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Chapter 11
Innovation Opportunities  
in Hungarian Rural Development

Abstract: Acquiring new knowledge and competences is crucial in the success 
of individuals, enterprises, regions and countries, since knowledge may become 
obsolete very quickly. Besides technological development, innovation can be cha-
racterised by well organised, risk reducing systems and networks. Innovation in 
Hungarian rural development with the establishment of a knowledge-based, com-
petitive and successful rural economy is crucial. In Hungarian agriculture and 
rural development the market based innovation system building on endogenous 
resources is not operating. The innovation chain is narrow and underdeveloped, 
the majority of the innovations implemented in rural areas are small-scale and 
– without knowledge, equity and business relationships – are not viable. Agri-
cultural innovation development is the primary area of intervention to boost the 
competitiveness and value added of farms and food processing enterprises, the 
utilisation of renewable resources and ICT development. At the same time in rural 
development the establishment of partnerships aiming at innovation disseminati-
on can create the value added.
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Introduction

Innovation is a strategic field in the economic development of Hungary. In 
rural development the establishment of an innovation- and knowledge-based, 
competitive and successful rural economy is crucial. In order to improve the 
living conditions in rural areas, both exploitation of agricultural potentials and 
diversification of rural activities are needed. The innovation measures of the 
next rural development programme (2014-2020) are of the utmost importance 
for developing Hungarian rural areas and making them more viable. The paper 
identifying and analysing the innovation opportunities and potentials in Hun-
garian agriculture and rural development. 

The establishment of the innovation system requires the coordinated and har-
monised operation of the business based, technology oriented agricultural in-
novation model and the multifunctional rural development model built upon 
bottom-up initiatives and local partnerships. The foundations of a complex 
innovation system are provided by a transfer of knowledge that meets the 
needs of the innovation chain actors and the creation of an innovation strategy 
that has wide social acceptance, manages risks deriving from the introduction 
of novelties and considers the creation of social benefits (World Bank, 2006).

Discussions and results

Role of innovation

Theoretically, innovation is an important factor of economic development, 
and in some cases even of economic survival (Jarjabka and Lórándt, 2010). 
Acquiring new knowledge and competences is crucial in the success of in-
dividuals, enterprises, regions and countries, since knowledge may become 
obsolete very quickly. Besides technological development, innovation can be 
characterised by well organised, risk reducing systems and networks. Beyond 
the direct economic benefits of innovation, long term effects resulting in soci-
etal change and transformation are especially important. Owing to the strong 
competition and the low willingness to cooperate, innovation systems in Hun-
garian agriculture are undeveloped, little priority is attach ed to the research 
and training needs of farmers (Fieldsend and Székely, 2013).

International experience shows that the demonstration of good innovation 
practices constitutes one of the main tools of raising awareness and enhan-
cing dissemination (World Bank, 2012). Inclusivity might be intensified by 
increasing the number of participants in the innovation chain, new groups of 
society might be involved in developments, and unused capacities might be 
identified. International organisations that are well known in shaping innova-
tion policy also focus their interest on introducing and evaluating applicable 
solutions which can be recommended as good innovation practice for the rural 
population. These organisations see significant potential in linking research 



167and practical application, enhancing innovation capacity and cooperation, ap-
plying communication systems that provide better information flow and crea-
ting an innovation-friendly regulatory environment.

Innovation has not appeared  in EU policies as a direct criterion so far, but 
from 2014 the EU plans to put innovation at the heart of its policies. The ho-
rizontal priorities set for the next programming period will exert pressure on 
enterprises to innovate. Innovation performance in agriculture and rural deve-
lopment at the EU level is boosted by the EARDF which makes innovation 
and knowledge transfer its first priority and considers it to be a horizontal pri-
ority as well. Development aims at expanding the innovation chain, deepening 
the relationship and cooperation between its actors, improving the quality of 
education, and promoting innovation and experimental development. The aid 
intensity of innovation projects funded from the EARDF can even reach 100 
per cent regardless of the development level of the region. According to the 
plans funding for the first and second pillars will be complemented by further 
EUR 5.1 billion for research and innovation.

