 Residential Property Slowdown in Hungary – Opportunity or Menace?

[Written June 2,004] 

The residential new build market in Hungary has been hit hard since the centre-left coalition under Prime Minister Medgyssy Peter (In Hungary, the family name comes first) came to power in May 2,002. Last December, the new Government reined in the cheap mortgages-for-all scheme that had been created in 1998 by the previous center-right coalition Government. 

That scheme and the injection of liquidity that came with it had allowed a residential property mortgage market to develop on a mass scale for the first time in Hungary, creating a residential property building boom. Until 2004, house prices were rising about 8 per cent a year across the country.

The December 2,003 rule changes put a cap of 10.5m Forints (€41,200 with 255 Forints to the Euro) on what can be borrowed to buy a new home at the preferential mortgage interest rates, and put a cap of 5.5m Forints (€21,600) on what can be borrowed for a second-hand property. €21.600 might sound small but, to put it in perspective, the average national wage is just €5,750 a year. The low preferential mortgage rates are between 2.6 and 3.5 per cent  (compared to a base rate of 16 per cent in 1998). Families with three children have been given better terms under the new rules.

The point of the changes was to target lower income families, and to counter the fact – and the politically damaging perception – that it was mainly better off Hungarians who were able to take advantage of the cheap mortgages scheme. There was also an income tax break to oil the original scheme. But the new Government, strapped for cash after election year 2002, argued that it was losing too much tax revenues so, as part of the December 2,003 package of changes, it cut the maximum tax rebate per year in half, to 120,000 Forints (€470). 

Last year, to keep capital in the country and to control inflation, the Medgyssy Government kept the currency near the bottom of the agreed fluctuation band against the Euro (240- 324 Forints) i.e. kept the currency high and the Government found itself having to increase the base interest rate from 6 to 12.5 per cent. It is currently 11 per cent. 

Inflation, down to 3.6 per cent in May 2003, is now, following a heavy round of VAT and excise rises, 6.9 per cent, not nice but at least marginally better than it was at the beginning of 2004 (7.1 per cent).  On 1st January, the Government, as part of its cash raising measures, slapped V.A.T. of 25 per cent on land sales.

“Retail price inflation should be back down to 4.3 per cent by the year end”, says Barcza György, a senior economist at ING Bank in Budapest. “But whether and when institutional investors return in big numbers after last year’s turbulence is unclear,” Barcza adds.

‘”The basic uncertainties are the fiscal and political pictures”, he explains. “There is a twin deficit problem, a high budget deficit and a high current account deficit. In election year (2002) the budget rose to a huge 9.3 per cent of G.D.P. Last year, the Government missed  its budget deficit target of 4.6 per badly. The deficit came in at 5.9 per cent. Investors were not happy. The target for this year is 4.6 per cent.”

Barcza is sceptical, and is forecasting a 5.2 per cent deficit. “However, if the figures are better than this, and the deficit comes in at 4.8 per cent, expect a turnaround. Foreign institutional investors would come back in and there would be a rally in bond yields.” Interest rates would come right down.             

The upshot of the cuts in the cheap mortgage scheme, and of the fiscal and interest rate turbulence, has been a huge drop in the level of activity. 

“The general market expectation is that the volume of new build residential starts over the next year will be 40 per cent lower than in 2003”, reports Szabó Eszter, the real estate correspondent on the centre-right daily newspaper Magyar Nemzet. “Analysts are forecasting flat prices nationally for 2005 in the secondary market.”

That is, however, the broad picture. It is the background: prices at the higher end of the Budapest market – which is where Irish investors are buying – are doing better. At a real estate conference last month in Budapest, Pichovszky Kristof of GKI, a leading private economic consultancy, forecast 7 per cent residential real estate price inflation over the next year in the better parts of the Budapest secondary market and 9 per cent in top-of-the-range new build projects in Budapest, which is similar to the last three or four years. This is a respectable pace but less than half the 20 per cent a year by which prices in the new build projects of most interest to Irish investors are reported to be rising. 

The pace is even faster than that according to Hungary Real Estate (00-36-1-269-0125). The company is an operating subsidiary of estate agents Duna House International (http://netproperty.sinecon.hu), the Hungarian partner of Maynooth-based agents Overseas Property Investments (O.P.I. for short, 01-6289772, www.overseasprop.ie, M.D. Michael Keenan).

