General overview of
Hungary’s Real Estate
market for investors

zz

Why invest in Hungarian real estate?

Hungary is unique among its CEE regional comparison countries with its continuously
improving credit ratings over the last five years. The rapid shrinking of the yield ensures
not only safe and attractive cash-flow generation for potential investors but also improving
market- appreciation of assets. Hungary is a prime destination among its peers considering
the combination of the inherent risks and returns of real estate investments within the CEE
Region. The Hungarian property markets continue to attract enduring, significant interest
from foreign and local investors, which is thanks to the strong occupational markets,
improved lease terms, attractive pricing as well as leasing financing conditions.

zz Investor market
|| Investment volume and trends
2016 was an outstanding year in respect to the investment market, and from then on the
first half of 2017 stayed strong. The change in tax policies, especially lowering corporate tax,
personal income tax and the social security contribution tax rate to 9%, 15% and 19.5%
respectively were all factors that stimulated bigger deals and developments in 2017. In the
H1 of 2018 the total investment volume was EUR 322 million, which represents a 40%
drop from the same period the year before, however there are many large transactions in
the pipeline for H2 of 2018 that could boost turnover. The main investment in this half year
was in retail, which has 50% of the total volume, while the office sector decreased with a
sectorial split share of 37%, and the industrial real estate remained at 13%.
Source: Hungarian Central Statistical Office, high prestige broker firms’ research and data

|| Investors
In 2017 Hungarian investors were still the main operators in the market with their 61% of
market share. The most active actors, which made up 90% of the investments, were three
real estate investment funds: Erste Ingatlan Alap, Magyar Posta Takarék Ingatlan Befektetési
Alap (Diófa Alapkezelő) and OTP Ingatlanbefektetési Alap. As for foreign investors NEPI
Rockcastle was one of the dominant companies on the market, with their Aréna and
Mammut Pláza deals.
For foreign investors and thus for capital flow, one of the crucial actions was that at the
end of 2016 all the significant credit rating agencies (Moody’s, Fitch, Standard & Poor’s)
changed the country’s status as “recommended for investment”. This brought at least 10
new international large RE investor groups came to Hungary in 2016, and additional capital
was injected last year from the UK, the Czech Republic, Germany and US markets.
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zz Financing environment
The rapid developments on the real
estate investment market during recent
years also triggered an increasing projectfinance activities on the banking side. The
Hungarian banking sector is dominated
by state-related entities and the domestic
leading OTP Bank covering approximately
half of the project finance activities,
while the remaining half is served by the
Hungarian branches and subsidiaries of
large European international banks such
as the Belgian based KBC, the Italian
based UniCredit and Intesa Sanpaolo,
the Austrian based Erste and Raiffeisen
Groups, etc.
The loan to deposit ratio reached 88% of
the entire banking sector in Q3 of 2017,
which is further vitalizing crediting activity
especially when the zero or negative
interest rate-conditions of the interbank
deposits are taken into account.
Based on the purpose of investments project finance transactions are usually differentiated
from the housing condominium projects through the development of income producing
commercial real estate ranging from offices, hotels, shopping centres and logistic centres to
large scale infrastructural developments such as motorway construction, energy-projects and
utility developments.
The required own equity contribution and tenor of the transactions vary according to the
project development needs and time horizon of the investments and cash-flows, however
it can be concluded that feasible projects are easily managing to find the right financing
structure and banking partners in the current environment.
In 2017 the Hungarian real estate market hit a milestone with the EUR 312.5 million
refinance on one of Budapest’s well-performing shopping centres. To facilitate the existing
loan’s refinancing and insure the credit limit on the West End City Center’s capex a new
credit agreement was made by Gránit Pólus with three independent banks.