The European Union also will fulfil a catalysing role in the innovation pro-
cesses in the near future. It has a multilevel intervention system ranging  
from strategy formulation, supporting innovation investment and opera -
ting community level initiatives to acknowledging projects with outstan -
ding innovation performance [European Commission 2010]. EU agricu-
lture and rural development policy stimulating innovation also requires  
the expansion of innovation capacities, such as the modernisation of the  
Agricultural Knowledge and Information System (AKIS) originally deve-
loped to improve the acquisition of information by farmers. Greater inclu-
sion of farmers (by meeting their practical needs) and improved processes 
of innovation and dissemination activities of AKIS are necessary [ENRD 
2013]. Strengthening of the horizontal links between agricultural and rural 
innovation will be supported by the establishment of the European Inno -
vation Partnership.

Situation in Hungary

The overall innovation performance of Hungary is modest (Polereczki, 2012). 
While the proportion of corporate innovation expenditure (apart from R&D) 
decreased significantly (by 14 per cent), there were dynamic increases both 
in the sales of new products and services (6.8 per cent) and in the number of 
community trade marks (12.2 per cent). Besides its fragmentation, innovation 
institutions in Hungary can be characterised by a dominance of the public 
sector. At the national level innovation processes are coordinated by the mi-
nistries and their background institutions. At the regional level regional in-
novation agencies financed partly by the government and partly by their own 
business services play the coordinating role. Agricultural innovation is coordi-
nated by the Ministry of Rural Development. The institutional background of 
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168 R&D consists of government sponsored and commercial research institutions 
and university and college research centres. Regarding further participants 
of the innovation chain, the AKIS system, including training institutions, the 
network of village agronomi sts, the agricultural advisory network, and the 
Farm Information Service, undertakes knowledge transfer and implements 
R&D results.

In spite of the organised institutional system Hungary significantly lags be-
hind the EU in R&D, in entrepreneurial innovation and application, in the in-
novation performance of firms, and in relationship building between the inno-
vation actors. While in the EU-27 R&D expenditure accounts for 1.9 per cent 
of the GDP, in Hungary this proportion is 1.2 per cent (although increasing), 
and nearly half of it is concentrated in the Central Hungary (NUTS2) Region.  
In terms of innovation the only relative advantage is the quality of human 
resource avail able while theory-oriented research, occasional cooperation 
among the participants of the innovation chain, the lack of relationships bet-
ween the enterprises and an unstable financial background are among the 
weaknesses.

Besides innovative projects that boost the competitiveness and value added of 
farms and food processing enterprises, the utilisation of renewable resources 
and ICT development create development innovation opportunities in agricu-
ltural production. In rural development the partnerships aiming at innovation 
dissemination play a key role. As with the EU, to return to economic growth 
Hungary requires a consistently implemented innovation policy. While the 
activities of agro-input producer, distributor and integrator companies remain 
dominant concerning the most important innovation related investments, in 
Hungarian agriculture and rural development there is a significant innovation 
development potential in R&D, corporate innovation, education and training 
as well as in cooperation.

Innovation should be emphasized in education, training and extension.  
In order to create professionals open to innovation it is necessary to have 
up-to-date curricula, teachers  with links to Hungarian and international re-
search institutes and enterprises, technologically well-equipped training sites 
as well as demonstrations by professional experts. Synthesis and nurturing of 
good practices together with rural development partnerships contribute to the 
promotion of innovation. Innovators can also benefit since their methods and 
technologies can spread in an unprecedented scale.

