradual rebuilding in the second haltto#
century. Two major interventions brought a new im&mthe area: the opening of a new avenue
(Sugar ut: “Radial Road”, 1875-85 — Andrassy S)remid the Grand Boulevard (1880-95). These
streets were cut through the original urban textanel became the focal points of building activity:
Inner-Erzsébetvéros fall into a backward positiehibd the elegant Andrassy Street. That is why this
is the only part of Pest, where numerous multiysharildings from the classicist and “romantic”
architectural period of the middle 1800s escapedotiéon.
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Two plans of Madach (Erzsébet) Avenue from the betaen-war period

At the beginning of the J0century a new axial roadas planned to be opened through the densely
built residential blocks, but only a short sectadrit was accomplished close to the City Hall ie th

late 1930s. After the"2 World War, under the state-socialistic periodyanfew development
schemes were outlined for the continuation of thees (Madach Avenue) in the modernist flavour of
that time. The dominant concept was the extentfaheocity centre to the East direction, thus the
General Plan of Budapest in 1970 designated treefargublic institutions including housing. None
of these plans were implemented, but the prograedmtive effects are visible even now: in fact not
any renovations were carried out in the state ovimslding stock. Later, immediately before the 1990
political changes a deputy mayor (an architecthefDistrict Council of Erzsébetvaros came forward
with the idea of reviving the Madach Avenue conc@piis time the plan to accomplish the street was
already accompanied with the concept of “stimutatime market” and assisting renewal.

Two plans of Madach Avenue from the 1970s (TU Budagst and BUVATI)

The 7" district of Budapest was also the scene of thagemee of the idea of a more sensitive urban
renewal in the late 1970s, in line with internaéibtriends, called “block rehabilitation”. Althoughis
method of renewal broke with that of the formericablredevelopment projects, implemented mainly
in the outer districts of Budapest, also planslotk rehabilitation included the demolition of tleos
worst quality buildings — or the inner side-winddleem — that were classified as “not feasibly for
renewal based on economic calculations”. At theesame an all-embracing renovation of the
remaining stock and also the provision of landsdapeer courtyards were planned. In 1986 the
municipal council of Budapest adopted a RehahiitaProgram that designated the action areas and
set up a financial and institutional system todahgiigh block rehabilitation plans were in place in
nearly all inner districts of Budapest, only fewtlbése plans were implemented before the change of
the political system in 1990.
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Plan and model of the renewed block No. 15

An early example of “block rehabilitation” in th& @istrict is the so-called block No. 15 West to
Klauzal Square, the main square of the area. Hereterior of the block was freed up, less valeabl
back-wings around the courtyards were demolishéelvanew buildings were built, and the remaining
parts of the buildings were modernised. The inlaaibé were re-housed into other state owned rental
flats. The initial plan intended to keep the hogsstock in the state “social housing sector”, bet t
costs of the operation were too high comparedddtidget limitations of state housing. Thus a great
part of the flats were handed over to the Armyeeahof flats for its officials. Soon this method of
rehabilitation was declared by the Municipal Colin€iBudapest as “unrealistic”, thus not to be
followed in the future.

7.2 Inner Erzsébetvaros, the “Old Jewish Quarter” ¢ Pest

In Erzsébetvaros, the first suburb of medieval Restd to be inhabited by a population of mixed
origin, more than 30 per cent of which were Jeveigén in the first half of the 2@century.A recently
published historical-sociological survey (Ladanyi,) describes a rather suggestive picture alaut t
changes in the locations of homes of Jewish paofeidapest’s urban structure in the last one and a
half century.

The synagogue in Dohany Street and a photo from thearly 1900s

In the first years of the $0century about 60 per cent of Budapest's Jewishulatipn lived in
Terézvaros (Theresien City: the today'sahd 7" district). It is to be stressed, that in histdgoms no
real ghetto functioned in the three “founding sitief Budapest (Buda, Obuda and Pest) after the end
of the Turkish occupation and in the period of isettlement of Hungary in the"18entury. Later
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the share of Jewish people grew fast in other &bettistricts of Budapest, in particular in Lipoted,
owing to their fast improved education levels, grayyarticipation in the Hungarian economy, thus
the accumulation of a growing part of wealth init@nds. In the interwar period the most
characteristic target area of out-migration from 1®Id Jewish Quarter” became Ujlip6tvaros where,
along the Danube, new residential developmentseaaifa good quality living environment. Only the
Jewish population of Budapest survived Holocausuinstantial numbers. According to a 1948 survey
70 per cent of the Hungarian Jewish populatiordlivethe capitol, compared to the 48 per cent of
those who were classified as Jews in 1941 accotditige two “Jew Acts” adopted by the parliament
of that time. But since March 1944, after the oedign of Hungary by German troops, a great part of
Inner-Erzsébetvaros was converted to a “ghetta’ witich a great part of Jewish families were forced
to move.

The border of the “ghetto” in 1944 and 1945 into wicth the Jewish population was forced to move

After the Second World War migration of Jewish dedp other parts of the city has been even more
accelerated, once again to the “higher statusticlist While in 1938 48,7 per cent of Jews livedha
four inner districts (8, 6", 7", and &) and 13,3 per cent of them in Ujlipétvaros, tisaabout two

third of them were inner-city residents, until 198%rzsébetvaros, where the greatest number of
Jewish people had lived before the Second Walffituse has fallen back to 6,3 per cent. Their share
substantially decreased in the residential builditogk with lower prestige (in the traditional ctds
“courtyard building”, especially in apartments lretrear wings). In Ujlipétvaros the share withia th
total increased to 18,4 per cent and also in sars pf the city that had formerly been known as
“Christian districts” the sociological survey meesiquite high figures (for instance in tHé 2

District — in the Buda Hills: 23,9 per cent).

7.3. A new-old concept of urban renewal in Erzsébeéros after the political changes:
from Madach Street to Madach “Promenade”

The 1990’s fundamentally changed the politicalalend economic environment of urban
development and urban renewal also in ErzsébetvAsodiscussed in earlier chapters, the
introduction of the municipality system, the twertmunicipality structure in Budapest, the
strengthening of civil and property rights, and doeninance of private development increased the
number of new players in urban development. Athieership of the state rental housing stock was
transferred to the local governments also the democratically elected, government of
Erzsébetvaros had to face the question whetha@lltissflats to the sitting tenants or keep attea

part of them in order to promote urban renewal §ingiits own property base.
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As described earlier, the 1993 Housing Act madéahenation”, compulsory if the tenants wanted to
buy their flats except that (i.) the structure Wsied as a national heritage, (ii.) the building’s
condition was extremely bad (,life threatening”)d4(i.) the area was covered by an official
rehabilitation plan. In Inner-Erzsébetvaros somi&dings had already been listed as national hegitag
along Kirdly Street, a great part of the buildimgc& was out of repair, thus the District decided t
fasten urban renewal operations. This intentiothefgovernment of Erzsébetvaros was confirmed
also by the revival of the old plan of Madach Stree

The plan of Madach Promenade adopted in 1989 by tHdunicipal Council of Budapest

In 1989, one year before the political changesMhbaicipal Council of Budapest invited four state
owned architectural studios for an urban designpmgition. The tender’s purpose was to collect ideas
for a new plan of Madach Avenue. The competitios wan by a team of TTI (Institute for
Development of Planning and Design). The archivéthe prize-winning entry proposed a pedestrian
“promenade” the broken line of which was fittedhe border lines of the existing parcels, the sehem
“enriched” with internal squares, open or coverdak whole design was kept in the traditionalist,
“post-modern” architectural flavour of that peridi.the same time the proposal, although a steg bac
from the avenue concept, calculated with largeesdamolitions. The official plan, based on the
competition entry, was adopted by the Municipal @ouof Budapest in 1989, just before the political
changes.

The new Assembly of Representatives (Council) ef@strict supported the new scheme despite the
fact that the Municipal Government of Budapesteegly one of the deputy mayors definitely
opposed it. One of the new political parties petdsdzahe architect of the promenade to become a
candidate at the local election who, after succdlgdbecoming a member of the Council, was keen to
keep a close eye on the realisation. It playedalsie that in these years there was a plan of
organising a World Fair in Budapest; the Distrieinted to attract a high share of the hoped reateest
development boom onto its territory. Finally theu@oil of Erzsébetvaros adopted the plan in March
1992.

Maps showing buildings to be demolished and to beenewed according to the 1989 plan

Then the realisation seemed to be rather easylibgd in the large publicly owned territory in the
middle part of the blocks were planned to be desheld and their sites subdivided for new building
plots. These new plots were planned to be sol@teldpers, and the revenues from the transactions
used for the renovation of the district owned binigd along Kiraly Street and Dob Street. A
Hungarian branch company of an internationally kndnm was commissioned with the feasibility
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study (Coopers & Lybrand). According to the adogptath 25 buildings would have been completely
or partly demolished with 382 flats together wiBd3ental premises. On the 29 new building plots 20
office buildings, banks and other commercial depeients were planned together with only six (!)
residential buildings and 3 parking garages. Vels/ suggestive that a great part of reservatibosia
the promenade concept made in the early 1990g@@yeg even now (2007).