zz Office market
The country’s economic status is stable, has an investment grade rating by all three major credit
rating agencies, and Hungary is attracting more and more foreign investors. Nevertheless,
in the office sector nearly 70% of the new developments are financed by domestic capital.
The main focus for modern office developments and stock is still the capital. As of Q2 2018,
Budapest’s total stock was 3,503,170 sq m. Out of this the owner occupied buildings’ stock
is 664,450 sq m, and the speculative stock is 2,838,720 sq m. Aligned with the upward
economic trends, the demand in Q2 of 2018 was at 161,550 sq.m, which represents a 64%
increase compared to the same period of last year.
The vacancy rate has stalled after falling continuously since 2011. As of Q2 2018 it stood at
an average 7.6%, with Non-Central Pest as the lowest with 4.4%, and the periphery with
a 30.0 vacancy rate. Demand is particularly high from the financial and service business
sectors.
Rents remain unchanged, but rising demand and the low vacancy rate is pressuring landlords
to restructure negotiations for the incentive packages. Despite this, rising construction costs
are forecast and there are no delayed or cancelled projects, only recalculated ones. This is
the main reason why with such an oversupply rents are not expected to go up. Presently,
prime office rents in Budapest vary from EUR 10/sq m/month (peripheral districts) to EUR 24/
sq m/month (central business district), with Central Buda and the Váci Corridor representing
the average of EUR 15.25-16.25/sq.m/month. Yields for a prime office increased in the last
half year by 5% in the Váci Corridor, Central Buda and the Central Business District. At the
present time, yields can vary from 5.5% to 6.5% in these vicinities, and this is approximately
8.5% in the peripheral districts.
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Extension of the market stock is in the pipeline with an overall 468,310 sq.m under
construction. The main focus in Budapest is on the Váci Corridor and Central Pest where
approximately 135,000 and 100,000 sq m of leasable office space will appear in the stock by
2020. These developments are already on their way, and the H2 2018 new supply’s 76% is
already pre-let. In addition one of the biggest investment and developments will be the new
MOL headquarters In the South Buda office neighbourhood, and the Agora project next to
Árpád Bridge, on the Váci Corridor.
In big settlements in the countryside modern office stock, especially prime offices, is low, but
demand is undergoing an upward trend.

zz RETAIL MARKET
As of Q2 2018 the country has experienced very strong consumption and economic growth,
which promises a good year in the retail market.
Last year the only store (IKEA) with its 33,500 sq m was completed in Soroksár, South Pest;
but according to forecasts for 2019 essentially no new shopping or retail centres will be built
– except for Futureal’s Etele Plaza. This is due to a government act (2011. act CLXVI.) which
places constraints on building new retail centres in the country. With presumably no clear
and exact development plans until 2020 the existing stock is what appeals to investors. Since
2015, , seven shopping centres have changed owners in Budapest alone, the most recent
acquisition is of Aréna Plaza, and Mammut Plaza by NEPI Rockcastle. Right now the trend is in
refurbishment, with Shopmark scheduled for the end of 2018, and Campona as well as Aréna
Plaza for 2020.
Besides shopping centres high street markets are one of the main priorities. Especially in
Budapest, where ever-growing tourism effects the rents of these high street stocks. As of Q2
2018 the highest rent rate on average can be found on Budapest’s Váci Street (EUR 140/sq.m/
month). In a one year overview rent in Váci Street went up by 16.7%. On the Fashion Street as
of June 2018 the average rent rate was EUR115/sq.m/month, while on Andrássy Boulevard it
was EUR 60/sq.m/month. As for yields the shopping centers’ country prime became stronger
by. 25%, as it currently stands at 5.75%. As for high street shops, on Váci Street it strengthened
by .5%, and stands at an average of 5%, while for Andrássy Boulevard a new development has
an estimated 5.75% yield. The out of town retail figures (mainly for retail parks) are somewhere
between EUR 9-10/sq.m/month with a 7.25% yield rate.
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With internet based possibilities making their way more and more into everyday life in the
households of Hungary, especially with specific government programmes to connect everyone,
e-commerce is enjoying an upward trend. While in 2013 3.4 million buyers made EUR 678
million, in 2016 these numbers soared to 4.6 million customers with a consumption of EUR
1334.4 million. This has made a huge impact on the income of online webshops: while in 2013
the share of total retail sales was 3.4%, in 2016 this rose to 5.2%.
This new era of the consumer has an impact on the retail sector as well. Smaller venue owners
go out of business, because they can’t keep up with the successful online retailers. On the other
hand these retailers are building huge warehouses and often opening stores to gain consumer
support and to enhance accessibility.
Right now there are no 3rd (nor a 4th) generation shopping centres in Hungary, although in the
last couple of years this technology-centric approach has been expanding rapidly globally.

zz Industrial / logistics market
Due to Hungary’s stable economic growth and slow expansion newcomers from western
and eastern markets have established themselves in the country. As has been the case
in all real estate markets Budapest fills a key role as a location for modern industrial and
logistics, with a total stock of 2.08 million sq.m. Due to ever-increasing demand from the
now established and developing automotive, pharmaceutical and high-tech based industries
Kecskemét, Debrecen, Győr, Székesfehérvár and Tatabánya – in addition to the capital – are
also amongst the main actors in the market segment. Of these cities the last three have a
total of around 1,500,000 sq.m of space.
In Q2 2018 the modern industrial / logistics stock in Hungary was estimated at being around
8.6 million sq m. Of this volume around 66% (5.5 million sq.m) comprised of built-to-own
establishments, while the remaining minority is developer-led space.
In 2017 there were quite a few developments in the market segment: a 23,070 sq.m building
was built for the German based Kühne & Nagel in the Inpark Páty logistics park, a 16,100
sq.m at the agglomeration city of Biatorbágy, a warehouse of 14,300 and 7,000 sq.m at the
East Gate Business Park and at the Szabadkikötő respectively.

