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_ CITY IN TRANSITION:
THE ROLE OF RENT GAPS IN PRAGUE’S REVITALIZATION

by

LUDEK SYKORA*

Prague, Czech Republic

Introduction A
Prague, the capital of the Czech Republic, is
at a historical crossroad for the third time in
this century. The origin 0f independent
Czechoslovakia in 1918 — with Prague as its
capital — brought rapid development to the
city. This trend was interrupted by the
Second World War. In 1948 the Communist
coup started ‘a new historical epoch of build-
ing a socialist society’, and a particularly
socialist city. The so-called ‘velvet revolu-
tion’ of November 1989 overthrew the Com-
munist totalitarian regime and enabled the
re-creation of a democratic society.

Immediately after the change of political
institutions, a radical economic reform was
launched. The first reform steps created the
necessary conditions for the institutionaliza- -
tion of market economics. The liberal char-
acter of economic politics favours the rapid
privatization of former state ownership. It
has had remarkable influence on the develop-
ment of the real estate market. This effort is
promoted with the aim of fostering a more
effective utilization of land and housing
stock. Within a relatively free market envi-
ronment, the mechanism of differential land
rent is going to play a role as a coordinator of
spatial structures. The expectations of capital
gains make Prague’s inner city a very attrac-
tive location.

Political and economic processes have

given a new meaning to location in space. The

* Department of Social Geography and Regional Devel-
opment, Faculty of Sciences, Charles University,
~ Albertov 6, 128 43 Prague 2, Czech Republic.
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financial attractiveness of central localities
has had a positive influence on the rehabilita-
tion of the housing stock, which has suffered
from long-term undermaintenance. On the
other hand, the inherited socio-spatial struc-
ture of the city is in conflict with the spatial
impact of economic principles introduced
recently, and also with the consequent social
restructuring. Sources of potential social ten-
sion in the inner city can emerge. The lack of
a sensitive social housing policy can challenge
the political legitimacy of both local and
national governments.

As the contemporary development is influ-
enced considerably by structures inherited
from the past, this article starts with a brief
outline of the development of Prague’s city
structure (for a more detailed description, see
Sykora & Stépanek 1992). Then basic fea-
tures of socialist housing policy and its im-
pact on the development of Prague’s socio-
ecological structure are discussed. At that
point, an introduction to the basic steps of
economic reform related to urban environ-
ment is necessary, in order to construct a
hypothesis concerning the role of rent gaps in
the city structure. Some implications of rent
gap theory in the urban restructuring of
Prague are subsequently outlined, and the
social aspects of contemporary development
are stressed.

Historical development of Prague’s internal
Structure ,

The city has developed in more or less con-
centric zones around a historical core (Fig. 1)
formed by four settlements that were united
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Fig. 1. The long-term development of Prague’s territory

in 1784. Since the mid-19th century, residen-
tial areas have been built around the old core.
The population of the new areas, which were
then administratively independent units, in-
creased rapidly due to massive industrializa-
tion. At that time, the first factories were
established in this zone, and most of them
have survived to the present. This created a
larger ‘inner city’ directly linked with the
historical core. Both the old core and the
inner city are characterized by a compact
built-up area; by the 1930s, the space was
totally filled in these parts of the city.

In 1918 Prague became the capital of the
new independent Czechoslovak Republic,
and ‘Greater Prague’ was formed in 1922.
The administrative territory of the city was

enlarged to more than eight times its previous.

size. Prague’s function as the national capital
encouraged expansion of the municipal area,
creating conditions for extensive building
activity in the 1920s and 1930s. Suburbs and
‘garden cities emerged, most of them char-
acterized by single-family houses. They have
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Historical core
Prague 1901
Greater Prague 1922

Prague 1968
Prague 1974

: the annexation of areas surrounding the city core.

kept their character of relatively separate
units until today. New industrial plants were
situated on the eastern edge of this zone.
Vacant sites in ‘Greater Prague’ were filled
up by the late 1950s.

The large-scale housing programme of the
1960s required territorial expansion. Fifty-
one surrounding municipalities were incorpo-
rated in two steps (see Kdra 1992), the first in
1968 and the second in 1974. Monstrous
housing estates were built in the annexed
areas (Fig. 2). During the 1970s and the
1980s, the North, South and Southwest
Towns created the characteristic picture of
Prague’s ‘outer ring’. Each of them provides
housing for about a hundred thousand peo-
ple. Today, these very densely inhabited ‘new
towns’ and large agricultural areas with sepa-
rate villages comprise the landuse pattern of
the city’s edge.