Debates in the Council around privatisation beceatteer fierce. On the one hand, in fear of
speculator consequences, the ongoing proceduressseerely criticised arguing that as
many properties should be kept in public hand asipte. Others proposed the selling the
majority of the public flats to the tenants, andsequently argued for a radical shortening of
the “non-alienation list”. (See about this listda)

Political analysts pointed out that the Districtv@oment tended to arrive at decisions under
pressure, in a fear from a total bankruptcy calbyegreat mass of residential property, the
upkeep and maintenance of which seemed to be istieah their view the Council voted for
the plan in lack of the required information byléaling “sympathies, bargains and temporary
alliances”, and that the members of the Councilteno gain some “political capital” for the
next election.

Reservations of technical experts and planners alspestrong. Those who put the concept
into a wider context and were speculating aboutitheslopment strategy of the whole city
heavily criticised the concept of “city centre endn” because Budapest misses strong sub-
centres. Serious traffic problems soon became appdhe narrow streets would not be
capable to accommodate the increased traffic flow.

The Jewish tradition of the area was less accesduhat time, but an article reminded its
readers of the forced ghetto from March 1944 takaty 1945. The author also analysed the
repressed historic consciousness under stateisatidghe “unprocessed social trauma”,
concluding that the plan of Madach Promenade “doé$ake into account the considerations
of important relations to the history” of the site.

Although there were only few reservations concegrtire realisation of the project by the
private development sector, the “monumental” sizéne project attracted severe criticism.
One paper warned that the area would be emptyeievknings, criticised the “island-like”
character of the development, and said that theadahould be seen as only one of the
necessary factors of success. It stressed that ctgstal would be more”, the actors of a 30
billion HUF project would dictate, “colonize” antdt their frightening with moving away
from Erzsébetvaros should not be accepted.

As the new promenade concept would have exercergnlis impacts on the inhabitants, in a
sociological survey 500 persons, well represerttiegcomposition of population, were asked to what
extent they were informed about the plan and totwlbgree they agreed to it. Three variations were
presented to the questioned people: (i.) the “elggdan of the promenade, (ii.) a “less grandiose”
variation and (iii.) a “self-help” version, the et referring to the option of “full privatisationin

which the renewal of the buildings would have benresponsibility of the inhabitants after theg ha
purchased their homes. As expected, the self-fexlgan was supported by only 15 per cent of the
guestioned owing to their missing financial capeasitlt was a bit unexpected, however, that 55t4 pe
cent of the questioned agreed to the promenadepomcfull extent, partially agreed another 10e8 p
cent, thus the project was backed by about thetwo of the inhabitants. 72 per cent of the
guestioned knew the plan but they were less awfdate severe consequences (alienation ban,
character of renewal and building operations efhg researchers commented these results in a way
that the people could envisage the improvementsein situation only through a large scale,
comprehensive intervention after half century negle

Despite the ambitious start of the Madach Promepaagject only d'tower-like” office building was
accomplished that blocked the realisation of theurg long avenue concept for good and all. The
further building operations were severely curtatbgdhe uncertainties about the ownership of a
passage-building, called Gozsdu Courtyard, standinige line of the promenade. Another important
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factor was that the next Council put much lessgnato the implementation of the project. The
intention to continue Madach Promenade was strengthin the end of 1990s but under substantially
changed real estate market conditions and accotdiagiew regulatory plan.

Gozsdu Courtyard as it is planned to be renewed

7.4. Madach Promenade reawakened in the late 1998lanning confusions

To working out of a new regulatory plan for Mad&tomenade was induced in 1998 by a
development proposal of a private investor fomalsi block that required basic amendments of the
plan adopted in 1992. The adoption of the plarofdy one block was refused by the District
Government that immediately commissioned the coasuplanner of the block with a plan for the
whole promenade. The new plan retained the basinesits of the former one, but the promenade was
planned as a less continuous spatial system. Mi@gsswas laid on the system of defensible squares,
gardens, landscaped courtyards in the inner pattedlocks. An important proposal was that the
large scale restructuring of the blocks would hawesnd at the line of Csanyi Street where the "axis

of the important NagymezStreet, perpendicular to the promenade and leddikgauzal Square,

would provide a natural border-line for the project

The second plan of Madach Promenade from 1998 (BF\Ferenc Pintér architect)

Real estate development trends substantially clibsigee the early 1990s also in Erzsébetvaros.
Owing to the widening of state housing subsidiescdbed in chapter 1.6. demand for new residential
development became dominant. Thus the former comtejity centre extention has been removed
from the agenda. Development pressure was putdividimal properties in the most advantageous
locations. The inhabitants exercised another pressuthe District Government: a growing number
of public flats were alienated, sold, to the tesaf@radually the “property pool” of the District,
required for an effective public management ofghgect almost vanished.

As described in chapter 2.3 the so called “nornitgtprinciple” (the same zoning regulations should
be stipulated for building plots ,in identical ptoisn”) was introduced by the new Hungarian urban
planning law. It became an important legal requeetrin the planning methodology but the use of
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this principle caused serious confusion also imptfeeess of planning of the new version of Madach
Promenade. The District adopted a local building planning code that, with some minor alterations,
took over the regulations of the Framework UrbaanRing Code” of Budapest, that includes very
high permitted building densities for the centradlgated “mixed-use” zones. (In these zones of
Erzsébetvaros densities as high as 5-5,5 m2/me-$loace index is permitted, while in the densely
built areas of Budapest this figure rarely excezés)

In this rather contradictory situation the consutigplanner took the hard line of producing a réalis
environmentally acceptable regulatory plan. Aftéh@ough survey of the site he worked out a
scheme in which the size and placement of buildiags determined “plot-by-plot” according to the
prevailing situations. This method of planning wasonsistent with the “normativity principle” and,
at the same time, the possible building densitetsrdnined by plan were in most cases much lower
than those permitted by the planning code too. Tdasible regulation” started to be contested by the
private developers willing to build as much as wasnitted by the planning code of the District.

It has not been in the interest of any partiesat@way with this legal confusion, that is, to dese

the normatively permitted densities to an environtakly acceptable lower level. The District
Government has up to recently been in a fear afidosivestors who would choose another district,
and also of the possible compensation requirenier@ses of “down-zoning”. The private developers
and investors, on the other hand, are aware datiighat they are able to make better transactfons
higher density figures refer to their propertiesven if they do not want to build only to sell the
acquired property.

Two computer models of the second plan of Madach Bmenade showing high densities

Meanwhile the problems concerning the ownershi@afsdu Courtyard have been solved, thus a new
cross-axis will be added to the promenade soothdrsame block and in Hollé Street demolitions and
building started, but a civil organisation interigzhin 2004.

7.5 Emergence of the ,Old Jewish Quarter” conceptiad the attack of Veto!

In 2003 a rather influential paper was publishe@lmpnservationist architect (Percel, 2003)
commissioned for by the Chief Architect’s Officetbe Municipal Government of Budapest with the
intention to survey architectural and environmemrgdlies in a part of Erzsébetvaros that since the
coming out of the paper is called as the “Old Jev@sarter” of Pest. The paper covers facts of
architectural and cultural history of the area\vptes a classification of the yet intact oldestidings
together with their architects, their importantnf@r inhabitants and also the traditional crafts and
trades characteristic to the site. The authorsmmken intention was to argue for the protectiah an
renovation of as many of these buildings as passibht is, against the demolition of them in orter
keep the site’s characteristic image with architesdtmonuments going back to various architectural
periods.
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Maps from the paper of VATI: oldest buildings and passages characteristic to Jewish past of the quarte

Another clearly visible intention of the paper wagrotect and strengthen the Jewish heritageeof th
area. The three synagogues should be protectedfrmextremely dense building in their close
vicinity, public spaces, public gardens are to f@ated along which the traditions of the site cdagd
revived. The special passages that played an iaptardle in the life of the religious Jewish people
should be preserved and traffic calming shouldielthe renewal of the streets. At the same time the
paper only touches serious problems as the detgetbroutmoded conditions of the buildings, the
extremely high costs of renovation, the relativ@lyh share of lower status population in the atea e
The paper represents a radical conservationisti@eti

Shortly after the paper was published in June 206#il organisation, called Ovas! (Veto!),

submitted to the Office of Cultural Heritage (Kulilis Orokségvédelmi Hivatal - KOH) a petition
against the demolition of a building in Hollé Straed applying for its listing as a heritage burilgli

For one month this building had already been valchyea private developer in order to clear its site
and build a new residential building along Madaocbnfenade. After not getting an answer 20 persons
went to the site, aiming to block the demolitiomeTdemonstrators expressed their views, that the ne
buildings would fatally ruin the atmosphere of si. Soon the Municipal Government of Budapest,
the City Protection Association (Varosvéigyesilet) and also MAZSIHISZ (Association of the
Hungarian Jewish Clerical Communities) assured gehitiative of their support.

