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EXPANDING R&D  
ACTIVITIES SPUR  
BOOMING INNOVATION
Boosted by tax incentives, the Hungarian research and development 
(R&D) vertical is quickly expanding, and aspires to become a leader in 
the region. Multinationals are opening up or expanding existing R&D 
operations here, reflecting a truly bullish attitude toward the sector.

By Christian Keszthelyi

By mid-2018, China’s increasing 
investments in research and 
expansion of its higher education 
system was a signal to many that the 
economy giant was working hard to 
close the research and development 
gap with its major rival; the United 
States. China was reported to produce 
1,177 R&D researchers per million of 
its population at that time, a threefold 
increase since the 1990s, while the 
United States produced 4,321 such 
professionals per million.

How the race develops between the 
world’s two biggest R&D powers is a 
question that only time will answer, 
and then, of course, there are the 
distractions of trade wars, tech 
competition and 5G to factor in. 

Since the beginning of the 21st 
century, we have seen the 
globalization of R&D activities. 
While in the past, universities used 
to be the main arena for research 
and development, and one that 
firms would try to benefit from, 
nowadays businesses either fund 
such activities at higher education 
campuses close to their operations, 
or take R&D under the umbrella of 
their parent companies, to help  
fuel innovation. But whether 
it happens in a university or a 
company lab, R&D activities can be 
incentivized through tax breaks. 

Among Organization for Economic 
Cooperation and Development 
countries, Hungary was ranked  
fifth in 2016 in terms of the total 
volume of central government 
support for corporate R&D, 
amounting to 0.31% of GDP, 
according to an OECD report 
published in 2017. During the  
year, tax incentives accounted  
for 48% of total public support  
for business R&D. 

By 2018, Hungary ranked second 
highest among European Union 

members in terms of the business 
sector share in total expenditures on 
research and development, according 
to figures from the EU’s official 
statistical organization Eurostat.  

In 2017, the highest shares of 
corporate R&D expenditure were 
recorded in Slovenia (75%) and 
Hungary (73%), followed by Ireland 
and Sweden (both 71%), Bulgaria 
and Austria (both 70%), Germany 
(69%), Belgium and the United 
Kingdom (both 68%), according to 
another report by Eurostat. During 
the year, spending on research and 
development in Hungary amounted 
to HUF 517 billion, or 1.35% of 
GDP, up 21.1% from a year earlier, 
according to a summary of data by 
the Hungarian Central Statistical 
Office (KSH). 

Hungary also increased the R&D 
investments threshold available 
for the R&D tax credit to EUR 
340,000, according to a KPMG report 
published in 2017. 

All these figures support the idea 
that Hungary has been building 
an increasingly favorable R&D tax 
incentive regime, which is certainly 
in line with the government’s 
stated intention to encourage 

and enhance the R&D activity of 
Hungarian enterprises, as well as 
multinationals with a Hungarian 
presence, Gábor Beer, partner and 
head of tax at KPMG Hungary, writes 
in the report.  

Additionally, for local business tax and 
innovation contribution purposes, it 
is possible to deduct R&D expenses, 
the KPMG report states. On the 
top of this, government grants and 
EU tenders are also available, as 
well as a preferential treatment of 
royalty income and tax exempt sale 
of intangibles embodying rights to 
royalty income, the report adds. 

The increasing number of  
companies embarking on the road 
of R&D in Hungary can also be 
considered as proof of a healthy 
ecosystem with large scale ambitions 
in this small Central Eastern  
European country. 

AUDI FUELS E-MOBILITY 
With synergy between Germany  
and Hungary strong, chiefly due  
to the automotive sector, Audi 
Hungaria is unsurprisingly one  
of the major players in the sector. 
“R&D has a growing importance  
in the operation of Audi Hungaria. 
Our R&D operations are divided into 

“Hungary is attractive to companies wanting 
to invest in R&D. A highly educated workforce, 

good infrastructure and financial incentives 
are available. The establishment of the new 
Ministry of Innovation and Technology sends 

a strong message that the government is 
considering the domain very seriously, and 
has a strong focus on R&D and innovation 

topics in the country in all vertical industries.”
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two segments,” Audi Hungaria tells 
the Budapest Business Journal.