Housing policy in the socialist city
The building of the socialist city started
in 1948, immediately after the Communist
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Fig. 2. The location of residential areas constructed under Communism (in black) within Prague’s built-up area.

coup. Most of the tenements were national-
ized and the housing market was replaced by
an interventionist policy. Strict standards
were imposed, such as a per person norm for
floor space as well as controlled and heavily
subsidized rents. During the first phase of the
socialist housing policy, a more equitable
distribution and ‘rational utilization’ of the
existing housing stock was stressed. This
implied the redistribution of dwellings in
order to eliminate ‘extreme’ differences in the
housing standard of different social groups
(Mat&jli et al. 1979). In practice, big apart-
ments and single-family ‘villas’ were desig-
nated as multi-family structures to be shared
by several families. Ciechocinska (1987)
refers to the same process in Warsaw, as do
Hegediis and Tosics (1983) in the case of
Budapest. The redistribution of housing fa-
voured working-class families. This was a
direct attack on the last privileges of the petite
bourgeoisie, clerks and the working-class
‘aristocracy’. The sharp social contrasts be-
tween various parts of Prague observed in the
1930s were already disappearing in the late

Tijdschrift voor Econ. en Soc. Geografie 84 (1993) No. 4

1940s (Musil 1968).

During the post-war years, the shortage of
hygienically adequate dwellings was consid-
ered to be the most severe housing problem.
Large construction enterprises were formed
as part of a national programme of industri-
alization. All land, including building sites,
was under state ownership and a new building
effort was started, consisting of the standard-
ized prefabricated construction of state
dwellings. The quality standards for the new
units included the basic hygienic amenities:
central heating, a bathroom, a WC, and
direct light in living rooms. However, the
large construction enterprises began to im-
pose their own technical and architectural
dictates (Michalovic 1992). It proved to be
more profitable for the enterprises to build
monotonous new ‘grey’ structures than to
rehabilitate older buildings. Poor mainte-
nance of the housing stock and slipshod
implementation of hygienic norms led to an
enormous loss of dwellings by change of use
or demolition. The total number of units
grew very slowly.
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In spite of successful efforts to keep the
population growth of Prague low after the
Second World War, the housing shortage
became urgent. The failure of the state-run
construction industry to satisfy the demand
led to the introduction of cooperative hous-
ing in 1959. This sector made use of state
grants and low interest-rate loans. In com-
parison to state housing, the structures were
more differentiated in both size and quality.
Many of them were built in the same housing
estates as the state-owned structures. In spite
of private financial participation and higher
rents in the cooperatives, in those cases there
were no considerable quality differences be-
tween these two housing sectors. However,
the cooperatives enabled families with
greater financial resources to gain easier ac-
cess to new dwellings.

The construction of private single-family
dwellings has been financially supported by
the state since the 1970s. Nevertheless, the
proportion of privately owned housing units
has decreased slowly, but consistently (Musil
1987). By the end of the 1980s, 70 per cent of
- Prague’s citizens lived in state-owned flats
and 14 per cent in cooperative housing. Al-
though the proportion of newly built cooper-
ative housing has steadily increased since the
1960s, the state construction maintained its
crucial role. New measures did not signifi-
cantly change the overall homogeneity in
housing construction.

Although the principles of the non-market
allocation of housing under socialism had
changed during 40 years of Communism, the
state housing policy sustained a relatively
high level of homogeneity. Several studies of
the socio-ecological structure of Prague
(Musil 1968, 1987; (Matgjh et al. 1979) and
similar ‘socialist’ cities (Dangschat 1987;
Szelenyi 1983; Smith 1989) have described the
cities’ internal differentiation. The results
show some inequalities in housing standards
between various groups and point out cases
of urban residential segregation (Szelenyi
1987). Nevertheless, we can draw two general
conclusions (1) the extent of socio-spatial
differences had diminished considerably in
comparison with the pre-socialist period ; and
(2) differences in the housing stock were
smaller than in Western cities.

The relative homogeneity was maintained
by the state control over housing construc-
tion, the non-market allocation of housing,
and the constraints put upon the exchange of
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flats. The standards, size, and technical para-
meters of new apartments were specified in
detail. These norms were formulated as an
expression of ‘objective housing needs’. The
choice opportunities within the housing sec-
tor were not in accordance with the con-
sumers’ needs and preferences. Flat alloca-
tion and all transactions, such as flat ex-
change, had to be approved by the local
authorities. _

Rent did not determine the consumer’s
choice of housing. Land values and rent
levels were almost irrelevant to the spatial
distribution of activities in the socialist econ-
omy. There were no differences in land prices
across the city. The rent was only differenti-

. ated according to the standard of dwelling

and had no relation to its location. It must be
stressed that rents in state apartments were a
comparatively small item in the family
budget: an average of five per cent of total
income (Musil 1968). In the state sector, the
level of rents has not changed fundamentally
since 1939 and covers approximately 50 per
cent of the running and maintenance costs
(Musil 1987).