In two weeks after the first action of Veto! Offioé Cultural Heritage (KOH) decided to put the
Jewish Quarter under a “temporary territorial pcbte”. According to this decision the Office would
survey all buildings in a one year time and alsotstthe preparatory work for the protection of the
most valuable properties. Experts of KOH streshatithe goal was not the blocking of development,
their prime task was the preservation of the “cothgéructure of the area together with its historic
and architectural values, that is, preservatiothefbuilt heritage”: The president of KOH expresised
an interview that in the coming year the Districtiahe developers should suspend all planned
developments. After a month, in July 2004 Vetolagniged another demonstrative walk, this time
accompanied by open (tourist) buses, the proteptersigns on all buildings that were worth to be
preserved according to their views. An organisahefdemonstration spoke about “forced population
removal” of the tenants as it was been organiséthythe local government but by private
developers. According to her view the preservaitiiiative was backed by the inhabitants because
they were deeply attached to their living environine

The mayor of the District and his colleagues arghed parallel with the development of the site the
preservation was also an important goal of therd,fanthat reason the District might modify the
regulatory plan. But as state help was missing thayld not be able to move forward without
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external, that is private, sources. At least amnirgecision was required for a final list of binligs
selected as heritage structures to arrive at a semere position. The mayor also warned about a
special problem that concerning heritage builditgsKk OH would be the leading building authority
also in cases of applications for minor alteratimnisuildings. This would cause serious troubletht®
inhabitants. What is more, the situation of pedipiag in the most deteriorated buildings waitiray f
demolition would be rather insecure. Accordinghe mayor the heritage decision would frighten
away investors.

Immediately after the second attack of Veto! KOHaald the five most endangered buildings under
“provisional protection” by stressing that the dsgans on final protection require longer prepanator
work and should also be signed by the Minister affime the intention of KOH was to place about
seventy buildings under protection.) In responseifstrict considered to bring a suit against KOH
with reference to the legal “case of damage”. Bpomse to the news about the planned legal
procedure Veto! expressed its intention to applyheConstitutional Court of Hungary. According to
their view, the local regulatory plan offended 1897 Act on urban planning and building and also
the 2001 Act on the Protection of Cultural Heritagke mayor, in the hope of the success of the
ongoing negotiations, finally stopped the threahwine court suit.

A newly designated heritage building in Kiraly Street and new construction in Hollé Street

In October 2004 the Municipal Government also jditethe discussion about Jewish Quarter. The
mayor of Budapest and the chief architect proptsecgdoption a development freeze order by the
District in order to secure the working out of avmegulatory plan. They also mentioned that the
District could successfully participate in a tendeBudapest, if the Jewish Quarter area would have
been designated as an official “action area”. & Way the District were able to apply for the 1,4
billion rehabilitation fund of the city. According the mayor of Erzsébetvaros this would not help
because the District was unable to cover the plestiself-contribution. At the same time officials
the Municipal Government called the attention & Bhistrict to the fact that the precondition of the
support from Budapest was to pay its dept intanin@icipal budget according to the regulations of
the 1993 housing act. The mayor of Budapest alstackzl that they supported the civil initiatives
because the archives, the ritual bath represertealble asset” of the Jewish Community. The
chief architect of Budapest expressed that the gldnadach Promenade would be deleted from the
development program of the City.

In November 2004 the mayor of Erzsébetvaros h&d talthe ambassador of Israel in the presence of
the leaders of Mazsihisz. The ambassador talkedtdhe similar problems in his country and that
they had already been over the revisions of lawsired by Erzsébetvaros and Budapest too. At the
same time he warned the Israeli investors, adtithe area, to produce a really “habitable living
environment”. The president of Mazsihisz promidesl &ssociation’s effort to find partners to the
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“creation of a new Jewish life” in the neighbourdod newspaper expressed the Jewish community’s
fear of the characterless office and residentidtimgs among which the synagogues would stand as
»huge question-marks”. At least within the “triaatjbf the religious buildings a real Jewish life

would have to be created. In this way an attragilaee for tourism could be gained for the whole

city.

7.6 New situation - new concepts after the multiptation of heritage buildings.

In February 2005 the Minister of National Cultuktdritage (NKOM) decided on the placing under
protection 51 buildings in Inner-Erzsébetvaros sTiumber was added to the 40 “old heritage
buildings” the majority of which stands along Ky&treet. (Until 2007 the total number of heritage
buildings increased to 97, as later another 6 mgiklwere added to the heritage list.) These dewsi
resulted in a rather curious situation: now in Buelst the share of heritage buildings is the higimest
Erzsébetvaros exceeding also that of the realtpdiisdistrict of the city, the Civic Town on the
Castle Hill with a much older (Renaissance and &aed building stock. The most important
consequence of the multiplication of heritage bogd in Erzsébetvaros is that almost hundred
buildings fall under an “alienation ban” accordiioghe 1993 Housing Law: they should remain
public property, could be sold to the sitting teisaonly after they were renovated. (Only 8 of thk o
and new heritage buildings were planned to be dshed according to the rehabilitation plans.)

Maps showing heritage buildings (red) and heritagareas (orange) and the concentration of heritage
buildings in Erzsébetvaros (&', 7", 8" district) Source: Perczel, 2003

A secretary of the Ministry expressed his view thatead of “thinking only in buildings” a more
“culture-oriented model” of renewal was requiredMay 2005 the mayor of Erzsébetvaros talked
about the improved prospects of the renewal oftimagogue in Rumbach Sebestyén Street in the
hope of the participation of a Swiss foundationt Be also stressed that the heritage buildingsdcoul
be sold to the sitting tenants, that is, transteiméo condominium tenure, only after their renomat
had been accomplished. (This option was claimeddig! previously.)

In February 2006 KOH, after it have deemed some a@wolition initiatives to be law-breaking, put
another seven building under provisional protectlara political-cultural journal an article, after
summarising the turbulent processes until that,timete about the phenomenon of ,state capture”,
the situation in which groups possessing exorbpamter and wealth might hold the (local) state in
captivity. According to the author the alienatiogedure “enrich a group of lawyers and owners who
can be associated with the property managementaayngf the District”, because at the re-sales of
properties they and the developers who vacatetdseare able to acquire the “betterment” valué tha
appears between the cumulated market value ofat@&ted old flats and the potential “development
value” of the cleared building sites.

In June 2007 the Minister of National Cultural Hegie appointed a professor of the Architectural
Faculty of the Technical University to the new jlest of KOH. He doesn't agree to the activity of
his predecessor, under the presidency of whom &fifihew heritage buildings were “inaugurated”
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in 2005 and 2006. Instead of putting a great nurobaerdividual buildings under protection
preservation management plans should be workedroatea-wide level. The provisions of these

plans should be considered by the building autiesrés well. It would also mean that in many cases
not whole buildings would be protected but only soraluable parts of them, for instance their
elevations. Moreover the unmanageable situatidnner-Erzsébetvaros induced the new management
of KOH to start a strong lobby activity at the Mitry of Finance in order to improve conditions of
support the renovation of heritage areas and Imgfdi

According to the existing model it is KOH’s respitmility to cover the excess costs of works on
heritage structures. These transactions wouldfeetahted through tenders organised by the National
Cultural Fund but in most cases the owners of @négdge properties, the majority of them owners of
dwellings, are not able to cover the part of costgiired as self contribution. At the same time the
state fund that would cover excess expenses was atitdisposed by the national to KOH.
Consequently the system has effectively been ousef According to the Act on the Protection of
Cultural Heritage adopted in 2001 also revenuas fiteeritage fines”, tax allowances and also
allowances from special fees can be used as fiseasures. Proposals of KOH, under negotiations,
are based on these, yet not utilised, authorisatidp to December 2007 two detailed proposal was
accomplished.

One of the options proposes allowances due to sisbpé personal income tax the other suggests
allowances that could be given from VAT. Accordinghe proposed personal income tax model the
owner of the heritage building who is planning aowation would pay for five years the 25 per cent
(after five years only 5 per cent) of his/her in@otax into a financial institution, appointed b th
state, in order to cover the excess costs of tdertimking. To this sum a matching fund is propdsed
be added by the State. In line with internatiomakpices the other model, the giving allowancemfro
VAT seems to be more realistic. According to thated the 20 per cent rate of VAT could be
reduced to 5 per cent in cases of more importanitalge works similarly to the other sectors of
cultural economy. In order to show the possibleonies of this proposal also much detailed
calculations were made.

