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Post-socialist Budapest:
The 1nvasion of market forces and
the response of public leadership

Tvan Tosics

Introduction

Although Budapest was one of the biggest cities of central Europe throughout the
twentieth century, events in history have changed 1ts relative position many times in
the local, national. and international contexts. The second largest city of a once
much larger country {Austro-Hungarian Monarchy). Budapest acquired a strong
dominant role as capital within the much smaller Hungary after 1920, but fost much
of its earlier internationa] reputation. The socialist period initially brought severe
isolation, which was gradually eased from the 1960s. Following the reforms of the
1980s, the political changes of 1989/1990 opened up a wealth of opportunities for
the city to regain its earlier powertul position in the Central European region. As the
capital of a small but open. foretgn-trade-orientated economy, market-orientated
changes in Budapest were quick, and the development of the city soon became
dominated by the processes of globalization and EU accession.

From 1989 until the middle of the 1990s. Budapest received far more
FDI than other cities in the Central European region (except East Berlin).
Consequently, Budapest exemplifies some of the accelerated restructuring
processes that are not yet as advanced in many other capital cities of the region.
The following analysis of the last 12 years of change in the city also aims at
answering the question: to what extent is the liberal, non-interventionist strategy
of leadership successful, and what are those factors and reasons that would make
a more active public leadership necessary?

The structure of this chapter is as follows: after a very brief historical review.
the main factors of transition are discussed, summarizing the political,
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institutional, administrative, and economic changes that have occurred. In
analysing the trends at the end of the 1990s, particular attention 1s paid to
migration processes and their causes and effects on different parts of the city as
well as on the metropolitan region. A detaled account is provided of the new
concepis discussed at the municipal level about future urban development, and
the relationship of the capital city to the regional level.

The Heritage of the Past: A Historical Overview
of City Development

Buda and Pest developed for a long time as separate cities on opposite banks of
the Danube. Buda became the diplomatic centre of the country, and in many
respects of an even bigger area in the late 1300s. After a "golden age™ of one-und-
a-half centuries the city Jost most of its international importance during the
Turkish occupation and also during the reign of the Habsburgs. Real development
of the city restarted with the technical-industrial innovations of the nineteenth
century. Budapest was established administratively with the unification of Obuda,
Buda, and Pest in 1873. The “Compromise” with Austria in 1867 created
favourable circumstances for development, and the half-century from that date
until the First World War was the most dynamic period of development in
Budapest's history.

In the inter-war period, Budapest became the capital of a country that lost not
only the war, but also two-thirds of its former territory. National independence
came together with a small-nation status. so Budapest could only very slowly
and gradually try to regain its importance on the international scene (Beluszky,
1998: 43).

The 44 years ot Soviet dominance and the imposition of the socialist system
created at the beginning very unfavourable conditions for Hungary and its
capital, which hecame very isolated from the Western world. From the 1960s
onwards, however, Hungarian politics achieved a gradual opening-up of s
foreign relations and by the end of the 1980s, Budapest was almost regarded as a
“European city” again. Thus. the collapse of socialism and the change of the
political and economic system were of relatively less importance for Budapest
than for the other capitals of the Central and Eastern European countries.
However, it was only after 1989 that Budapest could again become an integral
part of the European urban system.!

The Transition: The Main Factors of Change

The fundamental changes in the political, economic, and institutional conditions
for city development in Eastern Europe are discussed in Chapters 3 and 4, so
topics specific to the development of Budapest will be analysed in this chapter.
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Political and Geo-strategic Change, and Local
Government Reforms

The First Decade of the Democratic Political System:
Changes at the Nutional and Local Levels

As one of the most impoitant steps of the political transition. the first free
parliamentary elections took place in Hungary in April 1990 and were won by the
Conservative — Christian Democratic coalition.” The new parliament adopted — as
one of its first activities - the Law on Local Governments. This brought very
substantial changes at the locul level. the previous council system being replaced
by independent local governments. As a result, in practice. the previous strong
party domination over local politics was dissolved and political power at the
local level was passed to locally elected politicians. In October 1990, the first
free Jocal elections took place and the liberal parties won in almost all of the
bigger cities. In Budapest. 21 out of 22 districts elected 2 mayor from either
the Alliance of Free Democrats or the Federation of Young Democrats.
Consequently, the leadership of the Budapest municipal government has also
become liberal in oppositicn to the national government.

After the first four-year term, the second free elections took place in 1994.
The leading coalitions changed at both the national and local levels: the
parliament became dominated by the Socialist party, which formed a coalition
with the Alliance of Free Democrats. The same coalition was formed also at the
Budapest level, and there the previous mayor of the municipality was re-elected
(this was the first time that the mayors had been elected directly). In 1998, in the
third free elections, nothing changed in Budapest (both the mayor and leading
coalition were re-elected) but at the national level a right-wing coalition took
over power from the socialist-liberal coalition. Thus Budapest — with unchanged
local politicians ~ came for the second time into opposition with the national
government (as it had been between 1990 and 1994). Finally, in 2002 the
situation of 1994-1998 returned: the still unchanged Budapest coalition (with
Mayor Demszky starting his fourth term) now has a national government
consisting of the same parties. This is the second period of potentially friendly
relations with the central government.

The Law on Local Governmenis: New Administrative Structure

The Two-tier Administrative Structure of Budapest

In 1950, a two-tier administrative structure with elected municipal and district
councils was introduced in Budapest, parailel to the creation of a “greater
Budapest” (through the annexation of surrounding settlements). The system of
municipal and district councils, however, did not function in the socialist period
as a real two-tier system, as there were no real roles and rights given to the
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districts; the important decisions were taken at the municipal and in many cases
even the national level.

The 1990 Law on Local Governments reinforced the previous two-tier
administrative structure of Budapest. The municipal government and the 22
(later 23) district governments were all considered to be local governments,
having their assemblies of elected politicians and their mayors. This highly
complicated system had at least two in-built conflicts: the first between the
municipality and the districts, the second between the mayor and the assembly
(since 1994 mayors were elected directly and it happened frequently that they
did not come from the party that was strengest in the local assembly).

The 1990 Law delegated very important functions to the lower district fevel (all
local, neighbourhood public services), while the municipality became the owner of
the public utilities and assumed the tasks related to the whole or a large part of the
capital (see the detailed description n Bird, Ebel, and Wallich, 1995: 122). The
municipahty and the districts also became independent in an cconomic sense, as
they acquired their own assets and the right to establish their budgets independently.

The two-tier administrative structure of the municipality and the districts
functioned with great difficulties in the first years. The administrative system
contained elements of at least three different models simultancousty: it was
centralized, as the big infrastructure networks and public works became
municipality-owned; it was federal, as the allocation of normative state subsidies
between the municipality and the districts was subject to negotiations; and finally,
it was also decentralized, as the districts obtained substantial independence
(Perger, 1999: 197). It is no wonder that there were ongoing debates between the
actors and several modificabons to the system were necessary:

19901994 the period of equal rights in municipal-district relations meant that
the two actors could successfully block each other {e.g. the municipality had
zoning rights, while the district issued building permissions, so each actor had a
strong tool to stop the ideas of the other).

1994 1998: 5 modification of the Law on Local Governments gave the municipal
leve]l some more rights, especially in planning for the whole city.

1998 new ideas emerged to increase the role of the districts, especially in the
allocation of central budget transfers (e.g. the allocation of shared financial means
requires the approval of the majority of the districts as well as the municipality).

The decentralized, fragmented character of the administrative system Is even
more true when taking local elections into account. The “electoral map” of
Budapest shows clearly how strong a “demarcation line” the Danube is, since the
right-wing parties dominate richer Buda districts, while the majority of the more
problematic Pest areas belong to the centre-left wing coalition (since 2002,
however, even some of the Buda districts have come under centre/left control.)
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Budapest and its Agglomeration

The structure of the Budapest agglomeration can be interpreted as a series of

concentric circles or sequential rings (Schuchmann, 1992: 1):

» the carlier “Liutle Budapest,” i.e. the city within its border until 1950

» Budapest within its current administrative border (together with the settlements
attached in 1950. which could be called “the inner agglomeration zone™);

« the suburban area around Budapest with very intensive connections to the city:
a zone with 600,000 residents living in 78 suburban settlements defined since
the mid-1990s as the “agglomeration zone™; and

» the outer ring. a larger surrounding area, which acts as "a protecting zone™ in
many respects.