State housing policy is based on the slogan
‘everybody has the right to a low-rent govern-
ment apartment’. This premise favoured in-
vestments in large new schemes, because
‘only large housing complexes could be built
in an efficient way’. The egalitarianism of
Communist urban policy thus fostered new
towns, with standardized housing and serv-
ices which were intended to create a homo-
geneous, socialist society at the local
level (Enyedi 1990). Last but not least, it was
easier for political administrations to control
the use of budget resources, and thus the
entire society, in this way. In conformity with
the Urban and Regional Planning Schemes,
the state housing investments were continu-
ously channelled to new towns, while the
housing stock in the inner city suffered from
undermaintenance.

A large number of flats were vacated and
declared unsuitable for habitation. In the
1960s, the number of older flats lost was over
half of the total of newly built flats (60,000
new units). In some cases, entire buildings,
which would otherwise have provided hous-
ing, were used as warehouses. Only a few
landmarks in the historical core were re-
stored. The physical rehabilitation of the
streets that were most attractive to tourists,
as well as the Old Town Square, started in the
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early 1980s. However the process affected
only a small proportion of the buildings and
amounted to cosmetic repair rather than re-
habilitation. Also demographic changes ag-
gravated the process of inner-city degrada-
tion. Those remaining there were old people,
pensioners, widows, low-qualified workers
and employees (Musil 1987). These parts of
the city also attracted gypsies, and their
influx caused some ‘ghettoization’.

The state-owned housing stock was con-
trolled by Housing Services Corporations
(OPBH), which were established by District
National Councils (ten second-level local au-
thorities in Prague). These corporations con-
trolled over 90 per cent of the dwellings in the
inner city. Because of the low rents as well as
housing non-residential premises (office
space, retail shops, restaurants), they were
totally dependent on state subsidies. Housing
was classified as a part of the non-productive
sphere and was thus given a low financial
priority. What remained of state resources
could hardly cover expenditure on new hous-
ing construction and basic maintenance.

The impact of the socialist policy can be
summarized in two situations : (1) the homog-
enization of the city’s socio-ecological struc-
ture; and (2) the underutilization of the hous-
ing stock in the most attractive locations of
the inner city. It is obvious that these results
are in contradiction with the basic principles
of the market space economy. On the one
hand, the introduction of market-economy
rules into Prague’s urban environment crea-
ted conditions for a rapid development of the
central locations today. On the other hand,
this might conflict with the long-term
durability of the inherited ecological struc-
ture and thus also contribute to future social
tension.

Economic reform and the urban environment
The economic reform purports to introduce
the political and legal conditions for a market
economy as rapidly as possible. In this arti-
cle, it is not necessary to discuss the entire
development of policy up to now. Only the
policy-making related to the urban environ-
ment is considered. One of the first reforms
dealt with real estate ownership. The previ-
ous owners, or their heirs, have been given
back properties that were confiscated by the
Communists in the period after 1948. This
restitution process affects about 80 per cent
of the houses in the inner city of Prague.

Tijdschrift voor Econ. en Soc. Geografie 84 (1993) No. 4

Changes in ownership as instated by the
restitution form the most important aspect of
the restructuring of the inner city. In combi-
nation with the rent deregulation and the
establishment of a free real estate market, the
altered ownership structure permits a new
distribution of resources and creates leeway
for private capital.

The power of local authorities to decide
how non-residential premises were to be used
has been broken by new legislation on the
lease and sub-lease of non-residential prem-
ises. Legal protection against eviction is
only guaranteed for social services, health
care facilities etc. The law introduced a rather
novel system of rent regulation. It makes it
possible to deregulate rents in the non-re-
sidential sector as well. Generally, the maxi-
mum rent level is set by law, but local author-
ities are allowed to set a higher maximum rent
in chosen areas or exempt zones from any
rent control. Thus, local government can
regulate the changes in the contemporary
service and shopping network. However, in
the centre of Prague, there was no regulation
to begin with, so the rents have increased
sharply. Consequently, non-effective use
such as warehousing has been pushed out, but
basic service facilities have been lost as well.
They are being replaced by luxury and tour-
ist-oriented shops and services, as well as
offices of prominent firms and banks.