It was taken as granted that the proposed tax ailoes would enhance heritage renewal operations
both in numbers and in their “depth”. On the oth@nd the model calculates with an about 50 per cent
decrease in the “demolish and build” way of urbamewval that leads to a loss in state revergigs.
experts of KOH argue that, as a positive outconthetax based state subsidies, a new real estate
development segment could emerge in the proteceas @ccompanied with the increase of property
values. The proposal of KOH also mentions anotbsitipe but less quantifiable additional impacts
of the state subsidies. Among them the most impbgasitive result could be the increase in the rat
of employment because of the higher labour intgrfiberitage works, that these activities are
exposed to the “critical public eye”, thus the rettin of “black work”,and the increase of income
from tourism. (Up to July 2008 no success in thgotiations with the Ministry of Finance was
reported by KOH.)

7.7 Latest incidents concerning the renewal prograrof the “Old Jewish Quarter”

In November 2007 Michel Polge, a French architebnist, visited Budapest as the guest of KOH
(but invited by Veto!) in order to make investigats around the world heritage site of Andrassy
Avenue (designated as World Heritage Site in 18@2)in its background zones including the Jewish
Quarter. He is producing a report to the World tégre Centre of UNESCO. At his visit Mr Polge
expressed his view that the Jewish Quarter repredenvery valuable cultural asset measurable also
on international scale and warned that the attitfdevestors thinking only in demolition was not
reconcilable with the world heritage status. Inardawvith KOH'’s intentions he stressed that adequate
economic measures are required in order to “leaddttivities of investors in the desired channek’ b
also the “playground” of the capital should be seduHe had talks with the national chief architect
the new chief architect of Budapest, in the Miristwith the deputy mayor of Budapest and also with
civil organisations.
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Construction behind the Dohany Street synagogue attked by Veto!

Encouraged by the visit of Polge, Veto! startegrnmtest against preservations that refer only ¢o th
elevation and the valuable parts of buildings felleg the new rules of KOH together with regulations
that allow the erection of additional floors abdxeldings and also high structures in their baclgar
The civil organisation paid a special attentioth® building activity on a site adjacent to theytsat
synagogue in Dohany Street owned and developedeébyampany of a former president of Mazsihisz.
Building permission for this construction had bé=sued yet before the protection of the numerous
buildings was declared, and the plan of the bujdims also accepted by the jury of KOH. As the
construction had not hurt building regulations Veteclared that the regulations should be modified
first and the area only renovations, modernisat&hrmild be permitted: “all substantial elements
should be preserved”.

In December 2007 the president of KOH together withmayor of Erzsébetvaros introduced a
development freeze until April 2008 in the areacdcling to the president the 226 buildings of IAner
Erzsébetvaros will “scrupulously” be surveyed, urtthg those that are already under protection. The
purpose of this work is, on the one hand, not talé&i renewal and building activities through
individual protection measures and, on the otleeprovide the investors with a new “catalogue”
about “what they should calculate with”. KOH is ggito fix what is permitted what is not permitted
in single buildings, thus the Office does not wanfturther ,bother” any partners of the project.tAe
same time the mayor of Erzsébetvaros said thahtestors “would do everything to get the
properties”. The new regulations, according to Wwlaaly the street wings are to be preserved, aad th
inner wings are permitted to be demolished, iseatghelp.

7.8 Housing conditions and population movements imner-Erzsébetvaros

Housing conditions in Inner-Erzsébetvaros are ti@thlly slightly worst than in the neighbouring
areas with the similar, dense, old building stdtke 2001census registered in Inner-Erzsébetvaros
378 buildings including 9878 flats and inhabitedl¥y/758 persons. 84,6 per cent of the flats were
actually inhabited, the other 14,6 per cent eitlz®ant or used as second homes or for other puwpose
(offices etc.). The share of flats with full améest (with toilette, bath and modern heating) is
relatively law here: only 86,2 per cent, the st&rtne badly serviced flats (13.8 per cent) is
substantially higher than the average figure fod&aest (9,8 per cent). The spatial distribution of
these poor flats is uneven in the area, the weoskss found in the line of Madach Promenade. Here
the share of bad flats amounts to as high as @hedfithe total stock. It is also noteworthy that,
compared to the neighbouring districts, the shassrall flats with only one habitable room is highe
while the share of large flats (with rooms 3 andefhds substantially lower.

Inner-Erzsébetvaros has been losing populatiorestme beginning of the 2@entury owung to out-
migration and also to the fact that more floor-gp@aused by a person. The trend of loosing
population was speeded up in the 1990s but thewelass was a bit smaller then in the neighbayrin
districts. Substantial differences were registeisd within the area at hand. The most significant
losses up to 2001 were found in blocks close t@inentown, along Karoly Boulevard, where the
guality of the residential stock is significantlgtter, (between 28 and 37 per cent losses by Blocks
the lowest figures were registered along Kiralye8trand around Klauzal Square (between 15 and 20
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per cent by blocks). Social status of Inner-Erzeé&yes measured in the share of population with
university and college degrees was lower in 1990pared to the neighbouring areas and to the
Budapest averages. It substantially improved @1 but even then the figure remained under the
Budapest data. The presence of the many lowersspatple is shown by the relative high share of
unemployed persons. The relative rejuvenation eftfea is also noteworthy.

A sociological survey was carried out in 200Ben the renewal operations in Erzsébetvaros have
already gained an impetus, and after the intergerdf Veto!. As the people questioned were selected
from areas of the ongoing and planned rehabilitgpimgrams (8 District blocks along Kirély Street,
Madéach Promenade, Jewish Quarter around the thnegsgues, other parts of the district) the survey
revealed the impacts of the operations on populatiovements by to the selected areas. The main
finding of the survey was that the changes in tues$ status are partly the consequences of the
impacts of the ongoing rehabilitation processesaisal of the “rehabilitation expectances”. Both

along the planned Madach Promenade and in the 3&uiarter the share of the active population

with university and collage degrees substantialfyeased between 2001 and 2005, while in other
areas of Inner-Erzsébetvaros this improvement meaokinsignificant.

Table 4
Indicators of social status of population in InneErzsébetvaros, 2001-2005 (per cent)

With university/college degrees Unemployed
2001 2005 2001 2005
Madach Promenade 22,9 30,3 10,7 3,2
Jewish Quarter 23,6 29,9 8,1 3,9
Inner-Erzsébetvaros - rest 21,9 22,1 8,3 2,9
Budapest average 24,0 28,0 6,0 5,4

Source: G. Csanady — A. Csizmady — Ls#eghy — K. Tomay: Renewal in Inner-Erzsébetvdm@isés
Téarsadalom XX. évf. 2006. pp. 73-92

Answers to one question of the sociologists indithat the inhabitants of the Madach Promenade
area and of the Jewish Quarter value the locaakettuation in a rather sensible and realistic mean
According to their estimation 36 per cent of thieaibitants belong to the group of “middle class
people living at an acceptable, honest living stadt] 54 per cent is classified as “honestly wogkin
people with living under modest conditions”. Only fier cent of the inhabitants were valued as “poor,
who have difficulties in keeping an acceptable mibace level”’, and less then 2 per cent were asen
“unbalanced poor people who has only themselvesatme”. According to the survey people living in
Inner-Erzsébetvaros can be classified into thefohg groups:

old people, many of them living alone (widows) whoved to the area long time ago and are
willing to remain,

single persons and young couples without childreo moved to the area 5-8 years ago and
want to move after the birth of their children,

couples in their middle years with young childremose adherence to the area — often together
with their children — is relatively strong (schofslends, pubs etc.).