Figure 9.1 shows first three concentric rings or zones. while the last and bigeest
unit s Budapest and the whole of Pest County (1ogether called the Central
Hungarian Region). In addition to the ring-based structure. a radial structure can
also be observed. which means that the agglomeration can be divided into
sectors and that 1t also extends the boundaries of the rings out along the main
transportation routes (Pestterv — MTA RKK, 1995: 7).

Previously, the “suburban beit” included 44 settlements. There were no
empirical criteria in determining the borders of the agglomeration, because this
group of settlements was not “institutionalized.” The Act on Local Governments
of 1990-1991 created a decentralized administration system, concentrating very
much on the local government level and not at all on the “middle level” of county
or regional functions. Accordingly, no regulation was passed on competencies
related to urban development or agglomeration relations around big cities.

Changes concerning the definition and institutionalization of the agglomeration
came only in the second half of the 1990s. On the one hand, the definition of
the Budapest agglomeration was revised, and a bigger settlement group with
78 settlements was officially declared — for statistical purposes only - as an
agglomeration. On the other hand, the Act on Urban Development was approved,
estabhishing county development councils and regional development councils in
the country. One of those was the Budapest Agglomeration Development Council,
imcluding Budapest and its agglomeration (with 2.6 million inhabitants).

Despite the official acceptance of the existence of a “Budapest
agglomeration™ or metropolitan region and the establishment of the Budapest
Agglomeration Development Council. the system around Budapest remained
fragmented and relations between the city and its surroundings remain highly
problematic. As the rights of the county self-governments were minimized
in 1990, Pest County had practically no power to influence any of the decisions
made by the settlements. Thus, the surrounding area can be regarded as a
fragmented system: individual settlements are weak as regards any serious
negotiations with Budapest, there is no formalized “agglomeration” structure,
and not even the county can (or wants) to represent the interests of the
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B Bdapest in 1890 Budapest agglomeration today
@l Budapestin 1980 Centrai region of Hungary —_

Fig. 9.1 Admintstrative structure of the Budapest agglomeration.

agglomeration (Perger, 1999. 198). On the other hand, the setilements around
Budapest are very strong, as no one can influence in any way their individual
development decisions.

To sum up, the new administrative structure of 1990 favoured the local
governments as the lowest level of the settlement hierarchy, and gave much less
rights to the middle level (almost nothing to the counties, and only restricted
rights to the municipal level in Budapest). This made coordination above the
district level very difficult, and coordination between Budapest and the
neighbouring settlements became totally impossible.
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Municipal Finance Issues

The Hungarian municipal finance system was already reformed four years
before the political changes: in 1986 the “expenditure regulation™ system {(in
which expenditures had to be negotiated with the National Planning Ottice and
the accepted expenditures got automatic financing from the budget) was
replaced with a much more democratic “resource regulation™ system (in which
the resource levels of the local governments were regulated and it was up to the
local level how to spend the accepted resources).

Decisions of major importance to the creation of more independent local
governments at the beginning of the 1990s included the Property Transfer Act.
transferring the ownership of previously state-owned retail and commercial units,
vacant fand. and public rental housing stock to the local tevel; and the Law on Local
Taxes, which gave local governments the right to impose certain taxes. Despiwe
legal efforts to mcrease the possibilities for raising local revenues (Bird, Ebel, and
Wallich, 1995: 933, in the carly 1990s central budget sources dominated the revenue
side. Tt was only in the second half of the decade that locally sourced revenues
exceeded central resources, because of a dynamic increase in the business tumover
tax (i.e. focal tax with the highest importance for the local governments).

Due to the difficulties of the two-tier administrative system, in which both
levels were entitled to own some revenues, a special construction of financial
resource allocation between the municipality and districts has been introduced in
Budapest. This system, aiming to create more equal financial opportunities for
the districts to perform the same tasks, is subject each year to lengthy and
dithicult political debate between the districts and the municipality.

The allocation of central budget resources has taken a definite change in the
1990s: compared to the previous period, smaller settlements have received more
support. This had important consequences in the suburban area around Budapest.
Local governments in Pest County completed major development projects during
the period of 1990-1994. According to an empirical survey (Pestterv — MTA
RKK. 1995: 78), half the local governments launched five or more investment
projects (gas and mains water establishments, sewage, gymnasiums. road
construction, tclephones etc.). The majority of development was related (o
infrastructure and two-thirds of the settlements chose debt financing to complete
the projects. At the same time, one-quarter of the local governments could only
manage their operations with the help of loans. The survey indicated that the
ongoing burdens of these development projects launched during the period of
1990-1994 meant that approximately one-quarter of the settlements did not plan
any further development for the following four years. Nevertheless, approximately
50 per cent of the settlements came up with new ideas, too, besides infrastructure
projects. Settlement reorganization and local economic development (creating
industrial sites, shopping centre construction etc.), crucial for the purpose of
attracting entrepreneurs, began to play a very important role among these other
objectives.
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Economic Reforms: Patterns of Change

Economic Development in the City and its Metropolitan Region

Before the changes to the political system, business relations between Budapest
and its surrounding arca moved primarily in one direction. During the
industrialization of the country in the 1960s and 1970s, administrative
regulations prohibited the establishment of industriad plants, even sites of larger
companies, within a 50-km radius around Budapest. Thus, the settlements of the
agglomeration became mostly related to the industry of Budapest through
commuting (Pestterv — MTA RKK, 1995: 7) and the proportion of those
commuting to Budapest has reached 61 per cent within the actively employed
population of the agglomeration.

In 1990, the Budapest economy provided more than | million jobs, 82 per cent
of which were tilled by people living in Budapest and 18 per cent by commuters.
Nevertheless. between 1970 and 1990 the number of Budapest jobs decreased by
20 per cent, reducing the proportion of all Hungarian jobs located in the capital
from 26 to 23 per cent (Barta. 1998: 204). The decrease in the number of jobs
continued also in the 1990s (1994: 876,000 jobs in Budapest; 1996: 779,000 jobs).

Regarding the restructuring of the job market, the crisis in Budapest’s
traditional industries and the development of the new economic structure are the
most important factors 1n the relationship between Budapest and the
agglomeration (Pestterv -~ MTA RKK, 1995: 10).

The crisis in the traditional Budapest industries can be illustrated with the
following data: between 1983 and 1993, the number of industrial jobs in
Budapest tell from 347,000 to 128,0(0). Obviously, this also involved a decrease
in opportunities for commuters (between 1990 and 1992, the number of people
commuting to Budapest decreased by 13-15 per cent). The crisis had a further
direct impact on those settlements where Budapest companies had a site
(primarily larger settlements outside the close agglomeration, such as Vic,
Cegléd, and Nagykoris), and on the settlements where additional cooperative
activities, contracted by Budapest industry, developed.

Private businesses could be created as early as at the beginning of the 1980s (in
the first few years only small enterprises were allowed, but from 1985 onwards
the upper limit for the number of employees of a private firm was increased to
300). The number of individual businesses grew faster in the agglomeration; this
was an advance sign that a new, cooperation-based type of work distribution was
developing, replacing the former one-sided labour attraction.

The new economic structure has developed faster in Budapest and its
surrounding area than in other parts of the country. Consequently, the local
economy became stronger in settlements surrounding Budapest relatively fast.
This provided jobs for many of those who were previously commuling to
Budapest. The degree to which the former state-owned and cooperative plants
and additional industrial structures were transformed was also an important
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issue. These structures represented the most important opportunity for the
mitiation of new private businesses, since very few Hungarian small enterprises
had sufficient equity for green-field investments, typical only for enterprises
owned by foreigners.