“Prices at the top-end of the city centre new build market rose by 30 per cent in the second half of 2003”, selling agent Haklik Marta tells me at Hungary Real Estate’ s offices near Nyugati Ter (Ter is the Hungarian for Square) in Budapest’s District V. That would equate to an annualised rise of 60 per cent.   

So what is going on? There is a degree of disconnection between the upper end of the Budapest market and the Irish upper end of that market. To explain rises of 20 to 30 per cent a year on a number of developments into which we have bought, selling agents point to the very limited growth in the supply of luxury new build in the prestigious, most central, areas, Districts V, VI and VII of Pest (the Buda half of the city being on the higher ground, across the Danube). The suggestion is that Irish buyers are at the very top end of the luxury market.

Districts V, VI and VII are prestigious. The problem is that they are not as prestigious as they are being cracked up to be, in Dublin. The cream of Budapest does not tend to live in districts V, VI and VII. They are not like the Upper East Side in Manhattan. Most of the cream does not live in Pest but across the river, in Buda, in Districts XI, XII and II, up on those magnificent hills that you can see from below in Pest (Why live off St. Stephen’s Green or Dame St, when you can afford to live in Killiney?).    

Contrary to belief, we Irish are not the biggest overseas buyers of residential property in Budapest. It can just look that way from Dublin. There are no statistics on this but the Israelis are generally considered to be the biggest buyers, probably followed by the Germans, the Austrians, then us, with the Brits now catching up on us. As the new kids on the block, the Irish and the British have been attracting attention.  

Each overseas market is a bit of a world of its own. Israeli estate agents and developers are mainly selling to Israelis, German estate agents mainly to Germans, Austrian agents and developers to Austrians, Irish agents to the Irish, and so on, and each overseas country tends to have its own set of Hungarian partners. 

So the market is highly segmented: the one that we are the big buyers in, virtually the only buyers in, is the Budapest-residential-property-for-Irish-investors market. 

The different countries are buying for different reasons. A common reason why Israelis buy is that it is increasingly difficult for their children to study certain subjects in university in Israel. They are sending them, notably, to do medicine in Budapest (where medical schools also run their courses for foreigners in English). So Dad and Mum are buying property for their student children. 

There are now dozens of Irish companies active in the Budapest residential market. They include the Prestige Group (Dublin 6686036, Budapest 00-36-1-4751114, M.D. Paul Coughlan, www.theprestigegroup.com) and (Dublin 6631888, M.D. Enda Keane, www.eurozoneinvestments.com). 

Prestige and Eurozone are only involved in marketing new developments, unlike Maynooth’s O.P.I., which is involved in both new and second-hand properties. Prestige and Eurozone’s current flagship sites are literally next door to each other, on Weiner Leo Utca (Utca means Street) in District VI (The sites are shown on the map).

Eurozone began to release its Weiner Utca development in January. The seventy-two apartment development, on six floors, is due for physical completion at the end of March 2005. Eight of the apartments are still available, including a 120 sq. metre unit  (the basic unit of price measurement in Hungary, as in most European countries, is cost per sq. metre,). The unit is priced at €210,000. Strip out the parking space included in the price, valued at €11,500, and the underlying price per sq. metre come out at  €1,650. 

Eurozone also has a more upmarket, forty-four unit, development underway at  Paulay Ede Utca near Liszt Ferenc Ter (Place) in District V, close to the Opera and the Academy of Music. John Rocha is involved in its design. It has been two thirds sold from plan. With a 40 sq. metre unit going for €130,000 and a 140 sq metre one for €450,000, the price range, stripping out €17,000 for the parking place also included here, is between €2,800 and €3,200 per sq. metre. Physical completion is eighteen months off.  

Prestige will be releasing its 50 unit development next door on Weiner Utca at the beginning of July. Existent Prestige clients will get pre-release preference, but you can sign up for the general release at www.theprestigegroup.com.  
Dymschiz Doron, M.D. of O.P.I.’s local partner Hungary Real Estate, reports that 95 of the 124 units in the New Madach development in District VII, which O.P.I. is marketing exclusively, have been pre-sold since its release in February. 