State property which is not involved in the
restitution process is being sold to private
parties. The so-called ‘small privatization’
effort started in January 1991. Its aim is to
put small state-owned businesses (shops,
restaurants, small enterprises) into private
hands by means of public auction. The
participation of foreigners is forbidden. In

. spite of the huge number of buildings in

restitution, about 2,500 shops, restaurants or
small enterprises found new owners in this
way during 1991-1992.

The property is generally sold in one of two
ways: deed of ownership and leasehold.
When a shop is located in a free-standing
building, the whole premises can be sold very
often including the land. This occurs in only
19 per cent of all sales in Prague. It applies
especially to shopping or service centres built
during the Communist era. However, the
second way applies in the majority of auc-
tions, whereby only facilities, furnishings or
machinery are sold. When the property is
sold by auction, a five-year lease is guaran-
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teed to the new leaseholder by law. In the
centre of Prague, only such leases were sold.
In this area of the city, the average sale price
soared to more than 30 times the starting
price. Today nearly all properties in the city
of Prague suitable for small privatization
have been either sold or leased out in this
way. Although more businesses are con-
verted due to restitution, the small privatiza-
tion effort was a strong impetus for the rapid

introduction of small-scale competition, es- -

pecially in the retail sector.

There is extreme variation between the
price paid at the small privatization auctions
for one square metre in the centre and a
square metre on the outkirts of the city. These
differences reflect both the value of the loca-
tion and the unnatural character of the artifi-
cially equalized price of land or rent under the
socialist system. The sale price for one square

metre in the small privatization process is a

good indicator of the general trends in price
(or rent) surface at the present time. It is
indicative of the buyers’ expectations of fu-
ture profit (Fig. 3). The emerging price
gradient resembles the neoclassical rent
curve, with a peak in the centre and decreas-
ing values towards the edge of the city.

Theoretical aspects of Prague’s rent gap

The inner city of Prague is becoming the most
dynamic urban area in the Czech Republic. A
long period of transition was predicted for
the whole of society and the economy in
particular. Yet the inner city of Prague
garnered all the prerequisites for radical
change in a very short time. In this next
section of the article, we present evidence of
a gap between potential gains under the ‘high-
est and best use’ and the ‘socialist economy’ .
level of land and building utilization in Pra-
gue’s centre. This gap attracts new invest-

Fig. 3. Average prices paid at small privatization auctions for Im? of non-residential premises during 1991-1992 (in
Prague’s 110 cadastral units).
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ments and progressive activities, thus causing
change in the inner city of Prague, particu-
larly in the historical core.

Roots of underutilization — The precondi-
tions for the gap were created during the
period of the socialist economy as a direct
result of the centrally planned allocation of
resources. The very high concentration of
jobs in the inner city of Prague does not mean
that they represented the most spatially inten-
sive production. The land value or rent level
was insignificant to the profit made in the
production sector of the socialist economy.

There was no reason to take these items into

account in decisions about location. Of
course, other factors that were ‘objective’ for
socialist planners helped maintain a central/
non-central distribution of functions. For
instance, local authorities determined the ac-
tual location of shops and other services.
Since 1967 they were allowed to raise the rent
up to 300 per cent of the national level
(though only in large cities with more than
200,000 inhabitants) in designated areas or
shopping streets. Nevertheless, this option
was not used to its full potential (an addi-
tional 200 per cent was charged only in
Prague’s shopping centre; a 100 per cent and
50 per cent increase was imposed in other
shopping areas). However, the rent level was
so low that there was no pressure for more
efficient utilization of resources which in fact
had almost no financial value. This applied to
land and especially to relative location in
space. Consequently, functions deriving very
low levels of profit from the space occupied
were often found in the centre of the city. In
fact, the bid-rent theory did not work in the
‘socialist’ urban economy.

Furthermore, some of the older buildings
were even becoming vacant and unused. Fi-
nancial resources allocated according to po-
litical decisions were channelled to the con-
struction of new industrial plants, service
facilities, or public housing projects. Mean-
while, the old building stock fell into a state
of disrepair. The very low rents could not
cover the cost of maintenance, and the state
was not in favour of subsidizing these
operations. At the same time, large construc-
tion enterprises preferred new large-scale
projects. The question of building repair,
reconstruction and modernization was left
unresolved.