In settlements where the former industries were revitalized n the form of
private businesses and even new, green-field jobs were created. the one-sided
relationship between Budapest and the agglomeration has ceased. The former
direct controlling role of Budapest is becoming more and more indirect and iy
being replaced by the capital, money. and information market.

Together with privatization. and partly related to it, the influx of foreign
tnvestments was the most important driving force for economic change. By
October 1999, about US$20.5 billion of FDI came into the country, more than
half of it 1o Budapest. A substantial part of this investment came as nwchinery,
which contributes 1o the fact that the efficiency of this region is higher.

It 15 possible to estimate the share of public versus private imvestments in
city development. Total investment in the city can be estimated 10 be around
600 billion HUF {US$2.4 billion) per year. The budget of Budupest, municipality
and districts together, is around 400 billion HUF per year, i.c. US$1.6 hillion at
the end of the 1990s, of which - in many years’ average - 15-20 per cent
(US$240-320 billion) is designated for development purposes. If the investment
of other public bodies (central government etc.) was of similar magnitude, the
share of the private sector in total investment could be estimated as 70-85 per
cent. Taking another source of information, according to official statistics
(Statistical Yearbook of 1998). 13 per cent of total investment came from the
central government, 6 per cent from the local governments, and &1 per cent from
the private sector.

The data in Table 9.1 indicate that Budapest and its surrounding area benefited
significantly from foreign investments. Considering the number of companies
with foreign investment and the registered capital amount, Budapest has a
54 per cent respectively 53 per cent share (while Pest County has a 7 per cent
respectively 14 per cent share} of the national data. This shows that in the 1990s
the highest number of companies with foreign investment operated in Budapest
and Pest County and the Jargest amount of foreign working capital was also
invested there. However, the data indicating large concentrations need to be
approached with care because they are all based on the records of company head
offices. Practice shows that in many cases the sites in the countryside are large
because the trans-national companies place their routine manufacturing activities
m the countryside even if their head offices are established in Budapest, and
therefore all their activities are statistically recorded in the city (Barta, 1992: 1).

After the dynamic nise in the first two to three years in the number of
companies with foreign ownership, this number stabilized; the amount of equity
capital, however, continued to increase, as a result of the efforts of foreign
owners to increase their shares in and the capital of their ventures.
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Table 9.1 The impact of FDI in Budapest and its agglomeration: the number and equity
capital of the foreign-owned companies

Number of companies Equity capital {in million US$)
The The
share of share of
Budapest Budapest
in the in the
Pest country Pest county

Budapest County Hungary (%) Budapest country Hungary (%)

1992 8907 1,081 17,182 518 5,055 526 8913 36.7
(Y93 10953 1312 20,999 3272 7.882 647 12,100 65.0
(994 12838 1461 23557 545 9,142 2 13571 67.3
(995 12150 1550  25.096 4.4 8812 LI6Y 15823 35.6
E996 12923 1638 26.130 493 8.149 1,042 14930 34.6
(997 J3349 1,691 26529 50.3 8.588 1,275 15432 35.6
(OO 13410 1720 25992 516 7.807 1162 13,800 56.6
D99 13964 1881 26433 518 7.600 1,206 13,428 56.7
2000 14322 2007 26645 53.7 7.208 1,570 12,783 56.4
20017 13584 1.864 25365 53.6 6.608 1716 12380 534

Note: "Preliminary data.
Source: Statistical Yearbook of Hungary,

In 1991, only around 15 per cent of the companies with foreign capital were
owned 100 per cent by foreigners. Recently this share increased to 60 per cent,
and in another 33 per cent of the companies foreigners are in a majority
ownership position (Barta, 2000).

The tendencies of the 1990s show that besides Budapest, the economy of Pest
County has also become very active and there are a lot of new businesses. " Yet
these business projects do not promote the modernisation of the economic
structure of the county, they rather help to maintain the former economic
structure (for example companies do not need many specialists with higher
degrees, the largest demand exists for trained young biue-collar workforce).”
(Pestterv — MTA RKK, 1995: 63) The significant differences in investment
patterns between Budapest and Pest County are shown in Tables 9.2 and 9.3.
In Budapest, the newly established foreign-owned companies start their
activities mainly in the service sectors: financial services, commercial activities,
and the real-estate business (13—15 per cent each). In the case of Pest County,
manufacturing is the leading edge of investment (here most of the investments
come from Hungarian-owned companies - partly MOL, the biggest oil company
in Hungary — while in the case of Budapest, most of the investors are largely
foreign-owned). The difference is very substantial: the share of service-related
investments is around 60-70 per cent in Budapest, while only around 20-30 per
cent in Pest County.
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Table 9.2 The share of the different sectors in investment of the panily or tully toreign-
owned companies in Budapest (total amount of investment in million US$)

1992 1993 1994 1995 1996 1998 1999 2000 2001

Agriculture, hunting, - - = — — 0.2 — - =
torestry

Mimng and quarrying - = = — — - - —

Manufacturing 245 2010 287 248 1940 193 239 227 30

Electricity, gas, sewage. — 0.2 48 47 72 K81 88 114
and water supply

Construction 0 1e 30 100 168 240 21 15 i

Wholesale and retail trade 149 6.1 107 6.0 106 94 123 136 15

Hotels and restaurants 187 1.6 1.5 16 20 21 17 28 26

Transport. storage, and 40 454 369 315 339 236 25 294 278
elccommunications

Finuncial intermediation 69 118 ®Y 162 Y5 160 123 7 n/a

Real estate, renting, and 76 115 95 44 28 190 M1 137 112
business activities

Public administration, R
detence, and compulsory
social seeurity

Education e — — — — — — —
Health and social work — — - - e 01 — — 0.2
Other community, social, 08 03 — — — 03 04 05 03

and personal services
(60 100 100 100 100 (00 100 100 100
Total 435 884 1014 LO98 1139 1.240 1114 1.089 860

Note: No data are available for 997,
Source: Stavstical Yearbook of Budapest.

Thus. we can conclude that institutional and service supply relations between
Budapest and the settiements of the agglomeration have loosened compared to
the former rigid limitations. At the same time, “the intermediary and higher level
health, educational and cultural institutions are sull concentrated in Budapest.
Therefore Budapest has remained as attractive as before in that aspect”
(Pestterv — MTA RKK, 1995: 11).

Economic Development by Sectors

Industry

This sector has substantially decreased in size. Only those parts of industry that
have high efficiency and low territorial demand — e.g. chemistry and some forms
of machinery — have developed. Industry has reduced significantly from the
beginning of the 1990s, as evidenced by falling employee numbers and amounts
of industrial territory. The privatization process could explain the concentration
of multinational industrial firms in Budapest. Since a large share of the former
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Table 9.3 Share of different sectors in investment of partly or fully torgign-owned
companies in Pest County {total amount of investment in million US$)

1992 1993 1994 1995 1996 1998 1999 2000 2001

Agriculture, hunting, — 0.5 02 02 048 05 06 08 04
forestry

Mining and quarrying 26 42 1.7 06 04 1 - — —

Manufacturing 66.5 329 63.1 49 456 558 79 oy 68

Electricity. gas, sewage, — — 01 A0 235 104 65 72 108
and water supply

Construction 35 04 12 06 27 85 — — -

Wholesale and retail trade 1 6 1 37 6 114 5 16 9.2

Hotels and restaurants — — — 0.5 — — - — —

Trunsport, storage, and 0.2 389 15 124 126 106 73 144 91
telecommunications

Financial intermediation 59 6 06 09 07 04 —_ — —

Real estute, renting. and Y 132 A - Y I - — 106

husiness activities
Public admimstration, -— — — - — — - — —
detence. and compulsory
social security
Education e —
Health and social work — - = = = —
Other community, social, — - _ = = = = = =
and personal services
100 100 100 100 100 100 100 100 100

Total 56 92 226 334 224 476 434 468 467

Note: No data are available tor 1997.
Source: Statistical Yearbook of Pest County.

socialist industries was concentrated in Budapest, the privatized industries were
also located there. But after the privatization process lessened. since 1997-1998,
the new green-field invesimenis have been concentrated mainly in the north-
western part of Hungary.