Performance of innovative farms

OECD study (2013) states that innovation activity enhances the perfor-
mance of agriculture could be improved with younger and educated far -
mers entering the sector, development of the education and training system, 
and the allocation of support for investment with preference to innovati -
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169on and good practice dissemination. In addition to increasing the produc -
tivity of the advanced farmers the least profitable farms need to close up. 
Younger and educated farmers are more innovative, their economic perfor -
mance is higher, and their resource utilization is more efficient. The eco-
nomies of scale also apply , which could be associated to better manage -
ment skills. The share of young and educated farmers in Hungary is low , 
3.3%. Their potential for innovation is proven by their higher performance. 
On average farm leaders under 40 years with higher education use a quar-
ter more cultivated land, keep 20% more animals, and produce nearly 50 
percent more gross value added with 40% more labor input, as farmers 
older then 40 years without higher education in agriculture (Table 1).  
The benefits are higher at the larger corporate farms.

Table 1. Main characteristics of farms by age and education of farm leader

*Standard Output category (1 STE: under 2000 EUR, 2 STE: 2000-4000 EUR, etc);
** Young and educated farm leaders; *** Other farm leaders
Source: FADN, 2011

Internationally agreed factors which influence effectiveness were examined 
for the most successful farms in Hungary (Biró et al., 2013). The identi-
fied factors [Intensive farming (30.4%), Economies of scale (9.4%), Finan-
cial background (8.3%), Diversification (7.4%), Geographical conditions 
(6.9%), Innovativeness (6.5%)] explained 68.7% of the total variance. Ge-
neralizing the results of the best performing, innovative farms, more efficient 
resource utilization could be detected regarding labor, land and investments 
(Table 2).

Favorable market position of crop production has a positive ef fect on the in-
novation performance of mixed farms. At the same time (as an adjustment to 
unfavorable market environment) those livestock farms which lack the land 
for feed production save their costs and cut back on their investments (simi-
larly to the other farms).

Innovation O
pportunities in H

ungarian R
ural D

evelopm
ent

Average Economic 
Size group Land (UAA) Livestock Labour GWA/AWU 

hectare LU AWU (thousand 
HUF) 

Farms 
SO* 

YE** O*** YE O YE O YE O 
2-5 3.9 10.9 0.1 2.5 0.7 0.6 6133 3741 
5-8 4.0 17.9 3.3 4.3 1.1 0.7 1529 3709 
8< 65.4 51.4 8.0 12.1 2.1 1.5 9429 6912 

Private 
farms 

Total 18.0 25.5 2.2 6.0 1.1 0.9 7125 5367 
<8 - 16.1 - 9.5 - 0.8 - 4394
8< 341.0 141.1 115.7 34.7 8.2 4.5 10511 7085 Economic 

organization Total 341.0 111.9 115.7 28.8 8.2 3.7 10511 6942 
Total farms 34,8 27.9 8.1 6.6 1.4 1.0 8135 5521 
 



170 Table 2. Main features of innovative farms (%)*

Note: * total output based resource utilization compared to economic performance of non- 
innovative farms; ** innovative granivores holder type farm in the FADN sample could not 
be found ; *** Average age difference (years) compared to non-innovative farm leader; **** 
Level of education (up to 1-5 point system ) a difference between the leaders of the non-
innovative plants.
Source: FADN, 2012

Managers of innovative farms are usually younger than the leaders of the other 
farms though only in the case of arable and dairy farms do they possess higher 
qualifications as well. The overall Hungarian innovation activity is moderate 
but has a positive influence on farming efficiency, which can be further impro-
ved by diverting investments toward innovation through the support system.

Actors of the innovation chain

In Hungary the market based innovation system in agriculture and rural deve-
lopment is not operating. The innovation chain is narrow and underdeveloped, 
and the benefits of innovation are not recognised by the farmers themselves. 
To dete rmine the potential development tools for innovation in agriculture 
and rural development, innovation chain actors (15 pieces) were interviewed 
(Biro et al., 2013). Summarizing the expert interviews, it can be stated that 
for successful adaptation to the changing economic conditions the stimulation 
of public R&D activity considered the first step. Organizations taking part in 
knowledge transfer of innovations is not properly managing their activity, the 
majority of farmers are often not aware even of their existence. 