The undermaintenance of the building

Tijdschrift voor Econ. en Soc. Geografie 84 (1993) No. 4

stock was a direct result of the economic
underutilization of premises in central city
locations within the socialist space economy.
Underutilization is the fundamental prob-
lem, while the deterioration of buildings is
secondary. The physical deterioration is due
to the failure to allocate enough of the scarce
resources within the framework of the ‘so-
cialist’ economic system. In contrast, the
underutilization can only be appreciated in
terms of the basic features of market space
economy.

The gap between the level of space resource
utilization under the socialist economy and a
potential utilization within the urban market
economy is suddenly manifest with the intro-
duction of a market system. The durability of
structures inherited from the socialist past
within the market environment creates a gap
between current and potential ‘highest and
best’ use. If this gap is to be closed, changes
in space utilization must be expected. Figure
4 depicts the extremely low and relatively flat
rent gradient under the socialist economy and
a hypothetical gradient of potential rent (the
prices paid for one square metre of non-
residential premises in the small privatization
auctions are used as an indicator of potential
rent) within the market system. This simple
comparison reveals the area where most dy-
namic changes can be expected.

Functional gaps and rent gaps in Prague’s
revitalization — Two distinct mutually re-
lated processes can be recognized:
(1)Functional gaps are caused by the underu-
tilization of available land and buildings
relative to their current physical quality.
When centrally planned allocation of re-
sources is replaced by allocation ruled by
market forces, freely set rents influence
the distribution of functions in space.

T rent {price)

H§f\
* market
allocation of resources
* centrally planned
centre periphery

Fig. 4. A schematic comparison of rent curves under two
different economic systems indicating dynamic change in
restructuring urban space.
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Thus, functions with an inefficient utiliza-
tion of space may soon be outbid by more
progressive functions with a highly inten-
sive space utilization. In this way, the
functional gaps can be closed in a very
short time without making huge invest-
ments. The process of closing the func-
tional gaps is represented by filling vacant
premises with new facilities, replacing or-
dinary shops by luxury services, turning
clubrooms of the former ‘Socialist Union
of Youth’ into offices, etc. The spatial
pattern of this functional underutilization
is highly scattered. In general, the closure
of functional gaps is not highly dependent
upon the physical condition of the build-
ings. Many spatially segregated functional
gaps are emerging. These are being closed
in the very short period between a restitu-
tion of property ownership and a new
leasehold contract, or due to the rapid
process of the small privatization effort.
This process mainly pertains to non-re-
sidential use. It is largely accomplished
without changing the current quality of the
housing stock. ,
(2)Where this process is going on, it is a sign
of interest in using land and buildings in a
more efficient way. But efficient use re-
quires the rehabilitation of buildings and
redevelopment of land. As the value of
inner-city locations rises, new investments
in buildings are being made. At first,
companies newly located in the central
area carry out the renovation of their
buildings themselves. However, potential
capital gains from redeveloping the prem-
ises and selling it for a higher price can
attract more and more developers. The
classical form of the rent gap is then in
place. Consequently, a process of physical
rehabilitation starts up. In this phase, the
rent gap plays an important role in the
process of urban revitalization. The revit-
alization process is also emerging in
the residential sector. Large rehabilitation
schemes can be undertaken and huge in-
vestments can flow into the inner city area.
It is necessary to establish a clear relation-
ship between the concepts of the functional
gap and the rent gap. The process initiated by
the functional gap can be defined as a change
of function without betterment of the build-
ing. It is ruled by property owners who were
beneficiaries of the restitution procedure and
who, under The Act on the Lease and Sub-

288

Lease of Non-Residential Premises, can raise
the rent or terminate the lease of undesirable
tenants. Consequently, a function that will
pay the highest rent under the current physi-
cal condition of the building is expected to
settle in. If this happens, then the functional
gap is closed. The sudden appearance and the
quick closure of the functional gaps reflect
rapid change in the legal environment during
the period of economic reform. The func-
tional gaps emerge as a consequence of the
break between two quite different systems of
resource allocation in space.

Let us follow this line of argument. As-
sume that some activities would be willing to
pay a much higher rent for a certain location
but would only do so for a building of very
good appearance and quality. This implies a
demand which can constitute a level of poten-
tial rent. As a consequence, the existence of
a rent gap can be presumed. Because extra
cost of renovation is less than the extra
revenues expected from a higher rent, it is
possible to close the rent gap.

