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We experience a reduction in construction volumes, having reached by now
the capital city as well, and the possibility of demand contraction effect of
the austerity measures, on the one hand, and a growing interest towards
property investments (fuelled by the introduction of the interest tax and an
expected price-rising effect of increased investor costs), constant demand,
due to a tone-down in seasonality, and enhanced need for quality, inste-
ad of mass character projects offered, on the other. These are the factors to
shape the often ambivalent judgments of different players on market pro-
cesses.

By the first-half of 2006, figures for Budapest also began to reflect the country-
wide trend of a decline in both the number of construction permits and that of
the occupancy permits. According to data of the Central Statistical Office (KSH),
in the first half of the year, occupancy permits were granted to 13,000 homes
and, nationwide, construction permits were issued for almost 20,000 new
homes. This is 14% and, respectively, 20% less than in the first half of 2005. This
significant drop occurred primarily in the second quarter of the year.

Except for five counties (Tolna, Baranya, Szabolcs-Szatmadr-Bereg, Fejér and
Nograd), the number of the newly occupied homes diminished everywhere. The
drop in the number of newly issued permits concerned primarily construction
projects in large cities. In the eastern half of the country, appetite for
construction dropped in each county, while
in Transdanubia, the number of new permits
increased (by 10-27%) in the counties of Fejér,
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In the last six months, for the first time since years, no government decision
was made that could have a significant effect on housing loans and subsidies,
i.e. on the housing market. At the same time, in the absence of a seasonal
summer drop, a surprisingly flamboyant market shows the effects of the aus-
terity measures announced after the elections and, even more, of the new tax-
es introduced on bank deposits. The point is that taxation of capital revenues
logically implies an increase of the demand on the property market. Property
continues to be considered a long-term, stable investment, even though a se-
lection of the right item requires prudence, and maintenance costs shall be al-
so taken into account. As the effect of the austerity measures shall become
sensible actually only in early 2007, no drop shall be expected in the turnover
this year, as yet.

According data of DEM Information and Economic Research Office, in the first
eight months of 2006, demand for housing loans significantly, by about 20 per
cent, exceeded the levels of both 2004 and 2005 and amounted to a total of
372 billion HUF. In housing loans, currency-based loans continue to play the
main role, with an average size exceeding five million forints now. The volume
of forint-based, subsidised loans became stabilised; less than one-third of the
persons eligible still make use of this form. But with an increase in the central
bank’s prime rates, these loans shall also become more expensive. In addition,
the planned elimination, in 2007, of interest subsidy and of tax allowances on
loan redemption shall concern these customers, even if, due to the small share
of subsidised loans, the austerity measures shall have no significant effect on
the housing market.

Main home construction figures, since 2004
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cities, the direction of changes in home con-
struction was exactly opposite to that. The re-
sultant thereof is that no change occurred in
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the distribution of the two main groups of the
builders: natural persons account for 54%, en-
terprises for 42%, the remainder being local
government and other organisations.

This restructuring in terms of builders had a major effect also on the sizes of the
homes built. After many years, the first half of this year was marked by an in-
crease in the average floorspace area of newly built homes, from 62 sqm in
2005, to almost 69 sqm. As opposed to this, in county capitals this indicator
dropped from 91 to 83 sqm. For the whole of the country, the average size re-
mained unchanged at 90 sqm.

After the parliamentary elections, within the framework of a government re-
structuring, the National Office for Housing and Construction was eliminated at
the end of July. Within the newly established Ministry of Local Government and
Regional Development, two specialised departments shall deal with the sector,
which is considered by the industry to be clearly a step backwards.

Source: KSH (Central Statistical Office)

Funding competition goes on, in spite of the squeezing margins for the banks.
Increasingly favourable conditions, higher loan-to-value ratios keep demand at
high levels for housing products (and so, indirectly, for properties), and that
could lead to rising prices on the market.