The occupier demand in Q2 of 2018 was 59,740 sq m, which is 72% lower than the same
time for the previous year. Decreasing demand and a stall in new developments left the
vacancy rate at a 3.5%, which is a 7% decrease from Q1 2018. As of Q2 2018 73,740
sq.m of industrial space is available, which exceeds total demand. Examining the supply
side as it stands now in Budapest and in its 50 km radius there is currently no industrial
building that has a coherent 10,000 sq m or bigger leasable space. This is why new incomers
can only access establishments through build-to-suit. In 2018 the speculative stock will
start to develop, and in tandem with that major land transactions will take place for future
developments.
In Q2 of 2018 there were 18 transactions registered by the Budapest Research Forum, of
which only one reached a 10,000 sq.m threshold, averaging a 3,320 sq.m per deal.
In September 2017 the prime industrial rents in Budapest reached EUR 4/sq.m/month with
a yield of 7.5%. Rents are constantly rising in the capital, however in big towns such as
Debrecen, Miskolc and Székesfehérvár the numbers have stagnated with an average rental
fee of EUR 3.5/sq.m/month, and a varied yield from 8.75 to 9.25%. One of the exceptions
is Győr, where the industrial and logistics segment is very strong. In this town the numbers
are almost approaching those in Budapest, with a EUR 4/sq.m/month average rental fee, and
an 8.5% yield.
Source: BRF research
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zz Hotel market (and tourism overview)
Ever-growing positive reviews, word-to-mouth advertising in foreign countries and the
rising real wages in the country have made Hungary, and especially Budapest, major tourist
destinations. In 2017 the number of guests in commercial accommodation almost reached
the 12 million threshold with around 29.75 million guest nights. Hungary – at the end of July
of 2018 – had 98,557 rooms in 3,447 establishments with an average occupancy of 49.7%.
Approximately 50% of the guests come from foreign countries (mainly from Germany,
Austria and the CEE region) and their main destination is the capital city with 38.2% of the
total sum. The Lake Balaton region has the second (19.5%), and Western-Transdanubia has
the third biggest (10.9%) share of Hungary’s tourism, the three adding up to 68.6% of the
total.
This growth in tourism has greatly increased passenger volume, especially in the last 2-3
years. From 2016 to 2017 alone Ferenc Liszt International Airport recorded a 14.5 % increase
in passenger traffic, and in 2017 it exceeded 13 million passengers annually, and this figure
is forecast to exceed 14 million by 2020. With a 54% growth rate between 2013 and 2017,
Budapest’s air traffic development is one of the best in Europe, ahead of cities like Warsaw
or Prague. The increase in Hungary’s attraction has led to airlines expanding their routes
to Budapest and connecting them with other, well-known or developing destinations, the
number of which rose to 102, served by 41 different airlines. When the airport exceeded
the 10 million mark plans were implemented: a 3 star Ibis Hotel with 145 rooms is already
operational near the entrance of Terminal 2, and currently a multi-storey car park is being
constructed. Next to the increase in passengers, cargo traffic volumes went up by 39.1% in
just two years between 2015 and 2017.

Change in number of guests in commercial accomodations in

Change in number of guests in commercial
hungary accomodations in hungary
14,000,000
12,000,000
10,000,000
8,000,000
6,000,000
4,000,000
2,000,000
0

2011

2012

2013

2014

Inland tourist (person)

Foreign tourist (person)