Audi’s Drivetrain Development 
department has had a presence 
in Győr (120 km west of Budapest) 
since 2001, supporting production 
with development work for series 
production. Moe than 300 engineers 
and other employees are working 
on various projects, for example on 
friction optimization and engine-
acoustics analysis, as well as on the 
development of engine derivatives. 

Additionally, Drivetrain Development 
in Győr currently operates 20 test 
stands: 16 highly dynamic full-
function test stands, two friction  
test stands, a swivel test stand  
and a climate test chamber.  

The Engine Development Center 
has been expanded to include a 
workshop equipped with cutting-
edge technology. A new building 
with six fully functioning test stands 
was erected in 2015. Audi Hungaria 
engineers can test all engines, from 
three- to 12-cylinder units, on the 
running test stands. Six more test 
stands were installed by 2017 as part 
of a second expansion phase. 

Audi Hungaria expanded its 
development activities in late 

2011 with the Complete Vehicle 
Development department, which 
currently employees more than  
70 engineers, focusing on production-
related vehicle development. 

This includes supporting the start 
of production of new models at 
Audi Hungaria, as well as diverse 
engine component and vehicle tests 
during the development process. 
Various loads placed on the car by 
the customer are modeled, in part 
by means of vehicle and component 
simulation.  

There are two new test systems 
for strength testing of engine and 
automobile parts. The acoustic, 
strength and road characteristics of all 
Audi models can be investigated in the 
Total Vehicle Development technical 
center, the analytical expertise of 
which was expanded in 2017.  

Additional test stands for 
components and complete vehicles 
were commissioned. Audi engineers 
have access to the only total vehicle 
test stand of its kind in Hungary to 
test entire automobiles with respect 
to energy management, strength 
and acoustics. The vehicles can 
be analyzed at speeds of up to 280 
km/h (174 mph) on a simulated road 
without moving. 

In the future, Audi’s Hungarian  
unit says it plans to expand its 
Drivetrain Development department, 
putting electric mobility at the 
forefront in the Győr factory, 
focusing on electric projects  
in the field of motor and vehicle 
construction and in technical 

development. Through this 
e-transformation project,  
the automaker expects to add  
250 new jobs. 

“Audi AG will be a leader in the  
field of electromobility, a goal  
we [at Audi Hungaria] will make 

a major contribution to. In recent 
years, we have already taken the 
first necessary and important steps; 
for example, with the launch of 
electric motor production in 2018. 
Our plans for the next period are 
focused on electromobility and 
sustainability,” said Achim Heinfling, 

chairman of the management 
board of Audi Hungaria Zrt., when 
announcing the transformation 
project. 

“With the e-transformation project, 
we are creating the prerequisites 
of a new era and strengthening the 

“Hungary’s R&D spending remains low: 1.35% 
of GDP, a total HUF 517.3 billion in 2017. The 
fastest digitalizing countries, such as Israel 
and Korea, spend more than 4.2% of their 

GDP on research and development.  
Even small economies can be very good  

and move to the forefront in piloting projects. 
In this regard, Hungary could become a 

testing ground for new business models.”

Audi E-motor production.
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competitiveness of our company. Audi 
Hungaria will remain a key player 
both within the Audi Group and the 
Hungarian economy,” Heinfling added. 

SUZUKI FORGES PARTNERSHIPS 
Magyar Suzuki Corp. Ltd. (MSC), 
which produces cars in Esztergom 
(50 km northwest of Budapest), 
has followed another path. With no 
basic research activities at its base, 
the firm enters into cooperation 
partnerships with university and/
or research institutes, possibly 
involving one or more members  
of their supply chain.

“The best example is our four-year 
consortium project GINOP 2.2.1. with 
the Bay Zoltán Institute and Pázmány 
Péter Catholic University, which 
are currently working on a basic 
research subproject with 60-year-old 
PEMÜ, one of our oldest suppliers,” 
László Urbán, deputy managing 
director at Magyar Suzuki tells the 
Budapest Business Journal.  

