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PE]EXTERNAL TRADE IN SERVICES OF HUNGARY
WITH EUROPEAN COUNTRIES (2021)
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is also highly Europe-centric, but much less concen-
trated in the EU than trade in goods. Compared to the
latter, trade in services is significantly more important
with the United States, the United Kingdom and Swit-
zerland.

Foreign direct investments

Hungary was the first among the countries in transi-
tion in Central and Eastern Europe to open up to for-
eign direct investment (FDI) in 1989. The value of
Hungarian FDI stock was already growing rapidly
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in the early 1990s. A major factor in the capital inflows
during the 1990s was the rapid pace of privatization,
with EUR 4.6 billion of investment coming into the
country between 1991 and 1997. Around 85% of state-
owned enterprises were privatized, sometimes at rel-
atively low prices. Reinvested earnings started to play
a larger role from 1997, in addition to greenfield in-
vestments. The FDI first exceeded EUR 10 billion in
1996, and then surpassed EUR 83 billion in 2020
.22

According to 2019 data, the majority (86.8%) of
foreign working capital invested in Hungary came
from Europe. As regards direct investment, Germany,
Austria, the Netherlands, Luxembourg and Switzer-
land are the most important. Asia’s share amounted to
8.2%, while the Americas and Africa contributed 2%
each. In fact, foreign ultimate owners often invest in
Hungary not directly, but through a Western European
company (e.g. Dutch, Luxembourg, Swiss). Data col-
lection by country of ultimate owner does not have a
long record. Based on this, the United States ranked
third in terms of FDI in Hungary in 2023, while South
Korea joined Japan in the top 10, with the Netherlands
and Switzerland dropping significantly. Europe’s
share of final investment in 2019 was 64.8%
ES¥¥7A. In the sectoral structure of FDI stock in Hun-
gary, the manufacturing industry (e.g. vehicles, phar-
maceuticals, rubber, plastic products, computers, elec-
tronics) represents a particularly large share.

The foreign investment of Hungarian enterprises
started to show in the early 2000s and grew to EUR
30 billion in 20 years ES8%2H. Working capital exports,
like imports, reflect a strong European concentration.
However, the dominant destinations for capital export
differ significantly from the country structures for trade
and capital imports. More than half of Hungary’s Eu-
ropean capital exports go to countries in the Central
European and Western Balkans regions. Geographical
and cultural proximity, market knowledge, economic
development similar or slightly less advanced than that
of Hungary are strong incentives for companies to ex-
pand. A significant part of Hungarian working capi-
tal exports is linked to large companies such as MOL,
OTP Bank, Richter, Master Goods, Innomed, Danubius
or Jasz-Plasztik. The activities of outsourcing mother
companies are diverse. The types of investment include
the establishment of a new company or acquisition of

an equity stake RESERT DASIEIN.

The current account

The current account is an accurate reflection of the
imbalances that arose in Hungary’s external econo-
my from the 1970s onwards. In the period of the
transformation crisis that followed the regime change,
the difficulties with the current account continued to
grow. The collapse of the former export markets in
Eastern Europe led to a serious structural crisis in the
processing industry, a forced fall in output and the
need to consolidate the commercial banks that financed
the processing companies. The simultaneous (twin)
deficits that appeared in the budget and the current
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account in the mid-1990s required a macroeconomic
adjustment: the situation involved a temporary forced
restriction of domestic demand. The adjustments in-
creased the confidence of international financial insti-
tutions and foreign investors. Exports grew strongly,
but the deficit in the balance of foreign trade remained.
However, the latter was mostly covered by foreign
working capital inflows from the second half of the
1990s onwards.

After the turn of the millennium, imbalances emerg-

ed again. The foreign trade balance showed a widen-
ing deficit due to growing domestic consumption. Af-
ter Hungary’s accession to the EU, the situation dete-
riorated further, with initially limited transfers from
Brussels. Another macroeconomic adjustment was re-
quired. At the same time, the world economy experi-
enced the deepest financial and economic crisis since
WWII from 2008 onwards. The crisis forced a strong
adjustment of the balance of payments in the Hun-
garian economy. The balance of Hungary’s trade in
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goods and services showed a modest surplus by 2008
ESEETN. One of the important factors in the current
account deficit was the repatriation of profits, which
was based on the substantial amount of FDI that had
previously taken place. If the stock of FDI is high, which
is also the case for the Hungarian economy, other com-
ponents of the balance of payments can also create
equilibrium: above all, the surplus in the trade bal-
ance of goods and services, the additional inflow of
working capital and the local investment of the prof-
its generated. The current account had reached equi-
librium by early 2010. At the same time, the room for
manoeuvre was further increased by transfers from
the EU. The Hungarian economy’s financing capacity
improved at this time.

The balance of current account continued to im-
prove in the 2010s. There was a significant surplus in
trade of goods and services, while the deficit of the in-
come balance narrowed. Regarding the trade in goods,
there was surplus in the groups of machinery, raw ma-
terials and foodstuffs, while a deficit emerged in the
trade of energy and processed products. Regarding
trade in goods, there is a surplus in the groups of ma-
chinery, raw materials and foodstuffs, while there is a
deficit in the trade of energy and processed products
[ x1.2.32.

By the mid-2010s, the Hungarian economy had an
external financing capacity of around 6-7% of GDP,
which was never achieved in the last century. In the
early 2020s, however, the surplus of trade in goods
and services narrowed. Moreover, there was an in-
creasing deficit in the trade of goods according to the
national accounts. This was further exacerbated by the
Covid-19 crisis and the shock of the war in Ukraine as
well as the energy crisis that arose as a consequence
of the previous factors.
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