Services

In Hungary, the privatization of banks was carried out relatively quickly, and
some foreign-owned new banks also became active. The share of foreign
ownership of Hungarian banks exceeded 50 per cent by 1997, and this is an
important factor in the establishment of modemn banking technologies that were
totally absent previously. Other conditions are also improving (stable macro-
economic environment, more and more muiti- and trans-npational companies
present, improving communication and transport infrastructure, stili low price of
manpower, stable legal system). Still, the size of the Hungarian economy and
financial market is small, in itself not enough of a foundation for Budapest to
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become a regronal financial centre. so the expectations of some Hungarian
politicians in this regard might be too ambitious. [t is not even sure that the
dynamism and direction of the development of the Eastern European region will
require quick intensification of financial services — and even if this occurs, new
technical development in the financial sector will most probably lead to a situation
where most of the tunctions of a regional financial centre will be taken over by the
existing Western centres, and the Central European metropoles will only play
the role of sub-centres, specialized for some selected services (Bellon, 1998; 66).

Commerce
The main tendencies in the commercial sector, especially regarding offices and
shopping centres, are analysed in Chapters 3 and 6. where substantial examples
are given from Budapest. Analysing the development of the retail sector, the
Budapest case has been classified as an example of the “uncontrolled invasion
of retail chains”™ It is the retail scctor where forcign investments are the
guickest and the highest — at least in the first several years of transition (the
telecommunications sector, banking, and real-estate scctors follow with a small
delay - see Nagy. 1998: 102). Foreign investments were concentrated initially in
the biggest urban centres — by 1996, 91 per cent of new foreign investment into
the Hungarian retail sector was directed to privatized and green-field projects in
Budapest and Pest County. This first, concentrated wave of investments
increased temporarily the share of the capital city: Budapest (having a share of
19 per cent of the Hungarian population) reached 62.5 per cent of the Hungarian
total in the turnover of commercial units in 1997 Since then the level of this
concentration has decreased. and foreign investments have started to be spread
out to the second tayer of Hungarian settlements, the medium-sized cities.
According to an analysis of changes in the retail sector (Baross, 1999), there
has been a huge transformation since the socialist era. when commerce was
concentrated in the local centres of new housing estates. In the 1990s, the two
extremes of the spectrum of commerce were developing the fastest: little private
shops in the local centres and side streets of densely populated living areas. and
the new products ot foreign investment — the big hypermarkets, mega-shops,
shopping centres etc.. in specialized “big boxes”. Hungarian retail chains were
quickly privatized to foreign investors. As a result of this concentrated activity of
foreign chains, the share of shopping centres within overall retail activity
reached 16 per cent by 2000, a higher share than that of Greece or Germany (see
Baross, 1999: V-5).

Real Estate

As mentioned in Chapter 3, the socialist period can be described as planned city
development, in which the state was the biggest — and aimost the only — investor.
In the transition period the municipalities had the ruling power, but in a much
more limited sense, as it was the private sector which decided about most of the
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investments. The new market mechanisms brought up new phenomena, like
quick suburbanization and “over-construction.”

In Budapest. the most dynamic parts of the real-estate sector are office and
commercial investments. After a short period of internal restructuring
(converting s into offices) at the beginning of the 1990s, the office market
became very active and there has been an annual construction of about
50,000-60,000 (in some years even 100,000) sq.m since then. As a result of this
dynamic enlargement, the office market is by now close to being full in
Budapest (about |8 per cent of the stock was empty in the first half of 1999). [n
the last 10 years. not only the inner city but also some parts of the “transitional
belt” with good public transportation have become target areas for office
investments, New phenomena, like office parks — “Graphisoft™ in District [T —
or even technopark-technopolis, higher education, and offices together — like
“Infopark™ in District 1X — are emerging.

Besides the new office buildings there are new shopping centres, which mark
the new period ot development of Budapest. Between 1990 and 1999, almost
500,000 sq.m of new retail space was built, 76 per cent within the city. the rest in
the agglomeration belt.

Much less dynamism can be observed in the sector of industrial real estate.
Many of the big premises of the former socialist industry have been shut down.
occupying huge areas in the transitional belt of the city; some 4-8 km form the
CBD area. It is rare that foreign investors take on the burdens of brown-field
restructuring, including the problems of contaminated soil — their usual method
15 to invest in green-field areas around the city, making use of the discounts and
tax-exemptions offered by the agglomeration settlements. Especially dynamic is
the development of the south-western agglomeration area of Budapest, where
the motorways from the west and from Balaton unite to create the “Western
Gate” of the capital.

Since 2000, the new area of dynamism has been housing: due to new
regulations and subsidies, private banks have become interested in lending, and
competition between banks has even broken out.

Favourable Economic Conditions

Budapest was very successful in the last decade in attracting foreign
investments. The majority of capital investment projects were completed within
the town boundaries, especially the investments of the service and office sectors
were significant.

According to a recent research Budapest was the third on the list of European
cities — after London and Stockholm — when surveying “competitiveness/
business climate,” i.e. the conditions for economic investments. The main factors
of attractiveness of Budapest, besides the stable political and macro-economic
environment, were the low price of labour and the improving real-estate
conditions.
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Houstng Policy and the Built Environment

Transirion with Massive Privatization of Housing

In Hungary since 1952, the year of nationalization, the housing stock of bigger
cities was dominated by the public rental sector, although the private {owner-
occupied) sector was always substantial in the form of single-family housing and
new multi-family cooperatives and condominiums. Up until 1990, there was a
centrally regulated housing policy determining the rent level for the whole
country, and financial means for new construction and renovations were
allocated from the central budget through planning decisions.

In the transition penod, all these conditions changed. The pubhic stock was
transferred to the local governments. and with this, rights and responsibilities
also became a tocal matter. Between 1990 and 1993, there was practically no
centril-fevel housing policy (responsibility for housing was split between six
ministries) and there were also uncertainties about the role that the local
governments should play in housing policy. The new owners of the public rental
stock initially found themselves in a contradictory situation, as legal regulations
were unclear about the nghts of landlords (e.g. one of the laws would have
allowed a rent increase, while another allowed freezing of public rents).

Finally, a Rental Housing Act was approved by parliament in 1993, which - in
its final form ~ introduced the right to buy for tenants in public rental units. The
responsibility for housing was given to the Ministry of Finance (since then this
responsibility has moved again, to the Ministry of Economy, and lately to the
Ministry of the Interior). Following the period of 1994-1995. when a moratorium
on rent increases and the right to buy regulations showed a strong central
influence, local governments finally became the main actors of housing policy.
Since 1996, local governments have practically been free to decide on their local
housing policy. Not even central budget transfers determine their decisions, as
these transfers are not tied to purposes — normative grants according to objective
criteria {e.g. the number of residents between the age of 18 and 35) for housing
can freely be used at the local level for any other purposes.

By the time local governments got power over local housing policy, however.
the structure of the local housing markets had changed substantially, and the real
possibilities for a publicly led local housing policy became very limited. As a
result of comprehensive housing privatization, the share of the public rental
sector dropped in Budapest from over 60 to below 10 per cent of the housing
stock. Most rented dwellings were sold for 15 per cent of their market value, this
being the selling price of any public dwelling that had not been extensively
modernized during the previous 15 years. Moreover, tenants had only o pay 60
per cent of the discounted sales price if they paid in cash. The other option was
to pay by instalment: in this case 10 per cent of the sales price had to be paid in
cash, and the remainder in monthly instalments over 35 years at a low fixed
interest rate (the interest rate was set at 3 per cent for the whole repayment

Lo
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period, even though inflation was between 20 and 30 per cent from the end of
the 1980s).

According to the regulations, privatized apartments could be resold or rented out
by the owner immediately following purchase, without any restrictions (except for
the obligation to repay the instaliments in the case of properties resold within five
years). Moreover, there was no restriction on turming the apartments into oftices or
shops, and these changes did not even have to be reported to the local authority.