Within lending, a dynamic increase is observed in the property lease sec-
tor. For the first three quarters of 2006, the Hungarian Leasing Association re-
corded on the market an increase of 150 per cent to the previous year. An ex-
tension of this form of funding is confirmed by a significant increase in the
share of property leases within total funding. On the market of home leases,
competition is tough. The players do not disclose exact data on the stocks,
but the potential of the sector is evident from the constant accession of new
companies to the players already active on the market. Parallel to compe-
tition, tools for attracting customers also expand, to include, in addition to
softening lease terms, also the development of schemes to make use of al-
lowances linked to leases, both for the population (tax allowances) and for
entrepreneurs (tax reduction options).



Luxury tax, introduced this year, did not comply with the hopes attached to
it. A major portion of the properties of 100 million worth is in the capital city,
where, from a total of 409 taxpayers, an amount of 100 million forints was col-
lected - far less than the preliminarily calculated amount for the country. Al-
ready in the summer, news appeared about the planned introduction of a gen-
eral property tax and, potentially, of a land value increase tax. Even though
later on, plans leaking out concerned a launch of such asset-type tax in 2008,
professionals keep developing already now different assumptions and calcula-
tions, with a confrontation of pros and cons.

According to Otthon Centrum’s database, consisting of ten thousand residen-
tial properties (i.e., a database that can be considered representative), if the
average price would represent the lower limit for tax liability, taxes would be-
come payable above 22.5 million forints in Budapest, whereas in the country-
side, the limit would be at two-thirds of this value. Average prices exceed 20
million in 14 districts of the capital city. The basis for the introduction and op-
eration of a property tax should be a reliable, public, constantly updated da-
tabase containing a maximum of quality information on the properties - at
present, no such database is available. At the same time, from the point of
view of methodology, the much-criticised system of luxury tax zones would be
most likely the one to be adapted - of course, after a revision of its most criti-
cised categories.

From a logical point of view, the introduction of a property tax would initial-
ly imply a drop in the turnover. This, however, could be compensated by ex-
pectations of a price increase, in view of a reduction in the offer of new homes
and an increase in investors’ costs, whilst due to the competition of banks, fa-
vourable funding possibilities keep the purchasing power at high levels, on the
whole. After that, a dual effect can emerge. On the one hand, prices, aug-
mented with the tax burden, can result in a decrease of demand. On the other
hand, however, the turnover might even accelerate, if many properties, unoc-
cupied at present, would come to the market. This is when people intending to
sell less liquid, high-value properties (such as larger one-family houses in the
outer districts of Pest) could be in trouble, because the increase in offer would
reduce the prices. For the time being, the overall effect cannot be calculated,
because much depends on the final form of the tax.

0On the whole, it would be reasonable to introduce a property tax of the wealth
tax type, that is, a tax charged on residential property in private ownership.
At the same time, a general tax - charged also on development-purpose land
property and commercial properties held for investment purposes - would
be detrimental in its effect. If a property intended for production purposes is
charged, development becomes more expensive, leading to a decline in the
competitiveness of the business sector. The additional burden on the invest-
ment-purpose properties would imply an increase in operating costs and, due
to lower returns, to a fall in readiness to invest. (To give an example: in the
case of a commercial property yielding 6.5%, a 1% property tax would reduce
the yield to 5.5%, representing a value impairment of 15%.)

In order to promote the property market’s efficient operation, here we give
a couple of our suggestions for to-dos - as a simple list for the present pur-
pose, without any prioritisation:

land registry data should be made public, as far as possible, in order to en-
sure 3 wider range of information for the
market players;

investors shall be required to provide data

Number of newly built homes in 2005 and 2006, by districts

money could be implemented to the benefit of the companies participating in
the project (primarily, the investor);

a Chamber of Property, planned since years, could be established, to put
special emphasis within its framework on the regulation of the sales.

On the market of newly built homes, a spectacular lessening of the seasonali-
ty effect took place. The usual summer slackness of the market was replaced by
constant interest. This might be a surprise in the light of the austerity measures
announced; still, it can be explained, primarily by the taxation of bank depos-
its from September. In addition to that, due to the price increases expected, ac-
celerated purchases for investment purposes are showing a spectacular multipli-
cation. An outstanding yield can be achieved in the case of projects (e.g. Sasad
Liget) with good locations, good price/value ratios, with longer completion dates,
where homes can be reserved at introductory prices and favourable (10-90% or
20-809%) timing for the payments.