“The innovation work at the factory 
is essentially linked to model 
development: the basic is the 
design proto development that 
is done at our parent company, 

Suzuki Motor Corporation. The 
design proto comes essentially on 
paper, in blueprints to Esztergom 
where, after thousands of hours 
of engineering and meticulous 
craftsmanship, experimental 
development results in a pilot 
model, followed by a new model of 
series version,” he adds. 

The deputy managing director also 
notes that the Hungarian Innovation 
Act, adopted in 2014, clarified this 
experimental development process, 
previously only known, and sometimes 
not recognized, from the Frascati 
Handbook and the Oslo Protocol.  

“Of course, our Esztergom factory 
has a long tradition of kaizen, which 
is rightly considered one of the 
first forms of everyday practical 
innovation. Also, besides the 
experimental development and thus 
the model innovation, MSC applies 
other forms of innovation activity, 
such as organizational, marketing 
innovation etc.,” he adds. 

For the uninitiated, kaizen is 
the Sino-Japanese word for 
“improvement”. In business, kaizen 
refers to activities that continuously 
improve all functions and involve 
all employees, from the CEO to the 
assembly line workers. 

Urbán has been in charge of managing 
MSC’s innovation activity since 2009. 
Under his oversight, significant 
advances have been seen in R&D and 
conscious innovation.  

“Until the adoption of the 
aforementioned 2014 law, many 
have blurred the R&D and innovation 
process with the aim of getting 
EU and/or government support 
and grants. Today it is clear: no 
innovation without direct or indirect 
realization of the results of the 
R&D activities. Since the European 
Union’s Horizon 2020 project was 
announced, the true innovators only 
mention R&I as an expression of the 
fact that self-serving, support-only 
research and developments have no 
sense,” Urbán adds. 

The 2014 legislation is seen to have 
usher in an R&D revolution in Hungary, 
not only because of legislative 
and institutional changes, but also 
because a very significant part of EU 
convergence money has been spent  
to support real innovation. 

“The domestic real economy, 
the companies have very high 
hopes for the new [Innovation and 
Technology] Ministry, which may 
slowly be entering adulthood. The 
cost of innovation in Hungary as 

a percentage of GDP is just 40% 
compared to Japan, but in absolute 
terms, Japan’s innovation potential 
is approximately 40-50 times bigger 
than that of our country in terms of 
GDP or population,” Urbán notes. 

The Suzuki deputy leader has a 
strong pro-innovation message. 
“Without innovation, we would not 
have come down from the tree. 
Fire was one of mankind’s most 
significant innovations! Back to earth: 
Without innovation, companies are 
threatened by market failure or 
bankruptcy,” he says. 

In the short term, Urbán expects 
Hungary share of GDP spent on 
innovation to reach 1.8% of GDP by 
2020, a goal already announced by 
the government. In the medium- to 

long-term, the deputy leader says 
Hungarian companies will need 
to acquire advanced innovation 
management solutions (IMS) and 
obtain relevant ISO-certificates 
if they are to achieve a lasting 
breakthrough in domestic and  
global markets. 

ERICSSON URGES RAISING  
SME AWARENESS 
Ericsson has come a long way  
in its more than a century of history 
in Hungary. The first Ericsson 
affiliate was established in Budapest 
in 1911. Although the company 
left the country in the 1930s, BHG 
produced electromechanical 
crossbar exchanges under an 
Ericsson license agreement for 
almost two decades starting  
in 1968. A new era began for 

Ericsson in 1990 with the foundation 
of its Hungarian subsidiary:  
Ericsson Magyarország Kft.

Currently, Ericsson employs about 
2,000 people in Hungary, and 
says it is committed to extending 
its local presence and improving 
employment in Hungary. 

“The Hungarian affiliate is one 
of the largest companies in the 
country in the field of software 
and hardware development, 
telecommunications and information 
technology research. The chain of 
education, fundamental research, 
applied research, and industrial 
implementation is exemplary 
in its operations,” an Ericsson 
spokesperson tells the Budapest 
Business Journal.  