Now, let us consider an average owner of
restituted property. S/he rarely intends to
renovate the building. The reason is that s/he
probably has no entrepreneurial experience.
Moreover, there are a lot of barriers; for
instance, the problem of getting a loan. Very
few owners are able to overcome these obsta-
cles. In this situation, a real estate agent
appears and makes an offer they cannot
refuse. Although it is very low in comparison
with the real value of the building or location,
it spares the owners all the trouble of dealing
with deteriorated property and gives them
enough money to buy a new flat or a new car.

Many real estate agencies have recently
established offices in Prague (about 300 have
been registered, but only around 70 are doing
business). The larger ones are often branches
of foreign companies; at least, there is some
foreign capital backing them. What attracts
areal estate firm to Prague ? Buildings can be
bought for extremely low prices. In addition,
renewal costs are very low in comparison with
West European cities of similar size and
importance. A movement of the Czech Re-
public towards the Western standard is ex-
pected. It is thus felt that there are enormous
profits to be made by buying property as soon
as possible and selling it in the future. Be-
cause the inner city of Prague is a place where
the gap between current and expected future
price is the widest, and because the time
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frame for matching Western standards is the
shortest, the highest profit in real estate can
be made there. Timing of such transactions is
of the essence. We posit that the sooner a
property is bought and necessary rehabilita-
tion is made, the higher the profit to be made.
This statements is based on two assumptions: .
(1) that the price of property will steadily rise
until they reach the comparable western
standard ; and (2) that the low wages, which
at present allow developers to cut down on
renovation costs, will increase as well.

Clark (1988) suggests that ‘“the rent gap
narrows rapidly... when the property be-
comes an object of speculation with a view
towards redevelopment.” Although direct
empirical evidence is not available, from my
own observations I can assert that specula-
tion is common practice in Prague’s property
market. It drives up the price of . property
faster than in other sectors of the econdmy.
Obviously, the profit motive is the key factor
leading developers to buy property ‘as soon
as possible’. -

The functional gap in the context of ‘gap’
theories — The functional gap, the rent gap,
and the value gap are three aspects of one
general concept. The concept presupposes a
mechanism whereby contemporary struc-
tures are transformed into new ones. In the
case of urban restructuring, the pressure to
change the built environment is caused by the
discrepancy between the present level of
urban space utilization and potential capital
gains from a change in current structures.
This principle is reflected in both the rent gap
theory (Smith 1979, 1982) and the value gap
theory (Hamnett & Randolph 1986).

The crucial component of gap theories is
the notion of potential capital gains. In
Smith’s rent gap theory, this is termed a
potential land rent. The question is: What
constitutes the notion of potential land rent ?
It is a mental construct which mirrors possi-
ble structural changes on a local urban prop-
erty market in the context of restructuring of
the whole society. The perception of poten-
tial land rent as possible capital gains by
human agents working within a property
market is influenced by many contingent
processes. The most important of these con-
tribute significantly to societal restructuring.
These have been identified in the so-called
demand-side explanations of gentrification.
Demand-side explanations often deduce the
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restructuring of societal structures from the
shift in cultural values with a considerable
impact on the changes in demographic behav-
iour or individual consumption preferences.
Ley (1980) would place the cultural transfor-
mation against the background of the transi-
tion from the industrial to the post-industrial
society, which is characterized by changes in
economic and employment structures. Marx-
ist-oriented researchers would deduce the re-
structuring process from new forms of capi-
tal accumulation based on the rapid interna-
tionalization of money flows and the globali-
zation of the world economy. In our opinion,
all of these perspectives are complementary.
They all contribute to our understanding of
societal restructuring, which is characterized
by new forms of the perception and utiliza-
tion of urban space. These interests of newly
emerged and progressive forms (agents of a

- new middle class, for instance) may conflict

with structures inherited from past develop-
ments. The agents of the private capital sec-
tor may see this discrepancy as an opportu-
nity for capital gains from urban restructur-
ing. The notion of capital gains which can fill
the gap between potential land rent and capi-
talized land rent (Smith 1979) or vacant
possession value and tenanted investment
value (Hamnett & Randolph 1986) plays an
active role in the transformation of the built
environment.

We should see the rent gap, the value gap,
and the functional gap as a combination of
common principles which can only be con-
ceptualized. Different outcomes of these
principles may be observed in reality. Eric
Clark (1992) argues for an integration of the
rent gap theory and the value gap theory into
a common theoretical framework. According
to him, the theories are complementary. We
should add that the rent gap hypothesis is a
more general concept than either the value
gap or the functional gap. The value gap
theory is restricted to the dwelling sector and
changes in form of tenure. Functional gaps
refer to functional changes in non-residential
space. But the rent gap theory is constructed
in a more general manner. Clark (1992) as-
serts that property will not have a value gap
without also having a rent gap, and that the
closure of its value gap entails partial closure
of its rent gap. We could say the same about
the relationship between the value gap and
the functional gap.