The main push for this “give-away pnvatization” (sec the debate on the
evaluatuon ot this policy in Alm and Buckley, 1992; Hegediis et al., 1993) came, on
the one hand, trom the local governments, and on the other, from the main
beneficiaries, the families living in the best public rental flats. As a result, the public
rental sector practically disappeared from the housing stock. leaving much less
opportunities for local governments to fulfil a social function in housing policy.”

Housing construction and infrastructire

After the transfer of public rental housing to the local level. all direct state
subsidies for the housing sector have been withdrawn. As a consequence, and also
due 1o high inflation, new housing construction decreased to historically low
tigures in most parts of the country. New construction became much greater in
the agglomeration than in Budapest and, in contrast with Budapest, even
increased around the middle of the 1990s (see Table 9.4). In an agglomeration of
600,000 people, the number of newly constructed homes was almost identical to
the figure in Budapest, where the population was above 1.8 million. Around
2001-2002 the situation changed again — due to favourable government subsidies
and steeply growing bank lending, new construction increased, and this increase
was more substantial in Budapest than in any other part of the country.

The settlements of the agglomeration had, at the turn of the 1980s and 1990s,
rather old-fashioned infrastructure, the standard of which was sometimes
even lower than the national average. However, many of the agglomeration
seltlements managed to catch up within only five years. With state subsidies,
using their own resources, and in most cases with contributions from the
population, the local governments have completed large infrastructure projects.
Between 1991 and 1993, primarily those utility investments were completed
which also involved central budgetary subsidies and for which the consent of the
population was easiest to get. Typically, such projects included the construction
of gas mains, because the population had an interest in contributing financially

Table 9.4 Housing construction per 1,000 residents

1950 1995 1998 1999 2000 2001
Budapest 313 1.8 1.6 1.6 1.7 2.5
Agglomeration 5.6 6.5 5.0 45 53 5.1

Source: CSO Pest County Statistical Year Book.
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(cheaper heating). Parallel with the large volume of gas projects, but at 4 slower
pace, water mains were extended, and costly sewage network extensions
followed. Today, in numerous settiements around Budapest, basic infrastructure
services are at the same level as those of Budapest.

The Condition of the Built and the Naitwral Environment

The housing stock of Budapest has serious deficiencies. One-quarter of tlats are
to be found in buildings that are more than 80 years old and have never been
substantially renovated. The majority of the 200,000 flats in these buildings have
o low comfort level; either the bathroom or the toilet, or both, are missing, The
concentration of these low-quality flats is much higher in Budapest than the
national average.

Besides housing. the environment also taces big problems in the capital city.
The guaiity of air, the level of noise, and the intensity of car traffic create much
more unpleasant circumstances in Budapest than in other parts of the country.
Only the quality of uair has improved a little in the last decade. due to the
bankruptcy of the most polluting big state enterprises.

[n contrast to the growing problems of Budapest, the situation of the
surrounding settlements improved substantially in the 1990s. The existence of the
full scale of services, together with the more pleasant residential environment,
represents a substantial attraction to those planning to change their residence,
especially the inhabitants of Budapest.

Under such circumstances, it is no wonder that from the mid-1990s the
previously positive migration balance of Budapest turned into a negative. The
loss of 10,000-15,000 mainly middle- and upper-class population per year not
only means lower PIT tax revenues and growing expenditures (due to increasing
traffic and subsidies for services used by commuters) for the local government
but also leads to further deterioration of the more densely built parts of the city
trom where out-migration is the highest.

Social Cohesion

The social conditions of the inhabitants of Budapest are relatively good
compared to that of the rest of the country. Notwithstanding the share of
homeless people, which is currently the highest in the country, various social
indices are more favourable in the capital: unemployment is half as high in
Budapest than in other parts of the country, and the same applies to the share of
people living below subsistence level; the share of disabled and permanently ill
persons is also below the national average.

Even so, the inhabitants of Budapest list social problems as being among the
gravest problems of the city. The main reason for this is not the absolute level of
these problems, but rather their uneven spatial distribution across the city. Within
the city there are very significant differences among the districts with respect to
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the social position of the inhabitants; in some districts, social indicators are

especially bad:

« the difference in life expectancy between the “best™ and the “worst” district of
Budapest is six years — this means that the inhabitants of Buda District 11 are
on the level of Belgium. while the inhabitants of Pest District X are on the
level of Syna:

« there is a three times difference in the share of fumilics receiving continuous
soctal benefit and a four times difference in the share of families receiving
unemployment benefit between the “better™ and “waorse™ districts;

o the share of flats without comfort is 17 per cent in the eroup of “better”
districts, while above 40 per cent in the group of “worse™ districts.

Differentiation in the social position of inhabitants. as well as in the social

subsidy potential of districts, is growing fast. Moreover. those districts where

most people need social benefits are in the worst tinancial siwation. As a

consequence, the likelihood of residents of Budapest gctting social benefits

depends more and more on which district they inhabit,

The social protecuon system underwent significant changes in the course of
the 1990s in Budapest. Some of its elements were developed rapidly (e.g. care
for homeless people). At the same time, however, the district-level fragmentation
of the social care system creates growing problems. The opportunities of the
municipal level are very much constrained, both from above (the national level)
and from below (the districts).

Processes and Tendencies at the End of the 1990s
Directions and Tendencies in the Migration of Population

The population of Hungary has been decreasing since 1980. Similar processes
have taken place in Budapest too. Compared to the rest of the country, the decline
n population is much faster in Budapest, amounting to 8 per cent in seven years
as opposed to the 2 per cent national decline (see Table 9.5). However. the
population of the agglomeration is increasing (9 per cent growth for the same
period). Pest County, which covers the entire agglomeration zone (this represents
two-thirds of the population of the county), is the only medium-level unit in the
country, the population of which has grown for the last few years.

The natural decline in Budapest's population began as early as the beginning of
the 1970s and was related to the ageing of the population. Even so, the number of
inhabitants of Budapest was constantly growing until the end of the 1970s, due to
the strong positive balance of migration. However, since 1993 the consolidated
index of changes of permanent and temporary residence between Budapest and
the rest of the country has become negative for Budapest (the balance of change
of permanent residence has been negative already since 1991).
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Both migration into and from the capital city fell until 1994, but the decline
was larger in the case of migration to Budapest. In 1995, however, there was a
large increase in the number of people out-migrating from Budapest.

The analysis of the balance shows that the positive migration balance was
mainly the result of temporary migration, to the extent that in 1991 and 1992 the
temporary migration balance was able to offset the negative permanent migration
balance and even result in a positive balance in consolidation, The balance of
temporary migration was negative for the first time tn 1995, Of the two measures
of migration it is permanent migration that is more important, because this reflects
the impact of long-term decisions. However, the various sub-types of temporary
migration could also he important for the assessment of future migration,

The negative migration balance of Budapest applies almost exclusively to Pest
County {in 1995 nearly 28.000 people moved out from Budapest o Pest
County and only 15.000 replaced them from the county).* Since 1993, however.
more and more countics have become “net receiving counties” compared
Budapest. The extent of out-migration from Budapest is not yet signilicant in the
case of the other counties, but the tendencies definitely deserve attention.

Out-migration — where to? More detailed data indicate that the close
agglomeration has lost its former hegemony considering the scope of migration
difference.’ During the last two years the dynamism of settlements was the
highest in the region situated between the close and extended agglomeration,
and even the more extensive zone has by now reached the growth rate of the
close agglomeration (Table 9.6).

Since the change in the political system, differences have increased between
the more and less dynamic parts of the agglomeration. The group of settlements
that are able, to a certain extent, to share the dynamism of Budapest through its
multi-functional, bilateral, and intensive relations, involves 32-36 setilements. [t
may be assumed that this close and intensive agglomeration represents also a
potential location for trading and service activities. However. the various
housing functions (e.g. separate luxury residential parks) are better suited to
settlements that offer adequate size and quality land, and they are not necessanly
included in this group of the closest and most dynamic settlements.