Dr. László Urbán
Deputy  managing director

Magyar Suzuki

“Audi AG will be a leader in the field of 
electromobility, a goal we [at Audi  

Hungaria] will make a major contribution  
to. In recent years, we have already taken  
the first necessary and important steps;  
for example, with the launch of electric  
motor production in 2018. Our plans for  

the next period are focused on  
electromobility and sustainability.”
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Its corporate center, offering managed 
services, performs maintenance 
activities both in the field and at the 
customers’ premises for Hungarian 
service providers.   

In 1990, Ericsson Magyarország 
employees set up the first analogue 
mobile telephone network in Hungary, 
and the total capacity of the telephone 
exchanges they delivered in Hungary 
from 1991 to date is about one and a 
half million lines. Ericsson also claims 
credit for being the first to introduce 
the gradually evolving stages of 
mobile internet, including GPRS,  
EDGE, 3G and HSPA.  

Today, Ericsson is the supplier of 
the mobile network for the leading 
telecommunication service provider in 
Hungary. On January 2, 2012, Ericsson 
technology was used to launch the 
first fourth generation (4G/LTE) mobile 
service in Hungary; in April 2014, 
Ericsson was the first to demonstrate 
LTE-Advanced technology, and in 
November 2016, the company and 
Magyar Telekom achieved a download 
rate of 1,200 Mbps using 4G+ technology.  

On October 19, 2017, Ericsson and Magyar 
Telekom debuted the first 5G connection 
in Hungary. This year, ZalaZone, the 
first 5G-based test track for self-driving 
vehicles opened in Zalaegerszeg (220 km 
southwest of Budapest) using 5G  
mobile technology installed by Ericsson. 

“Hungary is attractive to companies 
wanting to invest in R&D. A 
highly educated workforce, good 
infrastructure and financial 
incentives are available,” the Ericsson 
spokesperson tells the BBJ. “The 
establishment of the new Ministry of 
Innovation and Technology sends a 
strong message that the government 
is considering the domain very 
seriously, and has a strong focus 
on R&D and innovation topics in the 
country in all vertical industries,” the 
company adds. 

Ericsson believes the 5G Coalition 
and the Artificial Intelligence 
Coalition are strong contributors 
to streamlining the digitization and 
modernization of the key segments 
of the Hungarian economy, as well 
as facilitating the collaboration 
between academia and the public 
sector and businesses. 

“In Hungary, multinational 
companies drive the R&D ecosystem 
while SMEs have a low ranking in 
innovation scoreboards. Subsidies 
and special initiatives could 
incentivize international companies 
with best practices, if they conduct 
education programs and share  
their knowledge on innovation,” 
Ericsson adds. 

The company says it of the utmost 
importance that SMEs are educated 

in their approach to innovation in 
order to create more high value-
added jobs in Hungary. “Higher 
educational institutions can also 
complement this approach: special, 
high-level entrepreneurship 
programs can be started at 
universities,” Ericsson adds. 

Even small economies can be very good 
and move to the forefront in piloting 
projects. In this regard, Hungary could 
become a testing ground for new 
business models,” Ericsson says. 

And Ericsson tells BBJ that the 
autonomous car proving ground in 

Zalaegerszeg is something that could 
place Hungary on Europe’s technology 
map. Having facilities where one can test 
and develop technologies for the future is 
something the country can do more of. 

“Another important factor is 
fostering an innovative culture, an 

environment where people believe 
that their ideas can contribute. 
The creation of new, innovative 
ideas should be supported by 
tax policies. New enterprises 
should be incentivized to expand 
to other markets,” the Ericsson 
spokesperson adds.

“Of course, our Esztergom factory has  
a long tradition of kaizen, which is rightly 

considered one of the first forms of everyday 
practical innovation. Also, besides the 

experimental development and thus the 
model innovation, MSC applies other forms 
of innovation activity, such as organizational, 

marketing innovation etc.”

Audi’s vehicle development center. 