Lake Balaton region

Western-Transdanubian region

commercial accomodation room
occupancy in hungary, 2017
50%

+ 3.0% y-o-y

2015

2016
Budapest

2017

Since 2017 six new hotels have opened, and one
had an extensive refurbishment and extension in
Budapest, and in addition to the Hotel Anna and
the Ibis Styles Budapest Airport Hotel, every new
development has been built to a 4* quality rating.
Outside of Budapest four 4* hotels have opened
in the Lake Balaton region with a total of 436
50%
rooms. Other than the capital and Lake Balaton
+ 3.0% y-o-y
Region the only other 4* quality hotel opened
in Debrecen. According to the Hungarian Hotel
and Restaurant Association there are five 5* (811
Total room capacity
dsa
rooms), eleven 4* (1,274 rooms) and four 3* (586
rooms) hotels in the pipeline due to be ready by
2020 in Budapest alone. Outside of the capital seven 4* hotels are in the pre-development
phase, and with a reconstruction of the old Krúdy Vigadó Nyíregyháza will have a 5* hotel
in its downtown area.
commercial accomodation room
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With rising demand it is forecast that by 2020 around 4,000 new hotel rooms will come onto
the Hungarian market.

|| Budapest and Central Hungary
The capital city’s hotels and other commercial accommodation attracted 52.3% more guests in
2017 than in 2011. Out of the 4.2 million who stayed at least one night, 3.5 million guests were
foreigners and only 575,000 came from domestic tourism. This number represents 36% of the
country’s total guests. In 2017 these visitors added up to more than 10 million guest nights in just
that year, which is one of the biggest numbers in the CEE region.
A combination of landmark buildings, cultural heritage, the vibrant nightlife, reasonable prices
and attractive, modern hotels are making Budapest one of the trendiest cities in Europe. In July
2018, 19,820 hotel rooms were available in Budapest, out of which 46.2% are 4* and 5* hotels.
These quality hotels are mainly located in the historical downtown, primarily District V, VI and VII,
with worldwide hotel-chains such as the Four Seasons, Marriott, Novotel, Hilton and Boscolo.
In these districts hotel room occupancy is way above the Budapest average at 79.5% for all
commercial accommodation.
Increasing awareness of Budapest in the European tourist market can be measured by its having
hosted such international and global events as last years’ 2017’s FINA World Championship, or
the fact that in the future it will be one of the host cities for the football EURO 2020, and the 52nd
Eucharistic World Congress.

|| The Lake Balaton Region
Lake Balaton is the country’s most well-known holiday and leisure region, with more than
180 settlements. It is Hungary’s second most attractive region next to the capital city, with
1.7 million guests per year in its commercial accommodation, with 5.7 million guest nights
in 2017. The region is mainly visited by domestic tourists, with only 22% of the total number
being foreign guests.
The region’s commercial accommodation stock varies from 4*-5* wellness and conference
hotels to small boarding houses, and holiday homes. The higher grade and quality hotels are
often connected to Central Europe’s largest lake, with an option to dock sailing boats. Every
year the lake hosts the Blue Ribbon, Europe’s longest round-the-lake competition.

|| Western Transdanubian Region
Having a 10.9% share of the tourist regions, this is one of the most developing regions in
the country. Almost 50% of its guests come from foreign countries, mainly from Western
Europe. The region benefits from the festivals and sport events in Sopron and Győr, and
the cultural and historical stock and the well-built infrastructure that links them to Lake
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zz Economic forecast for Hungary
The long-term outlook of the country, based on the internal and external research and reports,
is on a good path to grow or at least be stable. It is predicted that the real GDP growth rate
will increase by 4.4% in 2018, and it still has an optimistic forecast for 2019 (3.2%), while
unemployment rate stabilizes around 3.0 – 3.5%, with an inflation rate stagnating around
2.9-3.1%. On the labour market the shortages will generate a wage growth. In 2014 the
GDP per capita numbers once again went back to the pre-2008 era numbers, and is in an
upward tendency since.
The minimum wages will rise further in 2019, so does the real wages, but it will slowly
stabilize until 2020. With the interest rate rising up from 0.9% to 2%, the construction
output will slow down from the actual 30.7% to 3.56% till 2020.
Retail sales and consumer spending will be approximately the same as in 2017, with personal
savings rising and the households’ debt to income ration going down from the actual 39.39%
to 23.82% until 2020. The expansion of households’ consumption may gradually slow down
from 4.7% to 3.1 between 2017 and 2020. In 2017 investments grew by 16.8%, this rapid
increase is expected to decline to 0.7% in 2020.
The predictions and forecasts projects a slow, but stable growth for Hungary for the coming
years. However with the EU 2014-2020 multiannual financial framework programme coming
to an end, from 2021 changes and risks are on the horizon for the country and the governing
faction.
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(source: European Commission Summer 2018 Economic Forecast, OECD Economic Outlook 2018, National Bank of Hungary, Hungarian
Central Statistical Office)