Out-migration — where from? Until 1992-1993, the nner districts and the
best Buda green-belt districts. with rapidly rising property prices, were the
main “issuing/sending districts” (higher out- than in-migration) and the outer
districts were still “receiving districts” (higher in- than out-migration). During
the last few years, however, trends have changed significantly, and by now the
migration balance has fallen into the negative in all parts of the city, without
exceptions.

Summarizing the migration trends, it may be concluded that, following a
decline of a few years, migration of population has increased again in Budapest
and the surrounding area. Budapest’s population will, due to migration, decline
by 15,000-20.000 residents a year (in addition to natural decline) in the next few
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Table 9.5 Population in Hungary. Budapest and its ugglomeration, and other towns,
1993-2000°

Budapest
agelomeration
Towns excluding zone (78
Hungary Budapest Budapest setilements)
Change Change Change Change
{00 < (000 G K089 3 {000 3
1993 (1,310 4701 .4 2.008.5 579.5
1994 10,277 0.3 46978 =01 10957 —-0.6 585.1 + 1.0
1995 10,246 0.3 46628 —0.7 19300 —-33 5888 +0.6
1996 10,212 0.3 4.650.8 —0.25 1.006.8 -1.2 598.1 +1.6
1997 10174 -03 46367 -—03 1.886.2 -1.1 607.9 +1.6
1998 10,135 -4 46175 04 18614 -3 6183 +1.7
1999 6,092 -4 4.596.9 -4 18387 1.2 628.6 + 1.7
2000 10,043 s 137649 -0 I Y 1.5 64,5 + b
Total =20 —-2.6 -98 + 105
Notes:

* At the beginmng of the ycar.

** This dramatic decrease in population was mainly due 10 a change in the statistical
system.,

Agglomeration zone, 1993-1996: Calculated data.

Source: Budapest Stiistical Yearbooks 1992-2000.

years. On the other hand, the settlements of the agglomeration show increasing
growth, and this is not restricted to the close agglomeration zone any more. Also
taking into consideration the fact that the first major actions of parcelling out of
land took place in the agglomeration belt only in the middle of the 1990s, and
that there are much more aggressive extensions planned for the near future.
migration from Budapest may increase even more.

Table 3.2 in the comparative city-development chapter in this volume
(Chapter 3) shows that among the Central European capitals, it is Budapest
where suburbanization is expected to continue the fastest, despite the fact that
Budapest is not a very densely populated city (i.e. there would be plenty of
space even within the city to improve the living and housing conditions of the
population).

The restructuring of the population of the capital does not solely depend on
suburbanization. As mentioned earlier, there is also an “inner suburbanization”
going on, in the process of which inner areas lose population to the outer parts of
the city. The main cause is the “push factor” of the offices and other business
and administrative functions occupying inner city areas, but the “pull factor” of
the outer districts — which offer plenty of opportunities for new construction
of semi-detached and detached houses — is also important.
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Due to all these reasons, during the I8 years between 1980 and 1998, the
population of the whole city decreased. This decline, however, was not the same
in all parts of the city:

» 69.9 per cent in the CBD area of Budapest {districts I and V);

o 75.4 per cent in the inner city (VI-IX districts);

o 82.8 per cent in the transitional belt (X, X1II, XIV);

» 91.3 per cent in the high-quality Buda side (11, 111, XI, XII, XXI1); and

« 105.6 per cent in the outer districts {(IV, XV-XXI).

These data (and Fig. 9.2) refer, besides suburbanization, to substantial internal
restructuring, leading to a quick decline in the population of the inner areas
while the outer parts were growing.

As already mentioned, trends in new housing construction changed around
20012002, us growing state subsidization of new housing and more willingness on
the past of the banks to give loans for housing resulted in growing new construction,
especially in Budapest. It remains to be seen whether this new dynamism is only
temporary, or 1t not, whether suburbanization can be lessened in this way.

1998 population in percentage of the 1980 population

Fopulation in 1980 as 100%

o 0 Skm ;
,y'. Population in 1998 in percentage m

A

Fig. 9.2 Population in the city of Budapest, 1980-1998.
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Effects of the Transition on the Various Parts of the
Transforming Post-socialist City

The various parts of the socialist city became subject to vastly diverging processes
after the change of the political regime. The effects of the economic. social.
demographic, and population changes cun be categorized by city area as follows:

Inner city areas. Privatization had a strongly diversifying effect. In the prosperous
parts of the inner districts (within the central business area or in its immediate
vicinity) privatization has been almost wholesale and the rehabilitation of houses
is under way, as a large majority of the population can afford to invest in
renovation. [n the less advantageous high-density areus, private apartments also
prevail, but as the low-quality rental units are concentrated in this zone. there is
bardly any hope that the new condominiums with mixed ownership will create
the untform will of the owners which is required for reconstruction. Thus, the
moving-out of the iddle class is quite predictable and it will eventually lead to
the deterioration of these areas.

Transitional Zone. Certain elements of the mixed functions (e.g. major factories)
of this zone were almost universally going bankrupt and closing down. Only a
tiny part of the industrial areas can be transformed, and this transformation is
controversial too (condominium-like coexistence of small enterprises in large
halls, previous industrial premises). This zone, 4-8 km away from the CBD area.
is the biggest adjacent problem area of the city. At the same time, however, this
15 1ts biggest and one of its most well-located territorial (re/development land)
reserves as well.

New housing estates. These have also witnessed large-scale privatization, which
ted to an increase in differences. The higher-quality blocks (those built in the
1950s from bricks, and those of the 1980s built to a higher standard. in better
parts of the city) and especially the smaller four-storey houses have a relatively
better position, and real-estate prices here are relatively high. The high-density
housing estates built in the 1970s, with 10-storey houses and high maintenance
costs. are in the worst situation. Certain signs show that the middle classes began
to abandon the area, which in this physical environment can very easily lead to
the emergence of slums.

Elite green-belt areas. These areas can only further develop in a qualitative sense
(along with some increase in density) because of a lack of space supply. Qualitative
changes entail the disappearance of problems in areas such as telephone, road,
and commercial services. As a rallying place for high-quality private services
(e.g. private schools, private clinics) since the change of the regime, these areas
retain firmly their dominant role among urban classes of housing, a role that might
be challenged only by some luxurious suburban housing parks.
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Outer single-family housing areas. These are most stable where there are only
eradual changes in infrastructure (telephone and perhaps sewage). Private
construction activity is continuously going on and leads in some areas to
densification.

In the case of suburban settlements the newly won municipal independence,
the new financial redistribution system that tavours the smaller settlements, and
the high priority given to infrastructure developments had the consequence that
these settlements have managed to overcome their infrastructure backwardness
in the course of six to cight years and are able to provide very good
infrastructure conditions to the population and certain types of enterprises. There
are also some poorer settlements towards which less affluent families move out
from the city, mainly from high-cost flats on housing estates.

Polarization — that 1s, the increase of dilferences according to type of housing,
housing environment, and differences in the incomes of the population — is a
universal phenomenon in nearly all the structural elements.

Within the inner districts, the transitional zone, and the new housing estates,
certain areas have begun to deteriorate. On the other hand, the CBD area, the
surroundings of the new shopping centres, the green-belt areas, and many of the
suburban settlements are the places where positive tendencies dominate (Fig. 9.3).

Plans and Cooperation for the Future
New Strategy for Development

As a logical consequence of the collapse of the socialist system and the total
change in political, administrative, and financial relations at the city level, the
system of economic—social planning has also changed. The five-year plans of the
socialist period were prepared according to the political intention of the central
planning body, in an iteration process between the central and local levels. From
the second half of the 1980s, the local governments were given more freedom to
establish their plans within the framework established at the central level. After
the 1989-1990 changes the independence of the local level, including planning,
became one of the cornerstones of the new political and administrative system.
Parallel to the disappearance of all forms of central guidelines (top-down
planning), all forms of forecasting have also been discredited. As a result, local
governments base their activities on yearly prepared, budget-orientated plans.