An important finding of the survey was that the ffigbhad speeded up significantly in Inner-
Erzsébetvaros in the last one and a half decade.p26 cent of the population moved to the area
between 1990 and 2001. Between 2002 and 2005 naowater 19,9 per cent, that is, almost the half
of the inhabitants are “newcomers”. It is also retable that these population dynamics (including
out-migration) were more significant in other pastdnner-Erzsébetvaros than in the area of Madach
Promenade and in the Jewish Quarter.
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Table 5
Qualification of household members occupying curtdiat between 2001-2005 (per cent)

Madéach Jewish Rest of Inner-| 6" District Total
Promenade Quarter Erzsébetvarog Kirdly Street
less than 8 year preliminary 2.5 0,0 1,5 0,0 1,4
education
8 years preliminary 8,3 6,5 6,2 1.9 6,3
education
finished vocational school + 9,1 10,0 14,9 18,5 12,7
4 years
final examination of a 43,8 51,2 50,5 68,5 51,0
secondary school +4 years
university or college degree 36,4 32,4 26,9 11.1 28.9
+ 3-5 years
100,0 100,0 100,0 100,0 100,0
(N=121) (N=170) (N=275( (N=54) (N=620)

Source: G. Csanady — A. Csizmady — Ls#eghy — K. Tomay: Renewal in Inner-Erzsébetvdm@isés
Téarsadalom XX. évf. 2006. p. 82

It is also noteworthy that between 2001and 2005atiign trends have led to an improvement of the
sociological composition of the population mainythe two “rehabilitation areas”. While in the tiota
Inner-Erzsébetvaros the share of intellectuals antlea newcomers was only 26.9 per cent, the same
figure in the Madach Promenade area and the J&wisiter was much higher (36,4 per cent and 32,4
per cent respectively). These speeded up migraemas are fuelled also by the “rehabilitation
pressure”, thus the share of those who want to nsoakso high. Their share is the lowest in theare

of Madach Promenade (perhaps having confidendeeisuccess of the rehabilitation) while the
highest figure was found in the total Inner-Erzséfes area. Another important result of the survey
was that a great part of the questioned peoplesddrethe conservationist strategy proposed by!Veto

Table 6

Intention to move from Inner-Erzsébetvaros by are2®05 (per cent)

Madéach Jewish Rest of Inner-| 6" District Total
Promenade Quarter Erzsébetvarog Kirdly Street
Yes, already decided 5,2 4.7 7.0 8,3 66,4
Not yet known when, but is 9.8 12.3 12.8 14,9 12,4
willing to move
Would like to move but no 10,3 19.0 21,9 12,5 17,4
possibilities to do it
No, no intention to move 71,8 61,0 56,3 59,7 61,0
from the area
No intention but perhaps it 2.8 3,0 2.0 45 2,7
should be necessary
100 100 100 100 100
(N=387) (N=300) (N=810) (N=288) (N=1785)

Source: G. Csanady — A. Csizmady — Ls#eghy — K. Tomay: Renewal in Inner-Erzsébetvdm@isés
Téarsadalom XX. évf. 2006. p. 84

Table 7
How the neighbourhood should be developed? (20@5,gent of answers)

Madéach Jewish Rest of Inner-| 6™ District Total

Promenade Quarter Erzsébetvaros Kiraly Street
to renew it in its present 63,0 62,1 63,3 57,1 62,0
form
to renew it with new 33,3 33.7 31,7 37.7 33,4
building as well
to demolish the whole, build 3,7 4,2 50 52 4.6
a new quarter
100,0 100,0 100,0 100.0 100.0
(N=381) (N=285) (N=795) (N=289) (N=1750)

Source: G. Csanady — A. Csizmady — Ls#eghy — K. Tomay: Renewal in Inner-Erzsébetvdm@isés
Téarsadalom XX. évf. 2006. p. 89
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7.9 Management of renewal by the District Governmerof Erzsébetvaros

As already mentioned in chapter 4 the District Goxeent of Erzsébetvaros has not founded a public
or a PPP company for the management of its relwtioin projects. Therefore the District should rely
on its council members and on the experts of ifc®ivhose work and decisions are based on the
regulatory plans and planning codes worked outdmsultant planners and also on other by-laws
adopted by the Council. In order to strengthenegelly binding provisions of the regulatory plans

and of the local planning code, Erzsébetvarosduotted a specific method of management. The
planning regulations are incorporated also intalgovernmental statutes regulating the management
of the assets of the local government. Two sudutetswere adopted in the end of 2000 in time when
the new second regulatory plan for Madach Promenadeadopted. One of these statutes summarises
the conditions of selling, alienation, of the Distfs rental flats to the sitting tenants, anots&tute

refers to the general rules of the management laiqoassetsThe two statutes are closely interrelated.

According to the first statute it is the resporig§pof the Property Department to produce a list o
buildings that (i.) are designated for conversimodernisation and renewal, (ii.) are designated as
heritage buildings and those that (iii.) are mar&etifor total or partial demolition or for their
conversion to another use. To these buildings &eration ban” refers, meaning that according ® th
1993 Housing Act these publicly owned buildings farts of them) do not fall under the obligation to
sell them to the sitting tenants. The main functibthe ban is to “secure” the rehabilitation opiera
against the creation of private condominiums thigiirheavily hinder the realisation of renewal
projects.

The same statute also orders that these listsdhmotediately be revised in line with the
modifications of the regulatory plans, that issézure the rights also of the affected tenants.the

task of the District Development Committee to camtiusly follow changes and to determine whether
it is yet reasonable to keep a building or its pagublic ownership. The “alienation lists” also
indicate “building-by-building” in what way the Orgct wants to implement the renewal: through
renovation, modernisation, conversion to new usggption of national heritage buildings or through
new construction after total or partial demolition.

For those buildings that are sold in “vacated comali to developers another local government seatut
prevails that regulates the general managemeheddsets of the District. According to this seatut
the disposition above the assets may mean eitiegraéibn, including the handover of the ownership
right to a company, a foundation or an associatfdocal governments, or the transfer of rightuisé
(letting, leasing, concession etc.). The valuenyf asset should be fixed according to its markktesa
For real estate properties it is the Council tl@ti$ the property rights if their value is above 50
million HUF. If the value is less than 50 milliohet holder of the rights is the Economic Committee.

Up to recently in Inner-Erzsébetvaros the usuattira has been that the less valuable, in manyscase
deteriorated, outmoded buildings, were officialgcthred as “life threatening” in order to produce
vacant sites for new building after their demohitid hereafter private developers have been searched
for the “clearing” and the ongoing demolition oéthuildings. In course of these procedures specific
PPP relations are effectuated:

The Council decides about the selling of a buildmgacated position.

The Council arrives at an optional contract withuger who takes charge of the “buying out”
of the tenants either through providing them wigtsf or through compensating them in cash.

It is the District that decides about the sellimg@ based on value assessment but it is the
potential buyer who negotiates and arrives at ageeé with the tenants about the size of
compensation.

After arriving at an agreement with all tenantssthagreements will be submitted to the
District in order to terminate tenancy contracts.

Moving out from the flats takes 60-90 days accaydmthe preliminary contract.

After the building became vacated the District\asiat a “final” contract with the buyer.
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The agreement on the selling price is a cruciahel# of the system, but the expenditures of the
developers are usually higher than the priced agngth the District. The tenants living in flats in
deteriorated buildings, but increasingly awarehef ¢complications of the process, accept a
compensation only if the received sum is suffictenby or rent another dwelling better situated and
of better quality then the one they move out fraimus, although the whole process is of
“exclusionary” character, not all the affected eza&l losers. Apparently, the most endangered are th
elderly and the less educated people. On the bHret it is worth while for the developers to pay a
higher sum as they are provided with generous dpwetnt potentials on the cleared building plots.
Under the new circumstances it is hard to foreseehat degree the private actors would undertake
more complicated and more costly renovation work&eritage buildings with less potential to build
new structures.

Up to recently the District has managed its rengveskructuring program almost exclusively through
the described “sell-demolish-build” method, onlywfeenovations were accomplished on its own
rental buildings. Since April 2005 Erzsébetvarasprder to abate the strength of attacks and tptado
its operation to the new situation, introduced & n@e according to which before any decisions on
contracts about alienation (sale) or lease of ptmsethe market value of which exceeds 20 million
HUF a tendering procedure should be effectuatedti®er important new provision is that, in the
presence of the great number of heritage buildiagany decisions on alienation of properties the
building and heritage rules should be complied with

7.10. Subsidies to the condominiums — from Budapeahd from the District

The Rehabilitation Fund of Budapest, presentedhapter 3, provides subsidies both to districts and
private condominiums. Concerning these subsidies@betvaros’s position is rather controversial.
Despite the fact that it has remained indebtetéanunicipal budget according to the provisions of
the 1993 Housing Act, the District successfullytiggrated in two “action area” tenders (for instanc
blocks along Klauzal Street), but it didn’t utilifee awarded sum. At the same time Erzsébetvaros
operates a rather generous condominium subsidyrscHa addition to condominium subsidies the
local government operates also other “smaller” paot, the impact of which on the population is
rather significant. Among these the program ofding new flats in attic space of residential
buildings, the program of “green courtyards” areca&ssful. What is even more important: the
condominium subsidy scheme operated by the Didtnigely overruns that of Budapest (Table 8).

Table 8
Subsidies to condominiums from Budapest and frone fistrict in 2006

Condominium subsidies in Erzsébetvaros Subsidy pdauilding
Support District Inner part District Inner part District Inner part
from Building building | thousand HUF| thousand HUF| thousand HUF| thousand HUF
District 289 49 189.975 87.657 657 1.789
Budapest 172 58 65.710 23.749 382 409
Total * * 255.685 111.406 * *

Source: own calculations based on District docurment
* Correct data is not available because the buigiircould apply for both Budapest and Districts &iibs.
According to a deputy mayor more than the halhefliuildings participated in both schemes.