In the context of this theoretical debate,
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the question arises: Why do we use a new
term — the functional gap? The transition
from a centrally planned economy to a mar-
ket economy creates specific contingent fac-
tors that foster the process of gap emergence
and closure. The physical deterioration and
the economic depreciation of the inner city in
market economies can be seen as ‘‘a strictly
logical and ‘rational’ outcome of the opera-
tion of the land and housing market’’ (Smith
1979). The same author referred to this de-
cline elsewhere as a devalorization cycle
(Smith 1982). But the reality of a socialist city
was, of course, quite different. The centrally
planned allocation of resources maintained a
functional structure which does not accord
with principles of market space economy.
The installation of a new economic and legal
environment thus gives impetus to rapid
change in the distribution of functions in
urban space. The first phase of urban restruc-
turing, the closure of functional gaps, is a
very specific process which mirrors radical
systemic changes. This kind of restructuring
force does not appear in market economies.

Implications for Prague’s urban environment
Several ways to change from current to
higher and more efficient utilization of urban
space are possible: (1) reutilization of empty
buildings and vacant premises; (2) outbid-
ding of less effective industrial or even com-
mercial activities by more progressive func-
tions; (3) conversion of flats into office
space; (4) rehabilitation of old flats to luxury
apartments; or (5) new building activity on
inefficiently used land.

There are important exogenous factors on
the demand side which put pressure upon a
more intensified utilization of land and build-
ing stock in the inner city, particularly in the
historical core. Among them, the most im-
portant is input of private, particularly for-
eign, capital. This capital has a selective
effect on urban development. It seeks out the
most valuable business locations. The arrival
of foreign experts and the growing number of
wealthy Czechs (accompanied by the income
and, consequently, social differentiation of
Czech society) contribute to the restructuring
of the demand base. The members of these
new social groups prefer luxury apartments
in some inner-city locations. Also, the rapid
increase of international tourism provides the
impetus for the development of locally based
small services. Endogenous factors — such as
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the building stock suitable for rehabilitation,
the search for a better location, and the
presence of functional gaps and rent gaps —
offer possibilities to satisfy this demand.
Are there any signs of the development
suggested? Even a casual tourist who has
visited Prague at least twice during the recent
period must have recognized basic changes in
the appearance of Prague’s centre. These
changes can be observed mainly due to the
rapid development of the retail and services
sector. Vibrant shop windows have replaced
the grey socialist standard, and many new
shops and fast food places are to be seen.
Many non-residential premises which have
never been used for such purposes, as well as
old shops which have been abandoned in
recent years, have been suddenly found by
small go-ahead entrepreneurs. Thus, the clo-
sure of functional gaps causes a rapid urban
restructuring of commercial and office space.
The city’s commercial core has completely
changed its retail and services structure. An
example from a second-rank shopping street
in the inner city gives an impression of the
current development ; only 18 of its 65 shops
have not been changed since November 1989.
The functional substitution brings eco-
nomic revitalization. It is often accompanied
by elementary physical rehabilitation. The
capital gains expected from redevelopment in
some areas set a potential rent level. Then the
classical form of the rent gap starts to play a
role in the revitalization of the inner city.
In the residential sector, the transformation
of tenements to owner-occupied apartments
brings financial gain to real estate agencies;
the existence of a value gap leads to changes
in tenure structure. The housing stock is

* rapidly shifting to higher and more effective

use. New building activity in areas of ineffi-
ciently used land is observed as well.
Newspaper articles document the common
practice of real estate companies which in-
volves the conversion old flats to new, very
luxurious apartments. A personal interview
with an agent of such a company confirms

- these reports. We get the impression that the

emerging private property market is becoming

~ ajungle. A public policy of some local author-

ities is in favour of larger redevelopment
schemes. The activity of the public bodies in
the most deprived inner-city areas is
remarkable. For example, the local authority
of Smichov (an area of obsolescent factories
and housing for workers in industry) offered
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the possibility to submit a redevelopment
project for the area to a competition. The
intention is to promote projects based on
public-private partnership. Unfortunately,
some constraints, such as lack of sufficient
financial resources and serious difficulties in
cooperation with Town Hall, hamper the
realization of such ideas.