0On the basis of our database containing almost 600 ongoing residential projects,
the unsold stock of homes is being gradually absorbed in the capital city. At the
end of the 3rd quarter of 2006, there were about 1500 homes already complet-
ed waiting for an owner, i.e. one hundred less than half-a-year earlier. This can
be attributed, on the other hand, to a diminishing number of new construction
projects (this year, 11,000 homes are expected for completion, as opposed to
12,300 last year) and, on the other hand, this is due to a changing attitude of the
purchasers, because search criteria such as a closer completion date or project al-
ready completed occur with increasing frequency.

This is true in spite of the fact that purchases at an early stage have several ad-
vantages, because the investor’s interest is to rev up sales at the very beginning
of the selling stage and they try to entice buyers with different allowances for
that purpose. Often, a favourable, low-instalment payment schedule (10-90%) is
provided solely during the introductory stage. Instead of a price allowance, pro-
vision of extra facilities occurs frequently - such as installation of kitchen furni-
ture. Another allowance might be that the mandatory purchase of a garage can
be postponed for after the early stage of the sale.

In addition to such immediately realisable benefits, with properties representing
good investment, we can also achieve a significant value increase. For instance,
with a downpayment of 10% for a project to be finished in 1.5 years from now,
at a good location, with good plans (where in this period even a price increase of
15% can be realised), if we pay the remaining 90% and we sell the home right
away, we can obtain a yield of 100%. Even after the deduction of the duty and of
other associated costs, we retain a sizeable profit.

In the popular districts (13, 9, 14, 11), this year, the number of new homes com-
pleted shall be 15-55% lower than last year. This is attributable partially to the
self-regulation of the market, but also to a shift in territorial focus, because in
District 11, for example, with the saturation of the brownfield zone, the Sasad
green area is about to boost. Meanwhile, the number of completed homes shall
be more than doubled in District 7 and 8, and the offer is expanding spectacular-
ly - although starting from low levels, of course - in District 4, 17 and 19 as well.

Source: Otthon Centrum
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The big success of Sasad Liget in the Sasad segment of Ujbuda and of the
Sasad Resort project at Madarhegy might indicate the start of a quality turn
in trends. In view of recent years’ mass market dumping, there is an im-
pressive increase in demand for residential park lifestyle, in classic green
areas. Availability of comfort and security services, as well as sport facil-
ities, high-level architecture, careful planning and a relatively fast access
to the city centre are increasingly important requirements for an expand-
ing stratum of home searchers. The energy certificate, already introduced
from the 1st of September, orients towards a better quality in construc-
tion, as the investor will be obliged to certify the efficient energy use of
any new homes.

The sale of garages, however, continues to be a general problem for inves-
tors. According to our experience, on the mass market, such as condomini-
um houses in District 8, 9, 13, garage lots are sold at a proportion of about
20-30%. And in the best portions of the city centre, where parking is high-
ly in demand and foreign buyers are numerous, up to 70% of the garages
might have been sold by the time when the project is completed. It is not
unprecedented, however, that here (where the purchase of garage lots is a
good investment anyway, because of a lack of safe parking lots) the inves-
tor tends to build more such lots than provided for in the construction per-
mit, offering these to external buyers.

Also in respect of garages, methods have been developed to incite purchas-
es. Wherever the purchase of a garage is mandatory, the buyers can re-
place that obligation with redemption payable to the investor. This is a fee
amounting to 20-25% of the garage price, still, should the buyers change
their mind and decide to buy a parking lot prior to the completion, this
amount shall be included in the price of the garage. Furthermore, in re-
spect of homes, proven schemes with a payment timing of 10-90%, as well
as payment by instalments are also increasing. Investors can also launch
campaigns; for instance, any home buyer who brings one more buyer, ob-
tains a free parking lot. Where the purchase of a garage is mandatory for
each home, but part of the potential buyers has no car at all, the buyers of
the studios can be granted an exemption. And in the case of projects where
a low number of garages are expected to be sold, lots are offered at the
level of their construction cost.