In 2006 inhabitants of 347 building applied fortdid subsidies. The District Development

Committee distributed 189.975.140 HUF among 288%dmgs. Relatively few applications from
Inner-Erzsébetvaros were accepted (49 building$ @&t cent) but the sum provided to them was
rather high as compared to the total amount: 8732487/HUF (46,1 per cent). Only buildings in Inner-
Erzsébetvaros were provided with support for timevation of their street elevations: 20.561.120
HUF total, an average of 2.937 million for the sebeildings. On the other hand in the same year the
Preservation and Housing Committee of Municipaditghe Municipality of Budapest gave only a

total of 65.710.000 HUF to 172 buildings in Erzggheos. Among them 58 Inner-Erzsébetvaros
buildings (33,1 per cent) got a total of 23.749.60MF (36,1 per cent) indicating that concentratibn
Budapest subsidies was much less in the rehalailitarea than that of the District.
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The effort to concentrate subsidies in Inner Ereséiros is backed by an important participatory
activity too. A deputy mayor of the District andreember of the Council regularly organise meetings
with inhabitants and managers of condominiums deoto help them in the preparations of
applications and the management of their buildiigssum up, the local government of Erzsébetvaros
supports the case of urban renewal from its owourees generously, despite confusions around
Jewish Quarter, the great number of newly desighlageitage buildings.

7.11 The third regulatory plan for Madach Promenade

Amid confusions after the intervention of Veto! a@H the District adopted a new regulatory plan

for two blocks in the line of Madach Promenadehia fast days of 2005. Although the promenade
concept has been fiercely attacked some elemeiitsof rather restrained form, has “survived” in

the new scheme as well. The main alteration wasltledine of the promenade was continued in the
block bordered by Kazinczy, Kiraly, Kisdiéfa and IDstreets (block No. 6) through a passage under a
new building. This pedestrian passage enters itdo@scaped common courtyard accessible from the
majority of old and new buildings. On the other thaseither this new plan was able to solve the
contradictions of the regulations, discussed eaflike extremely high densities (remember: 4, 3,5,
m2/m2 floor space indexes), fiercely criticisedtbg civil organisations, were decreased only in
insignificant measure.

While these high permitted density figures werairetd the planning code accompanying the plan
introduced some old-new innovations. As discusselice, the local statute accompanying the 2000
(second) plan included individual provisions fdredisting buildings. These regulations,
contradicting to the normativity principle of them Hungarian planning system, were omitted from
the new plan and in the new District Building Cageral, “normative”, provisions were introduced.
This rule prescribes that all new buildings shdugdouilt according to the traditional plan of tleatal
buildings built around inner courtyards. This regidn is a definite step back to the way of buigdin
of rental tenements in the last decades of thed géars.

The third plan for Madach Promenade (M -hely Ltd. - Béla Nagy)

The about 10 meter deep parts of thesecEtury buildings, overlooking the street andudahg
bigger, better serviced flats, were built for “migldlass” people, while the small flats around the
closed or semi-closed courtyards, in most casdsdimg only a kitchen and a habitable room, were
built for the “proletariat” and the lower middleasls. These wings in the backyards were built in
“back-to-back” manner. Although the environmentahditions in these buildings are rather
disadvantageous (missing sunshine, dark and badiiated rooms etc.) a positive feature of them is
even now that they promote the living together edgde of different social statuses. A recently
observable positive feature is that because of theiapness the small flats are favoured alsody th
better educated young starters; consequently dnigibutes to the slowing down trends of spatial
segregation.
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The stressing of the “normativity principle” thatluced planners to revive an old pattern of bugdin
was not carried to the extremes. This strong gledias been favourably “derogated” in many fields
in the view of producing an environmentally accépgaspatial structure and living environment: for
instance the joining of two narrow parcels in orteget larger building plots, a definite effortkeep
the height of buildings on an acceptable levak ttiscernable that the plan yet stands against the
general view of conservationists who are willingpoeserve everything”, even the old subdivision
pattern that goes back to the horticultural pedbthe area in the f8century, discussed in chapter
7.1.

In the new building code of the district, revisétbathe intervention of Veto! and KOH and in
harmony with the new plan, a specific regulatidienr®to the notion of “preservation through only by
keeping the street elevation intact”. It is mor@amant that the confusions around preservatiaress
and the controversial building regulations, disedssarlier, led the staff of the leading planning
institute of Budapest (BFVT- the company a plarofevhich had worked on the second plan) and
some municipal planning officials to revise therfeavork Urban Planning Code of Budapest.
According to these rules the height of buildingigde maximised according to the width of streets
and no higher structures would be allowed in thekbards. Not surprisingly these regulations also go
back to the late 1800s.

Despite positive innovations this plan has alsmlaeacked by the civil organisations especially
because the high permitted density figures werdeeh omitted. Its future, however, is uncertain
because of the development frees that was intraduc April 2008. (As discussed, in this period
KOH is willing to arrive at decisions about the gzgbed ways of preservation of all buildings in
Inner-Erzsébetvaros.) This might result in a thglorevision of the plan. A more positive outcome of
this procedure could also be foreseen. If presoriptof the KOH will be less scrupulous than the
former ones, a wider space could be opened befanagrs for introducing solutions that, instead of
the former “restructuring” option, could really r&lise the area. Two important problems, however,
could remain unsolved:

the District manages only some tools of “developnoemtrol”, it does not have its own
“development plan” that can be managed by a dewstop company,

it is hard to be foreseen to what degree the grigattor is willing to undertake less profitable
tasks of renovation on heritage buildings.

In the end of 2007 when this paper was compiledribst important question remained unanswered:
who will have the capacity to organise individugi/pte development actions into an attractive
“whole”.

7.12 An abandoned concept: working with a developnm¢ company

In June 2005 the mayor of Erzsébetvaros commisditme experts (participating in the Interreg Ill.
CoUrbiT project, including the author) with the \org out the operative model of a development
company that would manage public properties intitresébetvaros and also with a feasibility
analysis referring to four building blocks, twowiich are in the line of the planned Madach
Promenade, the other two are located along DoletSirae original idea of the leaders of the Distric
was that a private development company, under acBRfPact, would take over the tasks of managing
the retail floor-spaces owned by the local govemmra@d convert these floor-spaces into uses that fi
to the character of the area. (Along Dob Stre¢hénJewish Quarter many of the shops were out of
use.) According to the initial concept these flspaces, together with some well utilisable parthef
public residential buildings, would be apporteaitite company. Later the consultants to CoUrbiT
proposed to set up a company with the majority ealmp of the district government together with the
inclusion of a private bank as a partner in thegamy, based on the successfully operating PPP
company in Ferencvaros'@istrict, SEM IX. ZRt, chapter 5).

According to the experts main tasks and respoitssilof the company would have been the
followings:
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management of the publicly owned commercial flgoaees and the utilisable parts of the
public rental buildings,

management of the implementation of the requir&@structural improvements (public
spaces, public utilities, parks etc.),

setting free and selling publicly owned sites fovgie development,

inducing and assisting the managers and inhabitdritsee condominiums to effectively take
part in the project

Main tasks and responsibilities of the District ®@mment would have been the followings:
revision of the regulatory plan, adoption of a coef@nsive traffic calming plan
financing infrastructural developments attachettaéfic calming measures,

provision of subsidies to condominiums for reneauad searching for additional (EU,
Budapest etc.) subsidies for renewal of publicakmtildings,

handling re-housing tenants from public rentaldiats.

The last task meant to put an end to the ongoiageature that the vacating of the public rental
buildings is done by the private developers. Ananignt element of the delineated concept was that
the increased proceeds from the management oéthit ftoor-spaces and from the utilisable parts of
the residential buildings should have been useith&yon-profit company for the — at least a pattial
renovation of the publicly owned structures (Fig8)eln spite of a detailed program that was worked
out for the setting up and the operation of th@psed PPP company, including the content of the
contract between the District Government and comptine selection of the manager, the composition
of the supervisory board, reporting requirementshgycompany to the District and also the schedule
of the project, later the scheme was abandonéarried out that a great number of preliminary
contracts with private were already in force.