In the R&D funding a distinction should be made between scientific bre-
akthroughs and on the minor adaptive innovations. Private investors, banks 
only invest in matured innovations with prominent growth perspectives, avo-
iding the high-risk based experimental type research activities. In the agricul-
tural sector virtually no exploration of ideas, innovation management brokers 
exists, business risks of innovations at an early development stage not mana-
ged by seed capital funds or business angels. EU funds although have crea-
ted opportunities for improvement, but the projects are still insufficient and 
poorly structured. The competitive advantage encourages innovations. Key 
actors in the agricultural innovation are the businesses, which is predominant-
ly based on new product or technology . Strong relationship exist in terms of 
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Farm type** 
milking ruminant Denomination arable horticulture stock holder mixed 

Labour use 123.4 114.7 105.8 104.4 70.3
Utilised agricultural area 139.8 191.2 - - 97.7
Animal - - 86.8 65.1 135.9
Gross investment 118.3 136.8 72.3 89.9 151.0
Farmer age*** -0.5 -4.3 -5.0 14.0 -6.3
Farmer education**** 0.5 -0.7 0.3 -1.4 -0.3
 



171innovation and the provision of concentrated sales of products. Agricultural 
businesses connections with international trade have preference to apply high-
level technologies.

More effective dissemination of innovation is also neede d since in spite of 
the favourable performance of agriculture, its productivity is only half of the 
average of the ‘old’ Member States. In Hungary agriculture has a 1% share in 
R&D expenditure and its innovation performance is low. Knowledge transfer 
institutions without local links play a minor role in innovation knowledge 
transfer. Within the agricultural sector agro-input producers and distributors 
with foreign parent companies and which market their own products benefit 
almost exclusively from innovation dissemination.

Conclusions

In agriculture and rural development enhancing R&D provides a basis for  
a successful adjustment to the rapidly changing economic conditions. Incre-
asing the performance of innovators may stimulate growth even under more 
difficult economic circumstances. Strengthening the innovation approach and 
knowledge in education and training will bear its fruit since entrepreneurship 
and job creation are interdependent with knowledge and innovation and they 
stimulate each other. Extending knowledge transfer by developing the disse-
mination process can further innovation. 

Regarding the enhancement of innovation in agriculture and rural develop -
ment the government has a primary role to intervene in those strategic and 
public areas where innovation does not proceed by itself at a satisfactory rate. 
R&D institutions should be encouraged to narrow the gap between science 
and practice, by the practical application of their research results. They should 
build a relationship and establish mutual trust with the farmers. In order to 
provide results that demonstrate the economic, environmental and social be-
nefits of the practical application of innovation, research should be conducted 
within research networks.

Innovation should be emphasised in education, training and extension. In 
order to create professionals open to innovation it is necessary to have up-
to-date curricula, teachers with links to Hungarian and international research 
institutes and enterprises, technologically well-equipped training sites as well 
as demonstrations by professional experts. Synthesis and nurturing of good 
practices together with rural development partnerships contribute to the pro-
motion of innovation. Innovators can also benefit since their methods and 
technologies can spread in an unprecedented scale.

Agricultural knowledge transfer can be stimulated through the AKIS and 
through producer co-operations by disseminating the novelties among the 
members. The innovative activities of industrial clusters cover the process 
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172 from sharing information to generating a joint new innovation. Besides good 
governance, innovation capacity of agricultural and rural areas can be incre -
ased by accession to social networks; in this way innovation can become part 
of society’s culture.

In rural development the establishment of partnerships aiming at innovation 
dissemination can create the value added. Innovation in Hungarian agriculture 
and rural development needs systematisation and expansion of the innovation 
chain, while dissemination of innovation requires the promotion of innovation 
results and awareness-raising. Assessment and evaluation of the practice of 
innovation can be the future research direction
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