Typical garage prices in Budapest, by market segments

Inner city of Pest 2.8-5.0 million HUF
Inner Buda 3.0-4.0 million HUF
Buda, green area 2.2-3.8 million HUF
Mass market (e.g. District 9, 13) 1.8-2.7 million HUF
Lower-end mass market (e.g. District 10, 1425 million HUF
outer parts of Pest)

3.5-5.5 million HUF

Castle Hill area
Pest, external garden cities 1.3-2.6 million HUF
0.4-1.7 million HUF

Ground-level parking lot, in general
Source: Otthon Centrum

From among county capitals, important activity is observed in the case of
Debrecen, Gydr, Szeged, Pécs, Nyiregyhdza and Veszprém. In these cities,
there are 4-6 larger ongoing projects at present. The unit prices of the con-
dominium houses being built here range between 230,000 and 290,000
HUF/sqm. A 300,000-average limit is exceeded in the case of some large
projects in Pécs and Veszprém and in the case of almost all projects in
Gydr, due to its location by the Danube. A wide offer is available also at
Lake Balaton. In almost a dozen of larger condominium houses under con-
struction at Siéfok and Balatonfiired, prices start from 300,000 and, in the
case of the penthouse flats with panorama, even the 500,000 HUF/sqm
threshold might be exceeded.

According to our survey, in terms of willingness to buy homes from exist-
ing owners, such purchases are increasingly overshadowed - even if, natu-
rally, their share is still far larger than the share of the newly-built ones.
While during this last year, 29% of those who bought a home in Budapest
bought a newly-built property, among those who intend to buy one with-
in the next year, this category represents 37%. Supposing that in an actu-
al purchase, many of them will finally decide to go for second-hand homes,
the trend is obvious. In the countryside, this trend is even more marked,
with ratios of 23% and 36%, respectively. Even though there are no major
differences by age groups, an interesting feature is that homes from pre-
vious owners are bought mostly by people who are below 25 years of age
and those above 56.

The main motivation for buying a home today is independence. Nationwide,
the share of those who would like to buy a home for this reason is above
40%-72% of them are below the age of 35 years - and quarter of the buy-
ers say they are not satisfied with the size of their homes. The hit clearly re-
mains a home with two rooms. In Budapest, 31%, in the country, 29% of the
people with an intention to buy indicate this category. Countrywide, homes
larger than that account for 40% of the turnover.

Price changes of block of flats and brick-built flats, in some districts

Nominal price change at Nominal price change at brick-built

DIStrict | b\ ock of flats, 1998-2004 (%) | condo houses, 1998-2004 (%)
. 307 345
V. 323 342
IX. 286 415
XI. 298 324
X1l 290 384
XIV. 312 330
XVill. 323 355

Source: Otthon Centrum (on the basis of the Hungarian Office of Duties and Levies)

Even though it is well-known that prefab block of flats are the ‘poor cousins’
on the market, even today, every 6th-7th buyer votes for these. The value of
block of flats in real terms shows, for the whole of the last one-and-a-half
decades, a slightly downward trend. The background thereto is a significant
fall in market demand for this type of housing products. In districts that pro-
vided the scene for large volume housing projects in recent years, the rates
of the price increase for block of flats is typically below the rates observed
in respect of brick-built condominium houses. The difference is particularly
large in District 9 and 13, both being model areas for mass housing construc-
tion. By now, in Budapest, a difference of 15-25% is observed in the prices of
these two types of homes, in favour of the brick-built homes. This is the right
difference to provide room for the buyers’ sensitivity to pricing in their selec-
tion, while keeping demand for block of flats at constant levels.