Figure 8
Co-operative management of renewal by a PPP compamy the District Government

Under the CoUrbiT project also a detailed feagipstudy was outlined focusing on a block in thmeeli

of Madach Promenade where the conditions for rehesese most complicated. The intention was to
provide the District Government with a realistiteahative and with a detailed feasibility studyttha

can be used in an “action area application proedurder the newly adopted Hungarian regulations
for EU sponsored urban regeneration funds. Theyshaudes a financial concept (cost estimation,
resources required, preliminary balance sheetptswan organisational proposal (management
forms, activities, operational expenses and reveniithe planned company, composition and amount
of capital of the company) based on the authorteveipread experiences gained as the former
manager of the Ferencvaros development company (SEMd.).
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Table 8
Costs of renewal of one block in Inner-Erzsébetvaro

Tasks Activities Costs (thd. HUF)
Property acquisition Street widening, internal public spaces — 2119 syea 140.000
Site preparation Demoalition for public spaces and for building — 82&) m area 51.300
Renovation Residential buildings — 15 public, 4 condominiunf{ade) 1.600.500
Replacement of flats 113 flats — building in attic space or cash expemes 836.000
Upgrading of public spaces | Wall-to-wall pavement, traffic calming measures208 sq m 83.200
Public utility development Water supply, sewerage, gas, electricity, pubijbting etc. 202.350
Management (3,5 per cent) 116.650
Not recoverable VAT 478.000
Total 3.580.000

Source: CoUrhbiT project — calculations by Gabor dlcz

In the feasibility study with only 500 million HUfexternal” resources were calculated, and with
another 420 million HUF revenue from the sale &f district-owned properties, meaning that the
District's own contribution would amount to 2.6limh. (This sum is higher than the amount of
subsidies that the Municipal Government of Budafseable to provide yearly for action area
operations and to private condominiums.) As indiddty Table 8, the highest expense items are those
of renovation, replacement and VAT. Their partlahaation could be achieved only by selling all
non-protected flats to the tenants; according i®dhernative the District’s costs could be desesa

by about 50 per cent. This alternative, howevemldderansfer the majority of burdens onto the
inhabitants and is inconsistent with any concepts@mmprehensive urban renewal”.

Instead of starting the preparations for the ratibs of this rather expensive project, the Distric
decided to join to a specific inter-governmentadmeration with another two districts and the
Municipality of Budapest. There has been a hopethieachances for getting EU subsidies for urban
renewal would be better if the districts, havingifar problems, form a consortium. As early as
October 2004 the idea emerged to set up a devetaprompany by the districts"56" and 7' (later
the 8" district joined and the"5left) for the management of a common renewal EogrUp to
recently no common company was founded, the expétte development company of tH& district
(REV 8 Ltd.) were commissioned with the delineatifra comprehensive renewal program for the
zone between the Small and Grand Boulevard inlieidr the impressive title: “Europe’s
Downtown, Budapest”.
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The system of pedestrian streets interconnecting éithree districts (Madach Promenade is not even
presented on the map — REV 8 Zrt, 2006)

This ambitious inter-district program was adoptgdHhe three districts in the Spring of 2007. The
gross expenditure on the total program amountdaata8,8 billion HUF. For the first phase, the four
years between 2007 and 2010 a gross expenditundyB890 million HUF is calculated, that is the
program calculates with a “slow start”. The prograciudes a great number of smaller projects, that
would contribute to the enrichment of the zone wighv cultural, retail and tourist facilities and
programs. Nevertheless, the share of expendituréphysical’ projects is considerably high:

Renewal of important heritage buildings 1.80dioml HUF
Renewal of the Jewish Quarter of Pest 1,280 milkidJF
Public spaces, traffic calming, pedestrian streets 1.830 million HUF
Parking projects 1.500 million HUF
“Physical” projects 6. 410 million HUF

According to the preliminary calculations about the&tribution of the expected financial sources the
three districts would pay 33 per cent of the cdsis private “partners” another 33 per cent, awedih
per cent is expected from EU.

Although the renewal of the Jewish Quarter is idely the future of the inter-governmental program

is rather uncertain. It runs against one of the fiag-ship” programs of Budapest, the so called

“Heart of Budapest” scheme, that seems to havéoatpras it is the common program of Budapest

and the Downtown (5district). Despite the fact that the Jewish Quasevithin easy reach of the

City Hall of Budapest, behind which new office dieyements and a new square are planned, based on
architectural competitions, Erzsébetvaros shouddesthe fortune of other two districts with rather
dissimilar problems. As discussed in chapter 2@ tivo-tier municipality system of Budapest,

besides inter-governmental co-operation, makes ffioorirerce inter-governmental competitions too.
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7.13A model of public-private partnership relations in Erzsébetvaros — before and after
the intervention of Veto!

Based on the overview of the most significant refeg among the actors in urban renewal in Inner-
Erzsébetvaros in the following part of the papeirtpartnership relations will be presented by a
simplified model. The four main actors, tleeal government (G), inhabitants of the

neighbourhood (tenants: T), the developers (D) anthe civil organisation (Veto!: C) are
symbolised by the quadrants. Along thetivity axis” (a-a) the strength of determination of the
actors to realise their intentions is shown togettith the actual intensity of their actions in
performing their tasks. THenanagement axis” (b-b) refers to the actual capabilities of the actors to
implement their intentions, that is, to their magmgnt skills.

It was shown in the preceding parts of the paparttie position of the four actors changed
substantially after Veto! emerged on the scen®Bi2Their actual position is represented by the
circles interconnected with dotted lines, reprasgriin“activity quadrangle” in both periods of

time. As shown by figurésA” and“B” the most significant shifts were observable inliebaviour

of the civil organisation and the developers, wttike local government’s intention to realise the
program did not change substantially, it was ablenprove its management skills (revision of plans,
improved by-laws etc.) only in insignificant measuNKeither a substantial shift in the behaviouthef
relatively passive inhabitants could be monitorezkeluding their efforts to get the highest cash in
compensation from the private developers.

While before the intervention of Veto! the “drivdtinction was performed by the developers assisted
by the District, later the leadership has increglgibeen taken over by the civil organisation (tbge
with KOH). In the lower-left box théproductivity quadrangle” is shaded representing the actual
progress in the renewal operation, rather slowadhdafter Veto's intervention. Next to the figures a
short summary of theost important partnership relations follows. By Figure'C” some concepts

of those external “actors” are presented that coatdribute to the improvement to the situation.

Figure 11/A
Phase 1. Partnership relations in Inner-Erzsébete&rbefore the intervention of Veto!

Partnership relations:

G-T: balanced, subsidies to condominiums, help in
cases of tensions between developers and tenants

G-D: balanced, mutual interest in development

G-C: not existing, only general reservations by
Veto! against restructuring and exclusion

T-D: balanced but in some cases serious tensions
T-C: not existing in this phase

D-C: not existing, only general reservations
against the activities of the District
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Figure 11/B
Partnership relations in Inner-Erzsébetvaros aftdre intervention of Veto!

Partnership relations:

G-T: more tensions after the potentials of
renewal — and the future of tenants — becoming
unclear

G-D: tensions, moreover threats against the
District as development potentials decrease

G-C: rejection of Veto's intervention, then start
of negotiations

T-D: insecure position of both tenants and
developers

T-C: increased support of Veto by the
inhabitants

D-C: increasing tensions, few negotiations

70



8. Start of an integrated social regeneration projet in Jézsefvaros

In 2005 the Municipality of Budapest decided akitwt launching a number of regeneration projects
in the most disadvantaged segments of the citinitative called “social rehabilitation”. This new
regeneration policy represents a radical break thighformer exclusionary practices presented in
chapters 5 and 7. In 2007 the Ministry of Local &wment and Regional Development issued a
document, according to which Budapest (includiaglistricts) and the larger cities (“cities of coun
status”) are liable to work out their Integrated&in Strategy (IUS) as a compulsory background
document for their tenders for urban renewal suksidn their IUS cities are obliged to mark owith
urban renewal action areas that may be groupedwtd@ategories: areas of integrated social renewal
and city centre regeneration (with the aims to muprthe centres’ public services and enhance their
environmental conditions).

These categories are in line with the prioritieshef Structural Fund of the EU as Hungary will use
also European money for these operations. An irapotask of the IUS is the allocation and
determination of those urban areas where the sagpagf the lowest status population is the highes
(called by IUS as “segregatums”). Based on precgesiatiological research, and in line with EU
principles, also a great number of indicators vemtermined by the Ministry the conformity to which
is the precondition for the selection of actionagréor social renewal projects. These indicatoes ar
grouped under the categories of unemployment, [mwity level, poverty and exclusion, high share
of ethnic groups, low level of education, high dnality, deteriorated environment and unfavourable
demographic conditions. Areas which fully correspémthese indicators are relatively few in
Budapest and also their average size is small. €kpknation of this yet advantageous situation in
Budapest was given in chapter 1.)

As indicated by the map on the left the so calledctisis” areas are situated as “pockets” in the deray built inner
parts of Pest. Note that the Jewish Quarter (4) anduter parts of Middle-Ferencvéaros (1) are also cksified as crisis
areas by the sociological survey. The location of fjdolna Quarter (3) in the &' district, the scene of the first social
urban regeneration project in Budapest is marked byed on the map on the right.

