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IS VIBRANT INVESTMENT 
MARKET NEARING 
SATURATION POINT?
While Hungary is still a vibrant market for foreign direct investment and 
mergers and acquisitions deals, the country, along with the region,  
may be becoming saturated: the upcoming years could be characterized  
by less FDI and more domestic deals, experts from EY, KPMG and  
PwC tell the Budapest Business Journal.

By Christian Keszthelyi

Foreign interest continues to linger 
from the FDI and M&A stampede 
of the last few years with Hungary 
still very much in the cross-hairs. 
However, the most recent trends 
suggest the pace of investment is 
slowing. Domestic deals are becoming 
more dominant, FDI appetite for the 
region is dropping globally, and in few 

years many local business owners will 
be close to retiring meaning a wave 
of businesses for sale might hit the 
market at the same time 

In 2018, Hungary was ranked 15th 
in the top 20 European destinations 
in terms of FDI with a market share 
of 2%, according to the most recent 
Europe Attractiveness Survey by 
EY. Compared to 2017, Hungary’s 

attractiveness dropped 13%. In fact, 
FDI in Europe dropped for the first 
time in six years by 4%, the latest EY 
survey finds. 

“In the past few years, the Hungarian 
M&A market has been dominated by 
domestic transactions (i.e. Hungarian 
companies acquiring Hungarian 
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businesses) but, at the same time, 
we experience that foreign investors 
still continue to account for a large 
proportion of the total number of 
transactions,” Ferenc Nagy, senior 
manager of transaction advisory 
services at EY Hungary tells the BBJ. 

“Strategic trade buyers continue to 
be in the majority versus financial 
investors with aims to consolidate 
industries. We also see a continuing 
trend of Hungarian investors and 
corporates acquiring the subsidiaries 
of Western-owned companies. 
Czech and Polish investors have 
also remained active, replacing to 
some extent the Western investors. 
Sector-wise, the real estate business 
remained the strongest,” Nagy adds. 

Enjoying this sentiment, as well as 
available European Union financing, 
smaller companies and startups 
appear to thrive, while government 
enterprises have retained their activity.  

FLOOD OF FUNDS 
“Driven by the flood of EU funds 
available for the development of 
Hungarian SMEs, there have been a 
large number of transactions in the 

lower end of the market. The new 
JEREMIE [Joint European Resources 
for Micro to Medium Enterprises] 
funds (the S3 program) and other 
startup and early-stage investors have 
been very active in recent years,” Dávid 
Fülep, corporate finance manager at 
PwC Hungary tells the BBJ.

He points out that, while domestic 
investors and pools of investors have 
also been active in acquiring small- to 

mid-size companies, government-
owned enterprises, such as electric 
power industry company MVM Group, 
have also remained active in the 
market. Domestic deals have become 
dominant in the market, which is in 
stark contrast with the trends before 
the 2008 financial crisis, Fülep adds. 

In terms of foreign investment, however, 
the local market seems to be becoming 
rather marginalized, as it continues  
to be a small market, an expert from 
KPMG Hungary tells the BBJ.  

“The major industries have been 
gobbled up. Certain specific industries 
have been targeted by government-
related entities, and nobody is very 
keen to compete in these sectors. 
There is the occasional exit candidate, 
such as this Scandinavian telecom 
player [Telenor], which transaction 
was also executed by a company 
close to the government. So, I do not 
see a huge appetite for Hungarian 
efforts in these key industries,” the 
KPMG expert says.

Further, the KMPG expert believes 
that the market is consolidating. 
“Consolidation has already taken place 
in many industries: there aren’t too 
many players and people who are 
in the market, whether Hungarian 
or foreign: they are making decent 
returns, so there is no real compelling 
reason for them to sell. And if they 
do for whatever strategical reason, 
then entities close the Hungarian 
government are keen to acquire these 
strategic assets,” he says. 

All that said, Hungary and the region 
appear to still be an attractive place 
for investment from all around the 
world. “Our experience shows – and 
that is in line with recent statistical 
data – that FDI inflows into Hungary 
have been consistently strong in 
the latest quarters. We still feel the 
interest primarily from Western 
European and U.S. investors, and 
are aware of several large-scale 
projects that will be launched by East 

Ferenc Nagy

Detre Horváth
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Asian investors very soon. In this 
respect, South Korean investors are 
particularly active at the moment,” 
Detre Horváth, tax senior manager at 
PwC Hungary, tells BBJ. 

MOST ACTIVE 
The most active industries involved 
are unsurprisingly the automotive, 
electronics, electrical equipment, 
chemicals and machinery.

“Hungary has a strategic location in 
certain industries (e.g. agribusiness, 
logistics) which makes it a desired 
destination for international investors. 
Automotive-related manufacturing 
another area that is appealing, as the 
industry is heavily supported by the 
government and close to 10 OEMs 
[original equipment manufacturers] 
have production facilities in Hungary and 
nearby countries. Deals in the IT services 
and software sectors are usually driven 
by the relatively low cost of highly  
skilled labor,” says Fülep of PwC. 