The main problem about block of flats represents the useful value of the
homes, more specifically, the high maintenance costs. The Panel Plus Loan
Programme, extended last summer until the end of next year provides a pref-
erential loan for the inhabitants” own contribution to energy-saving upgrades,
renovation of the machinery and landscaping of the environment, under the
condition that the refurbishment costs shall not exceed 1.2 million forints per
home. According to the experience of Otthon Centrum, the programme did
have an impact on the market of block of flats. In the buildings where the
application was successful, the flats could be sold faster, and at prices closer
to the initially published ones. In order to achieve further favourable effects,
however, in addition to an extension of the programme, more efficient pub-
licity, marketing would be also required. The point is that buyers typically are
not looking for a new home in a building upgraded recently, in a target-ori-
ented way or in a building that shall undergo a renovation within short - they
mostly don’t even have any information on this possibility. It is rather those
who are offering flats in refurbished buildings who are in a better bargaining
position and who can sell their properties more easily.

The main search criterion for the buyers of block of flats, however, is not
quality, but rather price. A limit of ten million forints (sustained from Ujpest
to Ujbuda, basically, in equal measure) is a good delimitation for the catego-
ry of small flats, high in demand, relatively easy to sell from the larger block
of flats, more expensive in terms of maintenance costs. Demand for dwell-
ings in the range of 7-10 million HUF is boosted by the fact that these are
ideal for students in Budapest and can be bought by parents living in the
country even without the need for loan.

As witnessed by our country-wide survey, in the county capitals, the most
important demand is seen for block of flats in the range of 7-9 million HUF,
50-60 sqm and, at the same time, dwellings in condominium houses of the
same size or of one category higher, at 60-80 sqm, built a few years ago (in
the range of 12-18 million HUF). At the same time, usually, it is very difficult
to get rid of large-size detached houses, built in the eighties. For the time
being, the oversupply of the newly built homes often means a price pres-
sure on the second-hand market, therefore, a further stagnation of the pric-
es is expected there. But we already mentioned earlier that, at least in the
capital city, the overweight of supply is becoming moderate. Partly because
of this, and partly because of a permanent increase in developer costs, in re-
spect of newly built homes, a price increase shall be expected. And that will
create a realistic possibility for a price increase in respect of second-hand
homes as well.



The market share of property agencies is about 40% in terms of properties
sold. The basis for an increase in this share is that a growing number of peo-
ple realise the advantages of professional sales management. Among these,
as our research has also shown, selling time (several times faster than in pri-
vate sales) is of outstanding importance.

In late summer, after the announcement of the admission results for high ed-
ucation, up until early September, the usual churning was experienced on the
letting markets of the university cities. In addition to studios, demand is the
highest for dwellings with two or three separate rooms, which are more cost-
efficient for use by several persons. Such homes of 40-50 sqm are typically of-
fered at the price of 60-65,000 forints in the favoured parts of Budapest, while
in large cities of the countryside, these are 10% cheaper. The typical renting
period is one year. In many cases, after the first school year at the university,
college, the parents rather decide to buy a home for their student children. This
is the time when demand for block of flats in the neighbourhood of the univer-
sities is boosting.

For young people employed or for married couples, central location and good
transport connection are also important, but they may be looking for homes,
subject to their workplaces, in outer districts as well. Depending on their earn-
ings, they usually pay a rental of 60-120,000 forints.

No longer in the volumes observed 4-5 years ago, but still, managers of the lo-
cal subsidiaries of foreign companies and other businessmen are looking for
rented homes, for a couple of years. In their case, interest mainly is in some
favoured, higher-prestige streets of the inner city of Pest, and they are ready
to pay typically an amount of 150-250,000 forints for the rent. In the moun-
tainside portion of Buda, even multiples of this price occur, but this is not the
typical rental.

For tenants, the good condition of the dwelling is more and more important
and, particularly for students, broadband internet connection is important. In
addition, demand is increasing for newly-built homes available for rent. When
making their selection on sublets, foreign students typically make their deci-
sions faster, while Hungarians may have a look at dozens of them before they
make up their mind. Caution money tends to decrease from three months to
a one-month period. Already since years, it is not realistic to expect an in-
crease in rentals. Subsequent to the introduction of the property tax in 2008,
an eventual further pressure on the supply side (when a large number of emp-
ty, unused properties might come to the market in the quality of rented homes)
might lead to a drop in the rates.