New Madach will adjoin Madach Gardens, an impressive set of nineteenth-century derelict, listed, structures set around a series of courtyards opening into one another. Madach Gardens is a restoration project: the nine buildings are to be gutted and refurbished, to produce 135 residential units; O.P.I. has pre-sold 90 of them with just attic units still available. 

The ground floors will be occupied by small restaurants, cafés and shops, making the whole an upmarket walk-through complex. If you have been in Berlin, you may know the refurbished Hackishce Höfe commercial and residential complex near the main Synagogue in the old Jewish quarter; architecturally, Madach Gardens is its first cousin.

In the new build New Madach, with a remaining 50.4 sq. metre apartment available for €108,000 and a 90.6m sq. metre unit at €202,000, the price range comes out at between €2,130 and €2,230 per sq. metre. There are no parking places with the New  Madach units, which put could some would-be tenants off. Physical completion of the whole Madach complex is expected in mid-2006.

All these prices are very high by local standards. “The range for good quality new build in Districts V, VI and VII is €1,100 to €1,400 per sq. metre”, reports economic consultancy GKI’s real estate specialist Pichovszky. 

Assuming, generously, that Eurozone’s Weiner Utca development is at the top of the good quality range, the €1,650 price per sq. metre worked out above for a remaining 120 sq. metre apartment in the developemtn puts the unit at an 18 per cent premium to the price range given by Pichovszky.  

Madach is also expensive. Average the price per sq. metre of the two New Madach apartments mentioned above at €2,180, and assume that they also would be at the top of Pichovszky’s quality range, and the premium being asked of Irish investors comes out at 56 per cent over Hungarians would expect to pay in the central areas. 

Signs are that there is a Dublin-style residential property price bubble trapped in downtown Budapest.

Much is made by agents on the ground of a shortage of first-class city centre properties for rent to expatriates. This is said to underpin the rental outlook for the new developments.  But paying a premium for city center accommodation makes less sense in Budapest than it might in, for example, Dublin as Budapest, unlike Dublin, has a modern public transport system, centred on its metro. Thanks to the metro, you can get to other attractive areas of the city, many of them leafier and calmer, in fifteen minutes.

There is also a problem of size. Many of the units in the new developments that Irish investors have been buying may seem a reasoanble size by Dublin standards. But, by Budapest standards, they are small. It is not clear why young, well-heeled, expatriates looking to rent would opt to live in Irish-Japanese shoeboxes, albeit new ones, when they can live down the road for a comparable rent in spacious 19th century Austro-Hungarian splendour.  

Whatever about the prices currently being paid by Irish investors, the long-term investment picture for Budapest is positive. Budapest is a beautiful, culturally rich, imperial city and, with Hungarian interest rates likely to come gradually down towards Euro-zone levels – the Government’ s aim is to join the Euro in 2010 – and residential property prices largely, these days, an inverse function of interest rates – the lower the rates, the higher the prices – values are underpinned. 

There are a lot of possible shocks on the way, though. Foreigners’ accumulation of assets could lead to a political backlash, and there is nothing, for example, to stop the Government from steeply increasing capital gains tax (currently 20 per cent) on certain classes of assets. 

If you want to check out prices, it is worth looking at the websites of two of the larger Hungarian real estate companies, Ujotthon (www.ujotthon.hu) and Ingatlanpiac (www.ingatlanpiac.hu). The latter site is particularly useful as you can click for part-English pages in the bottom right hand corner of the front page. Ujotthon is owned and run by ‘Big George’, Budapest’s best known real estate mover and shaker. Its site is less user-friendly but it is surprising how much information you can gather with patience and a dozen words of Hungarian. 

Here are a few words for starters. ‘Lakó’ means ‘Residential’, ‘lakas’ means ‘apartment’  or ‘residence’, ‘uj’ means ‘new’, so a ‘new build unit’ is ‘uj lakas’. A ‘second-hand unit’ is ‘hasznalt lakas’, ‘square metre’ is – damn, I’ve forgotten … but you can find it by Googling for ‘’English-Hungarian Dictionary online’ and taking it from there.
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