Source:
8.1 Social and physical conditions in Magdolna Quaer

Three “social urban regeneration” areas were defindudapest for the period of 2005-2008 as pilot
areas. Two of them are rather small, consisting fefv old groups of residential blocks with
substandard public flats (in th& and 16 districts), the third one, Magdolna Quarter inskzaros

(8" district) at the periphery of the densely buitién zone of Pest is much larger with its 34 hestare
The regeneration program for Magdolna Quarter Watsoeated by the urban development company
of the district (REV 8 Ltd. responsible for the ragement of the described large Corvin Promenade
project too). The selection of the site was mad®emiing to the indicators introduced as bindingrat
based on standards in line with EU principles.

It is rather suggestive that a great part of tH&l2@ensus data of Magdolna Quarter, most
“stigmatised” in the public opinion, do not corresg to the prescribed indicators. The share of
continuously unemployed is relatively law: 2,8 pent, the rate of workers in manufacturing and
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building industries was only 17,7 per cent (thdaatbr is 30 per cent), the share of the dependent
members in the families was much less then theatoli (only 60 persons per 100 families vs. 150
persons according to the indicator). The most disathgeous figures were those that refer to the
housing and environmental conditions, to the edomsat level of the population and to criminality.

The rate of substandard dwellings is 37,2 per @wery high figure compared even to the bad data o
the 8" district, the land coverage index is about 80geett, actually there is no landscaped area in the
guarter. The rate of the population above 15 yedtireout the basic 8 year school education is 1@2 p
cent (the indicator is 10 per cent). The low statiuthe area is shown by the rate of inhabitantsvab

25 years with college or university degrees: ondy®er cent (16,1 percent in the district, 23,8qment

in Budapest as shown in chapter 1).

The rate of the gipsy population is estimated twualB0 percent (the census did not measure their
numbers), and the criminality in the quarter i®dlgh: 206 cases in 2001, 157 cases in 2002,
according to police statistics. The latter two datplains the bad reputation of the quarter asidje
presence of gipsies is associated with high criltynizn public opinion. However, Magdolna Quarter
is to be characterised as a highly deterioratedstatus residential area with a poor, lower middle
class population where the concentration of ethpjaulation is substantially higher then in other-ru
down parts of Pest. It is also to be stressed4haer cent of the housing stock of the quarter
remained in the ownership of the district governinkliere a great part of the gipsy population is
living in public rental flats, as against to thagleo were able to buy they homes either directlynfor
the District or on the free market.

8.2 The social urban regeneration “model program”n Magdolna Quarter

The model program, the first regeneration projé&uwalapest in which the triple system of values and
goals of society, economy and environment are rated started in 2005 with an about 820 million
HUF common funding from the Municipality of Budapesd the District (700+120 million). In
December 2007 the Hungarian Government includedatthe group of those UE sponsored
Operative Programs the right of decision above wiwas reserved for the central government. For
the second phase of the Program between 2008 dr3dt@0 billion HUF is awarded that may be
substituted by other funding as from the Nationahte Prevention Committee (about 10 million

HUF) or EU programs of GreenKeys and ASTUTE. Thedfiag of the Magdolna Quarter Program

at a “high priority” status was the first effectisgep of the Hungarian Government toward sponsoring
of urban renewal operations from central resourdasurally, the selection followed European
priorities even if in Budapest the spatial socegregation yet stands under the level of many of
western cities.

It is stressed in the official document of the Pamg it differs from any other urban regeneration
(rehabilitation) programs initiated earlier. Helne tmain target group is the local population the
continuous involvement of whom is a basic elemerhe management of all sub-programs. REV 8
Ltd. has involved into the program a great numibeesearch institutions, NGO-s and civil
organisations including universities, the Hungar@ademy of Sciences, charitable organisations
active in help for families and the youth, locahsals, the district police department etc. The main
sub-programs of the Magdolna Regeneration Modadiaro in its first phase have been the
followings.

a) renovation of public rental buildings,

b) renewal of Matyas Square,

c) creation of a Community House: the “Glove Factqugdject,
d) educating program,

€) crime prevention program,

f) employment program, enhancing local entreprengoyrshi

g) community development program.
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ad a) The renovation program refers to the pukintal buildings in 100 per cent local government
ownership. After a complex physical and social syrthe tasks of renovation are defined in co-
operation with the local (public) Property Managetm@ompany each year. The budget of the works
can be expanded by the consent of the tenantsyifahe willing to contribute to the costs eithethwi
their own work or with financial means. As there arnumber of smaller works that would be done by
the tenants, an offset system has been elabomtediompensation in the rentals or in the redactio

of rents in arrears. When the works are carriecogia private contractor, a precondition in the
contract may be the employment of local peopl2066 the inhabitants of six houses expressed their
will to join to the program. In order to enhance ttonfidence in the goodwill of the management and
of the local council the works generally start witinor but important activities as the cleaninghaf
abandoned cellars and other common parts of théibgiwith the required tools (gloves, shovels,
sacks etc.) provided by the company. In weekergtserglly also the employees of REV 8 Ltd.
(architects, geographers, sociologists etc.) takeip physical work together with the inhabitants.
Another usual start-up activity is the reparatibthe wrecked entrance gates.

ad b) The preparatory work for the renewal of Métg@uare, a rather dilapidated public space at the
border of Magdolna Quarter, started in 2006 withcbllection of ideas and wishes of local people,
who later were included in the design phase toe. mhin goal was to create a public space that
through its use by all social groups in the neigithood, would increase their integration to theaare
Although students in landscape architecture wese iacluded, in all phases of planning the basic
decisions (for instance which part of the squaraldibe enclosed) were made together with the
inhabitants, generally on the spot. (The actuat sfe¢he renewal was a common work of teachers and
pupils of the local secondary school together wittversity students, social activists and residents
who created painted “sitting mounds” — new stragtifure for the square.)

ad c) The aim of the creation of “Méatyas Square @aoimity House” was the provision the local
people with a public building housing cultural araining programs substituting the activities a th
local school attended by children with very diffiereocial backgrounds. The programs of the House
focuses on creativity, freedom and openness inr dodevercome disadvantages accumulated across
generations especially among gipsies. In the Htwsewas opened in 2008, “Digital Childhood”
programs (video, photo, media) are organised fanger people together with cultural events that are
in tune with the various cultural backgrounds @ lcals. It is planned that the section of REVt@. L
that manages Magdolna Program will also be locat¢ide Community House. In order to stress
heritage considerations the House was refurbistoed & local glove factory overlooking Matyas
Square.

Two photos from Magdolna Quarter: the “sitting mounds” and the landscaped courtyard of a low-rise termaent

ad d) The educating program is based on the logabpy and secondary school that will be renovated
As the primary school educates nearly 100 per @i@sl children the idea to unite the two institago
into a 12 class school came to the front in orddrelp the disadvantaged pupils to obtain a maturit
grade. In cooperation with the Community Housecfioming also as an “open school”, opportunities
for further education, for specific courses for l&lwill be provided too. Recently the Program

focuses mainly on the youth: experiments with deprograms in art education and with a weekly
2x2 hours “activity program” for children in theage of 6-10, sponsored by the Swedish Embassy are
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rather promising. (As part of the latter progranagreement with the central library of Budapest was
concluded.)

ad e) The program of crime prevention is aimedhafttreation of a forum for the co-operation of the
various players. A Public Security Working Groupsvestablished with the participation of public

area inspectors, district wardens, civil wardeosijas workers. Several training programs are pldnne

in order to come to an agreement on a common gyratehandling problems of public security and
crime prevention in Magdolna Quarter. Naturally émhancement of the success of the police is in the
focus of the program. In co-operation with a carijanisation a survey was done indicating that the
lack of lockable gates represents the main probleenimplementation of a gate program is under
way. As already mentioned, the program won a 10aniHUF funding at a tender the application
document of which worked out in co-operation witlotcivil organisations.

ad f) This sub-program consists of three partsubdsglised retail trade program will help to renéw t
premises of the small local entrepreneurs in thart@y, in some cases also subsidies will given to
them in the procurement of the necessary equipamhtevices. Also well qualified private
craftsmen will be hired to help the small local gamies planned to be set up for the implementation
of renovation works, who at the same time may ls=atice of local people. In Magdolna Quarter the
Gipsy (Romani) Entrepreneurship Program is of $geichportance: this local initiative promotes
their integration into the employment market andilda@nhance the confidence of the general public
in gipsy entrepreneurs.

ad g) Under the Community Development Program tlagddlna Quarter Neighbourhood Council
will be set up with the aim to recreate the logtiglocontacts, enhance the confidence in the paloiit
private actors in the regeneration program.
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