The main stress remains on the market of plots suitable for the construction of
condominium houses in the inner city. A good indication of investors” activity
is that in Inner Buda, where offer is very limited according to our experiences,
60% of the sites (a total of about 7000 sqm) change hands every year, while in
the inner city of Pest, this ratio is 70% (a total of about 10,500 sqm). The same
ratio in the high-prestige, mountainside portions of Buda and in the external
districts of Pest is only at about 15% - although the offered volumes are far
higher. According to our estimates, annually about 1.3 million sqm land, suita-
ble for building of condominium houses, change owners in the capital city.

From the table attached it becomes evident that the most spectacular price in-
creases continue to take place in the areas that are close to the centre of the
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city. Even so, in spite of a continuous upward trend, actual contractual prices
for land keep lagging behind the published prices. Pricing bargains became
usual on the market of land, too. Only about every third of the plots suitable
for condo development are sold at the ask price, whilst half of the deals are
made at a rebate of 10-25%. Moreover, in some cases, the final price some-
times may be higher than the list price was. All this is a function of the con-
tractual terms and, in particular, of payment terms.

Typical prices of plots suitable for condominium development

Net plot price projected
on net saleable sqm of

Price trend in a
comparison to the
previous half-year

residential area (HUF)

Inner portions of Districts 1, 2 and 12 120-180,000 M
Districts 6 and 7, within ~

the limits of Nagykarat -0 "
Districts 6 and 7, outside ~

the limits of Nagykorut gl 1
Former brownfield zone of District 11 30-50,000 -
Rehabilitation area in District 9 40-60,000 -
The Angyalféld portion of District 13 40-50,000 T
District 14 40-80,000 1
Rehabilitation area in District 8 40-65,000 I
District 10 20-30,000 i

Source: Otthon Centrum

The sellers of the land lots with the highest value are Hungarians and Israelis,
while the buyers nowadays mostly are investment companies from Western
Europe - mainly from Spain. Smooth trading at levels of hundred millions-bil-
lions is often hampered by differences in business attitudes. The point is that
seriously interested buyers would be ready to make an offer after a due dil-
igence period of 4-6 weeks and they expect the seller not to leave the land
on offer in the meantime. As to the sellers, 95% of them are ready to do so
only against a special fee or
earnest money.

Prices of construction sites in some larger sett-
In Budapest, integrated areas lements of the Budapest agglomeration area
suitable for being parcelled
are already very scarce. In
addition to the recently sold
parcels of Maddrhegy in Dis-
trict 11, parcelling may take

Typical prices

Settlement for sites

(‘000 HUF/sqm)
Szentendre 15-20

place in District 17 and 18, Pomdz 12-16
in a private investment exer- Pilisvorosvar Sl
cise, with a total of less than Urom 28-30
100 sites. Dunakeszi 12-17
Veresegyhdz 9-13
In Pilisjaszfalu, 300 sites E?dolllo Z:ﬁ
were parcelled  recently, De(t:)e =
and these are for sale now - -
. Dunaharaszti 10-15
at prices of 6-8000 HUF per : TR
square meter. In  Gyom- Szigetszentmiklds 7-14
p ) Budadrs 25-40
r6, 234 lots were parcelled, Nagykovacs 1222
available on the market with Solymér 12:30

unit prices of 11,400 HUF. In
Pécel, 100 lots are expect-
ed to come and parcelling is
under preparation also at Szigetszentmiklds (at 8-10,000 HUF/sqm), Rackeve
(1500 HUF/sqm), Haldsztelek and Szigethalom as well. In the more expensive
western part of the agglomeration belt, large-scale parcelling is in process
in Nagykovécsi (about 20,000 HUF/ sqm), Telki (12,500 HUF/sqm), Tinnye (4-
6000 HUF/sqm) and Didsd.

Source: Otthon Centrum