In the case of the Budapest municipality, around 1993-1994, the first medium-
term financial and investment plans were created (first for three to four years
ahead, later for seven), in order to forecast the effects of new investments on the
city budget. In the second half of the 1990s, when the period of consolidation was
finished — the institutional set-up and the financial roles and responsibilities have



I

72 IVAN TOSICS

B

Fig. 9.3 Image of Budapest. (a) Inner city, Buda side. (b) Elizabeth Bridge, Pest side
across the Dunube. (c) Havana housing estate, District 18, built in the 1970s. (d) Urban
renewal in District 9, Raday Street. {e) Lurdy hdz. new shopping centre. District 9.
{f) Suburbanization north-west of Budapest, Coshinka viltage.

been clarified in the complex, two-tier Budapest local government system — the
leaders of the city went another step forward and initiated the preparation of a
long-term Strategic Development Concept for the city.

The Budapest Strategic Development Concept - the preparation of which
started in October 1997 — is aimed at a period of 15 years. Its objective is to
identify a conceptual framework for city development — there will be no definite
conclusions drawn on any specific area or technical problem. but the Concept
will outline the main trends in the most important sectors of city development
and no sectoral concept should be passed which would be in contradiction to the
Strategic Development Concept. The Concept focuses on city development
primarily from the point of view of the public sphere, analysing especially the
role to be played by the municipality (and occasionally by the districts). The
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Budapest Strategic Development Concept suggests, as a starting point, a balance
of three main strategic aims: economic efficiency, sustainability/quality of hfe,
and solidarity.

To increase the efficiency of the city would mean to:

« promote the efficiency of the economy;

o develop the macro-regional connections of the city: and

» improve inner traffic conditions (efficient connection of public and individual
tratfic, ring-road development),

To improve quality of life in the city would mean to:

« help to preserve the compactness of the city:

« speed up urban renewal, in both the inner city residential and transitory
industrial areas:

« improve housing conditions, ensuring tavourable terms for new construction;

e develop public spaces and green arcas; and

o help environmental sustainability (develop infrastructure, protect grecn areas).

To ensure the solidarity aspect of city development it 1s necessary to:

« improve the social situation of poor people and poor areas (decrease
inequalities between districts, fight against ghettoes).

The basic approach of the new Budapest Strategic Development Concept is quite
different from the previous development ideas. It is obviously different from the
socialist planning ideas, in so far as it accepts the existence and leading role of
the market economy and the big (in some regards decisive) role that private and
market actors play in city development. On the other hand, it also differs from
the more or less “laissez-faire” ideology of the 1990s, as the new Concept aims
for more active, initiating public policy in city development.

The active role of the public sphere can be categorized in three quite different
forms:®
« regulating the market: to cooperate with market forces, to help and reguiate

their activities;

o Initiating the market: to make basic improvements to and investments in the
infrastructure. as a result of which market forces will become interested in
further developments; and

« replacing the market: to carry out developments that are not in the interest of
market actors but are very important for the city.

In the socialist period, city development and planning was totally dominated
by the public sphere: market forces were suppressed even in those areas where
their higher efficiency was obvious. In “laissez-faire” type urban development
Strategies, the role of the public sphere is minimized, constrained purely to the
market-replacing function.

The new Budapest Strategic Development Concept aims to remain in between
the two extreme alternatives. The Concept suggests applying all three forms of
public involvement in a differentiated way, depending upon the criteria of the
optimal share of roles for the given tasks. Regarding the concrete statements
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made by the Concept, the following examples can be given of the ditferent roles

the public sphere should play:

« regulating the market by supporting the most innovative sectors of the
economy and offering regulatory and tinancial help for the preparation of new
multi-family housing and urban renewal;

+ initiating the market by restructuring the distressed transitional belt of the city
(to 1inttiate new private investments with the publicly tinanced development of
a new ring road and improvements to the basic infrastructure of the area): and

« replacing the market by giving public support to distressed areas of the city
and developing basic conditions for cooperation with the agglomeration belt.

From this overview it can be seen that the Concept suggests proactive city

policy cven 1n some sectors which do not belong to the mandatory tasks of

the municipality. The suggestion of new roles for the municipality to play is the
essence of the new Concept: the municipality should take the initiative not only
in market replacement hut also in market regulating and market initiating tasks.

The Concept involves strongly defined spaual priorities, the following areas
being of primary concern for future public development policy:

« the restructuring of the transitional belt: to develop a new circle-road around
the inner city, mainly on the Pest side, with two new bridges at the two ends,
in order to bring new life to the whole transitional belt dominated today by
derelict industrial land, mostly out of use;

» improvement of the banks of the River Danube as one of the main attractions of
Budapest, connected with suggestions for waterfront housing and renovation of
the existing physical structure;

« continuation of urban renewal in the tnner city areas, in parallel with efforts for
traffic reduction, new parking policy, the reduction of density, and improvement
of public spaces; and

« upgrading of the outer areas, especially the centres of the outer districts
(having been independent settlements in the past), helping also to overcome
infrastructural backlogs and preserve still-existing natural values.

The main long-term goal of the Concept is the redevelopment of the transitional
zone, which also means exploitation of land for future development in the under-
utilized brown-field area. The development of the zone along the River Danube
and the continuation of urban rehabilitation in the inner city are the other two main
aims, also with short- and medium-term relevance. The intertwining of the
different goals is also very important: the restructuring of the transitional zone will
ease the load on the inner city by supplementing its functions and improving its
quality. At the same time, the improvement of public transport, the new ring road.
and the suggested inter-modality centres will also promote the integration of the
outskirts into the city. Thus, the development outlined above is beneficial for
almost all districts of the capital, as their own population will gain, either directly
or indirectly, by having new local centres and inter-modal nodes, and by the
restructuring and strengthening of the economic functions of the transitional zone.
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The Dralt of the Strategic Development Concept was discussed on a political
level in the municipality and sent out to the districts, relevant ministries, and
some other key actors of city development for official discussion. On the basis of
the comments received, a new version of the Concept was prepared and
submitied to the Municipal Assembly.

The Region: Cooperation berween Budupest and
the Surrounding Area

The Strategic Development Concept tocuses primanly on the problems and
development of Budapest. It 1s obvious, however, that Budapest is going to
become an EU capital city in the near future. Therefore, EU legislation and the aid
system of the structural funds promoting accession will be of primary importance.

By the time Hungary becomes an EU Member State, the NUTS 2 regions will
be the muin depositories of investments. According to the present law. Budapest
and the surrounding Pest County form the Central Hungarian Region. Thus, atter
EU accession, most probably not Budapest itselt but the region will be the
subject of EU programming and will be in competition with other European
regions. For all these reasons the Budapest Strategic Development Concept
needs 10 consider national, regional, and agglomeration coherence.

Efforts must be made in order to have the main elements of city planning in
tune with the regional development concept currently under preparation.

The rote and functioning of the NUTS 2 regions is one of the most important
questions for the candidate countries. This is especially true for Hungary, where,
after several years of uncertainty, the lower subnational level, the 19 counties,
became very strong again politically (having elected self-government). As a
result, by the end of the 1990s the Hungarian regions could not be defined as
completely new units with new borders, but only as a certain grouping of the
counties (three counties form one region). The new socialist-liberal government
(2002) aims to change the present system into a new arrangement with self-
governing regions. which would have a stronger status than their present
“planning-statistical” one. This would need strong political will and also the
support of the opposition parties, however. To replace the counties with self-
governing regions will not be easy: all the presidents of the Regional
Development Councils are presidents of the Development Council of one of the
counties belonging to the given region, which clearly indicates the strict control
of counties over the regions. Counties always emphasise their 1,000 years of
existence” and would fight very hard to preserve their self-government status,
thus hindering the regions from achieving this status.