Another resource is available sites for new
development in the inner city of Prague. A
huge portion of land in the inner city is owned
by the Czechoslovak State Railways. This
land has been used as marshalling yards in the
transport of goods which are often only in
transit through Prague. The World Trade
Centre is to be built on such an area, covering
37 hectares close to the city centre. The
Czechoslovak State Railways and the Minis-
try of Transport and Communication an-
nounced that they will soon open up a consid-

erable part of this land to competition for

redevelopment.

Social aspects of contemporary development
and planning
The development toward ‘the highest and
best’ use has a positive influence on the
rehabilitation of buildings and more efficient
utilization of land. Yet, this development
may have negative social effects in the future.
The rapid increase of rents in the non-re-
sidential sector and the step-by-step rent de-
regulation in the dwelling sector influence the
affordability of housing in central locations.
At the present time, especially low-income
and old-aged population groups live in the
inner city of Prague. Their relative overrepre-
sentation was caused by the homogenization
of rent across the entire city area, lower
standards of dwellings in the centre, and the
constraints put on flat exchange during the
previous period. These social groups will feel
the pressure of the high rent, but will have
virtually no possibility to move elsewhere,
given the general shortage of flats and the
cutbacks in public housing programmes.
The basic features of the contemporary
development of Prague described above, sug-
gest that a process of gentrification may
start. However, there is a serious barrier to
gentrification. There is no place where the
current inhabitants of the inner city can be
rehoused. The territorial plan of Prague of
1986 declared the intent to build approxi-
mately 40,000 new public flats between 1991
and 2000 by using a prefabricated construc-
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tion technology. As a consequence of chang-
ing views on the living environment in such
large housing estates, this system will be termi-
nated in 1993. At that point, only 13,000 flats
will be finished (UHA 1991). The construc-
tion of new family houses in most locations
has stopped, due to the changes in legislation

_and ownership. There is a possibility to draw

new flats into the market through renovation
of vacant houses or empty flats in the centre.
However, as pointed out above, this market
will only be accessible to high-income groups.

Unfortunately, the proposal of a new terri-
torial plan of the capital city of Prague (UHA
1991) does not deal with such problems. The
plan is designed in accordance with the tradi-
tional physical planning approach. Only one
paragraph in the text of the plan is devoted to
economic aspects. In 200 words, it is acknowl-
edged that there is a need to invite economists
to cooperate by estimating market prices of
land and preparing a survey of land owner-
ship in the city. There is not a word about
potential problems in the social sphere. Only
one sentence admits that “‘a housing issue of
socially weak groups of inhabitants emerging
along with societal diversification will have to
be solved soon, and an average standard for
social dwellings will have to be set up.”’ Such
a view of the future of Prague avoids eco-
nomic, social and political issues. It does not
deal with potential problems the city may
face. The Town Hall and newly established
local authorities are learning — after 40 years
of totalitarianism — how to play their roles in
a democratic society. The citizens of Prague
can only hope that their political activity will
bring a new spirit to the traditional planning
system. Furthermore, it remains to be seen
whether they will treat people as individuals
with specific problems rather than as citizens
with ‘objectively determined needs’.

Conclusions

Recent stimuli for dynamic development ap-
peared at the interface of two different social
and particularly economic systems. They are
based on sharp contradictions between the
centrally planned economy and the market
economy. Functional gaps and rent gaps are
generated by the durability of structures in-
herited from the past and the perception of
space utilization under the market environ-
ment established by rapid economic reform.
These gaps can be seen as the immediate
causes of the new private investment flow
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that is contributing to the revitalization of
Prague’s inner city.

The functional gaps emerge suddenly upon
the introduction of basic market rules. These
gaps can be closed in a very short time, even
with the current physical quality of buildings.
The rent gaps, on the other hand, exert a
considerably stronger influence on the physi-
cal rehabilitation of buildings and the
redevelopment of land. The theoretical con-
cept of rent gap (the functional gap being a
particular part of it) has special features
within the environment, given the transition
from the centrally planned to the market
economy. The preconditions for the rent gap
were created during the period of the cen-
trally planned allocation of resources by the
neglect of the inner-city building stock. The
fundamental conditions for the appearance
of the rent gap are provided by the introduc-
tion of the market mechanism. Due to strong
factors on the demand side, the rent gap has
been discovered by the developers and has
given rise to the revitalization. In many cases,
the process of closing the functional gap
precedes the physical rehabilitation of the
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THE NETHERLANDS IN MAPS

Fixed capital formation of general government (gross, 1987) and its appreciation by Dutch
entrepreneurs (1988), by province
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