Solar power generation is another 
sector that has become more 
active, driven by the favorable local 
regulation, and pundits expect deal 
volumes to grow significantly in this 
sector in the coming years. 

Right now, however, it seems that 
the region may be losing some of its 
previous luster. “The M&A markets 
are already declining as M&A activity 
globally is down: anywhere between 
16-20% last year, which reflects 
sluggish growth and this is particularly 
true for Europe. Asia is holding up, 
America is still active, but Eastern 
Europe is less of a target,” the KPMG 
expert says.  

He also says that the most attractive 
markets in terms of FDI in the region 
are Poland and the Czech Republic. 
He says there will always be one or 
two deals but he would not call them a 
trend or a wave. 

Furthering the challenges, additional 
skilled workforce in Hungary is  

not only limited, but is available  
only in certain regions.  

“Therefore, investment promotion 
has two main tasks: convincing 
investors to invest into less 
developed regions, and, more 
importantly, to attract investments 
that create high-value jobs from 
the perspective of the economy 
as a whole. And the only option to 
reach this latter target is to invest 
in education as much as possible. 
This could be the key to maintain our 
position among the most attractive 
locations for FDI in a longer run,” 
Horváth of PwC adds. 

HUNGARIAN BENEFITS 
Hungary does have some specific 
benefits, Nagy of EY says. “For 
foreign investors, Hungary is an 
attractive place to invest due to the 
low corporate income tax rate, the 
competitive advantage of labor costs 
compared to Western European 
countries and the expertise of 
employees, especially in the field of 
engineering, information technology, 
and research and development. 
Additionally, by investing in 
Hungarian businesses, companies 
from non-EU member states 
can benefit from Hungary’s EU 
membership,” Nagy says.

Nevertheless, compared to other 
EU member countries, in Hungary 
there are still a lower number of 
transactions annually and in general, 
valuations tend to be lower versus 
European peers. 

“Given the size of the domestic 
economy, M&A activity lags behind 
not only Western Europe but the CEE 
peer countries like Poland and the 
Czech Republic. Transactions are 
usually either small (below EUR 5 
million) or large (above EUR 100 mln). 
The former is driven by the large 
number of start-up and early-stage 
investments while the latter category 
has been fueled by the Hungarian 
state’s increased M&A activity,” 
Fülep of PwC explains. He adds that 
international investors have recently 

“In the past few years, the Hungarian M&A 
market has been dominated by domestic 
transactions (i.e. Hungarian companies 
acquiring Hungarian businesses) but, at 

the same time, we experience that foreign 
investors still continue to account for a large 

proportion of the total number of transactions.”

Fülep Dávid
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shown some concerns related  
to the predictability of the local  
laws and regulations. 

In many cases, local players have a 
rather negative feeling about M&A 
transactions and people tend to 
believe that selling a business is 
a failure, not a success. Secondly, 
entrepreneurs have less M&A 
experience, which can easily lead 
to failed negotiations with potential 
suitors, according to Nagy of EY. 

“Additionally, there are currently a 
large number of SME businesses 
where the founders are reaching 
retirement age and they will need to 
make a decision on the future of their 
companies. In these situations one of 
the options is selling their businesses 
to either local or foreign investors. 
In order to successfully hand over 
the steering wheel, founders need 
to prepare the companies for the 
sale, i.e. establish a proper and 
independent management team, 
set up controls, processes and 
systems, improve transparency, etc. 
and formulate a reasonable view 
on valuation expectations for the 
discussions with potential buyers,” 
Nagy points out. 

With the generation that went into 
business in the 1990s nearing 

retirement, there are thousands of 
companies that will need to be sold.  

“A very small number of probably no 
more than 15% would be able to pass 
on some ownership to their children. 
This is a big issue because these people 
find it difficult to part with a company’s 
commercial lead. Some of them do 
realize that it’s time to go but it is a very 
hard decision and even if they make 
this difficult decision, it often happens 
that the sales are not well prepared,” 
the KPMG expert tells BBJ.  

Some owners simply cannot imagine 
handing over control, the expert says, 

and put off facing the inevitable. “My 
fear is that eventually the owners will 
be hit by a falling brick. So it will be 
there again: an unplanned exit. I know 
people who are in their late 70s or late 
80s still running their company. How 
long can you do that? This is becoming 
an ever more burning question. Even 
if they pass it on to their children, 
sometimes the former owner just 
stays in business until they develop 
health issues and cannot go on 
anymore,” the KMPG expert adds. 

Editorial note: Deloitte was also  
asked to comment for this article,  
but declined to do so.

“Driven by the flood of EU funds available  
for the development of Hungarian SMEs,  

there have been a large number  
of transactions in the lower end  

of the market. The new JEREMIE [Joint 
European Resources for Micro to Medium 

Enterprises] funds (the S3 program)  
and other startup and early-stage investors 

have been very active in recent years.”
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