It is clear that accession couniries need, on the subnational level {between
the national and local governments), well-functioning planning capacity. At the
same time they also need democratic, elected subnational government. In the
optimal case, efficient planning capacity and democratic government are created



276 IVAN TOSICS

on the same subnational level, as the creation and fulfilment of plans needs
strong legitimacy. To reach this optimal case, however, is not easy. Recently only
the Polish regions fulfil this criteria, while in the Czech Republic and Hungary
these two functions are on different levels (EU planning on the regional level,
self-government on the county level). In these countries the unification of the
two functions on the same level could be a longer process, where the final
oulcome is uncertain.

Capital cities are always in a spectal sitwation regarding the regional system.
Many of the capitals create regions themselves (Vienna, Berlin, Prague,
Bratislava), while there are also examples of regions including the capital and 1ts
surrounding area (Warsaw, Budapest). [t 1s uncertain which version will apply to
Budapest by the ime the regions achicve seit-government in Hungary.

The Strategic Development Concept of the city aims at cooperation with the
agelomeration and other parts of the region, accepting the fact that ity
development 1s a multi-player game. In order to ease the tensions between the
city and its surrounding areas, the Concept assigns a central position to the
establishment of the instituional system of participation, the strengthening of
partnership relations and cooperatton, the development of market-conform,
investor-friendly regulatory instruments, the development of a predictable
system of decision-making, and the adequate communication thereof.

The Position of Budapest in the Competition of Cities

City competition does not necessarily or exclusively mean the competition of
two neighbouring cities. When talking about city competition in relation to
Budapest, most people concentrate on the competition between Budapest and
Vienna. In certain aspects, however, Budapest is more in competition with
Warsaw, Prague, and Bratisiava (or in even broader context, with Bucharest and
Sofia) than with Vienna — e.g. regarding potential investment by overseas
investors (shopping centres, car factories, etc.).

The chances of Budapest in competition with the other mentioned cities are not
bad. Budapest is in a good geopolitical situation to become, on the one hand, the
gateway for Western influence towards South-east Europe, and on the other hand,
the transfer city of South-east European culture and values towards the West.
Being closer to the Eastern neighbours of the European Union to be enlarged,
Budapest has a good chance of taking over most of the gateway functions of
Vienna.

Besides pure competition, it is also worth discussing the relationship between
competition and cooperation. In order to increase the attraction of bigger
geographical areas, cities should cooperate, whereas within smaller areas the
same cities might compete. If we take again the example of Vienna and Budapest,
it is in the interests of both cities that Central Europe becomes more attractive,
leading t0 increasing overseas investments, tourism, and so on. It is already now
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the case that many overseas visitors come for combined visits to Prague, Vienna,
and Budapest within a one- 10 two-week schedule. In this sense these cities
should cooperate. to increase the joint capacities of their infrastructure (e.g.
cooperation between airports, fast rail link, split of tasks instead of direct rivalry).

Conclusion

Budapest belongs to the group of Central European cities whose transition from
an already more reformed socialist city towards the market was fairly quick. Not
only the speed but also the extent of market-orientated changes is of importance,
as almost all forms ot public contro! have been withdrawn.

Due to its favourable geopolitical position, the stabihity of its political system
and economic regulation, its improving macro-cconomic  situation, and the
above-mentioned “liberal™ policy towards the market. Budapest has received by
far the most FDI in the region in the first six to cight years of transition. Thus
Budapest 1s among the “tirst runners” in the “restructuring race”, on the example
ot which the main tendencies of the change from the socialist to a market-
orientated model of city development can be well illustrated.

As result of the huge amount of FDI coming into Budapest, market services
and their related infrastructure (telecommunications, financial services, different
types of commercial real estate - petrol stations, shopping centres, offices)
were developed the fastest, and these were the areas on which most foreign
investment was spent. As the public sector was recovering relatively slowly, was
fragmented and blocked by internal debates, and had only limited investment
possibilities, city development soon became dominated by the market — the share
of the private sector in total investment can be estimated 1o reach as high a share
as 70-85 per cent! The domination of city development by private investments
came very quickly and was very much concentrated in some areas of the city —
for these reasons, some analysts talked about the “invasion” of the capital.

The strategy of the political leadership of Budapest in the 1990s can be
considered as quite “liberal”; there were very few planning constraints raised
and even most of the municipal works were offered for privatization, in order to
overcome the difficulties in infrastructure services and get capital for the
necessary investments. The only method the municipality did not use to attract
foreign investment was tax concessions. The belief of the leaders of Budapest
was that the city is very attractive and that many investors and developers would
come, even if the level of local tax (the business turnover tax) was fixed at the
highest level allowed by the national Law on Local Taxes.

This strategy can be evaluated in general as successful. Although there are
cases known of companies moving out of the capital or new investmenis being
placed into the agglomeration belt instead of the capital, all in all the influx of
Investments into Budapest was not substantially hindered by the relatively high
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focal tax rate. On the other hand, this quickly increasing tax revenue presented
good opportunities for the capital to improve the basic infrastructure of the city.
While the amount of business turnover tax was in 1996 only around the half of
the amount Budapest has got from the central budget, this proportion has
changed and since 1999 business turnover tax revenue surpassed the support
Budapest is getting from the central level (partly as a result of the increase of
this tax but also due to the efforts of the central government o equalize budget
altocation. favouring less-developed settlements and areas of the country).

Thus, the Diberal, non-regulatory approach of the Budapest municipal
leadership has resulted in good economic results so far. There were, however,
also problems with this approach. Investors were not constrained at all in their
ctforts to find the easiest solutions for their investments, and in this way they
could avoid more difficult. more costly, but at the same time more sustainable
solutions. This caused, for example, growing problems with the brown-field
zone (instead of investing info existing rundown industrial premises. mvestors
chose areen-tield sites within or around the city) and a decreasc in green areas.
Additionally, the liberal approach has led to a sharp increase in inegualities
between the different strata of society, and among the different areas of the city.

The basic consideration of the new Budapest Strategic Development Concept
is the suggestion that the public hand should change its strategy, playing a more
active role in the future in shaping urban development, including the build-up of
a new type of supporting, initiating, and control function ol the public sector
over market forces. Although Budapest is not at all as rich as the very powertul
municipality of Moscow. the decade of liberal handling of private economy has
brought some financial means, forming an initial base for the new. extended role
of the public sector.

Thus, the future of Budapest depends very much on the capability of the
municipality to establish this new type of public leadership (regulating, initiating.
and in some regards controlling market processes) in order to support economic
erowth, help the fultilment of the sustainability criteria of urban development.
and ensure the maximum level of solidarity (handling the problem ot growing
disparities between the districts. between the richer and poorer sides of the
Danube, etc.). This new type of public leadership must also take cooperation on
the regional level as an important goal. ensuring the optimal development of
Budapest and its surrounding area, as the central region of Hungary.

What are the lessons we can learn from the case of Budapest's development in
the last decade? There are at least two. The first is the necessity of replacing all
the important parts of the political, decision-making, institutional systems of the
socialist city very quickly by new market-onentated establishments. Empirical
experience shows that there is a very low chance for success with “third-way”
solutions, i.e. any combination of socialist and market principles. However, there
is also a second lesson: in the new, market-onentated political and institutional
structure it is absolutely necessary very quickly to “build up” again the public
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sector, L.e. to establish a new, legitimate, strong institutional structure which
can — in a market-conform way — successfully represent the public interest in the
market-orientated city development process.
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Notes

I ior turther discussion of the urban history of Budapest, readers are referred to Enyedi and Szirmai

(19921 and Eayedi (19975,

Six political purties managed W get inw parlument. three of which (Hungarian Demaocratic

Forum. Smallholders Party, Christiun Democratie Partys formed the above-mentioned coalition,

while the remning three (Alliance of Free Democruts, Federation of Young Demaocrats. Sociahst

Purty § were in opposition.

3 For a more detailed analysis of the changes in housing policy see e.p. Hegediis and Tosics (1992,
1994).

4 KSH Budapest Yearbooks only contain dats on imner migratton within Budapest. However,
the total migration difference may also be calculated from population figures and natural
multiplication data; inner migration may then be eliminated and the approximate balance with the
country can be formed.

5 See note 4. above.
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This idea has been developed in conversations with Paul Baross.
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