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F Like lightning out of the blue; 
this is how everyone felt about 
the big announcement last 

November that the corporate income 
tax rate would be reduced to 9% from 
January. The government cut a tax rate 
that did not really hurt many: small 
businesses just applied the lower, 10% 
rate; big ones, including multinationals, 
were often subject to the higher, 19% 
rate, but could either mitigate the 
effective tax with significant credits (by 
70-80%), or simply paid it no heed as a 
below-the-line item. Being an external 
factor, the corporate tax is beyond the 
control of the management and plays a 
marginal or even a non-existent role in 
influencing share prices or management 
incentives.

So what was the goal then? More 
revenues? Not really. Tax revenues are 
expected to drop by HUF 145 billion 
as a result. More jobs? Maybe, but the 
reduction of employer’s wage taxes 
would have been a more efficient way. 
Higher value added? Probably, but 
value added is much more driven by 
the availability (or non-availability) of 
other factors, such as infrastructure, 
skilled human resources, the degree of 
bureaucracy, etc.

But before burying the measure 
completely, let us take a look at the 
other side. The announcement was 
extraordinary, indeed. The news about 
an EU and OECD member state (and not 
a sunny little island!) where all taxpayers 
shall pay such a small amount of tax 
spread like wildfire in the international 
financial world. Hungary is not like 
Malta or Luxemburg, where, due to the 
low population, real local production 
or service activity does not exist, thus 
these countries are rather used to 
facilitate internationally mobile services 
(and foreign tax authorities treat them 
accordingly as a result). Hungary is a 
moderately populated EU member state 
like Austria, Sweden or Czech Republic. 
There are only eight member states 
with significantly more inhabitants; so 
Hungary itself is an important economic 
player. Further, this is not a hidden 
privilege to a small circle of companies, 
there is no need to apologize to Brussels 
(who has by the way a number of 
disputes with Hungary on state aid). 

And truly, HUF 145 bln is not the end 
of the world. This is only 20% of the 
2016 corporate tax revenues and 1.35 
% of the state revenues in total. So 
it could be a really good investment 
if, as a consequence, Hungary is seen 
internationally as a low-tax environment 

– let us not forget about the flat 15% 
personal income tax rate, either.   

Some countries may not welcome 
Hungary’s 9% tax rate however. A 
number of OECD countries do not 
treat dividends as exempt from taxes 
if the tax rate is too low in the source 
country. As a result, the group’s overall 
tax burden can be even higher than if 
everything had remained unchanged. 
Some multinational companies will 
be forced, at best, to transform their 
shareholding structure or, at worse, to 
move their activities somewhere else. 
Due to the sudden and surprise-like 
nature of the announcement, it seems 
unlikely that anyone has assessed the 
impact of this before the announcement. 
Another, rather odd, negative impact 
could be that deferred tax assets made 
for tax losses or tax allowances to be 
utilized in the coming years will need 
to be written off. Although this is more 
a matter of financial reporting rather 
than a cash flow issue, it might have an 
adverse effect in the short-term.

In the absence of impact studies, 
we can only guess what the actual 
effects will be. My opinion is that the 
end result will be a somewhat positive, 
but… Reducing the corporate tax rate 
would have provided a once in a lifetime 
opportunity to develop a state and 
regional tax rate instead of the local 
business tax system. Because local 
business tax, in fact, is a problem. It 
is an above-the line item, it distorts 
and hinders competition and it helps 
the underdeveloped regions less than 
the developed ones, so it is also unfair. 
Hungary, for almost 30 years, has been 
unable to break out of the trap of the 
local business tax. It may be time to do 
something about that as well.

About OrienTax
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growing and independent tax firm. We 
have a team of 17 tax professionals and 
serve more than 100 clients. Our experts 
have gained their experience at Big4 firms 
or the Hungarian national tax authority. 
Our clients are major players in their 
industries.
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EXPERT OPINION

Why 9%?

From January 1, the calculation of 
the VAT rate to be applied to food 
and drink products sold at restaurants 
or by hospitality service providers 
undoubtedly became more complicated. 
Different VAT rates are to be applied 
if the order is consumed on the spot or 
taken away, if cereal can be found in 
the food, or whether milk is used in the 
drink, just to mention a few. Changes are 
hard to accept in general, and the market 
seemed initially to be in shock about how 
to keep up with the new regulations.

“The regulations themselves are not 
complicated, but their understanding 
can take some time, as was especially 
experienced in the case of smaller 
hospitality service providers,” 
László Könnyid, vice president of 
the Hungarian Hotel and Restaurant 
Association (HHRA), tells the Budapest 
Business Journal. “Another difficulty that 
arose was that some cash register service 
providers issued software updates 
relatively late, right before the turn of the 
year, and business owners were met with 
difficulties in getting prepared for the 
changes.”

But it seems restaurants and caterers 
have come to terms with the changed 
environment over the past three weeks, 
a fact helped by the National Tax 
and Customs Administration (NAV) 
publishing an FAQ sheet. “All in all, 
the system is truly complicated, and its 

fine-tuning is expected to take place 
this year, through the negotiations 
of professional organizations and the 
Ministry for National Economy. Based 
on the experiences of the past three 
weeks, it can be concluded, that not 
only computers have been able to adjust 
to the new system, but also the minds 
of the personnel involved,” Könnyid 
explains.

Benefiting the Market
No direct changes are expected to 
shake the market as a result of the 
changes, though. Consumer prices are 
predicted to stay unchanged, as any 
surplus generated by lower VAT rates is 
expected to be invested into increased 
wages and improved equipment. The 
quality of the hospitality market should 
improve as a result.

Additionally, the changes are now 
seen as likely to help all market players. 
“The recent steps clearly have been 
positively received by the market, as the 
labor shortage generating pressure to 
increase wages have been a burden for 
companies, and now they can gain some 
resources,” Könnyid believes. He adds 
that players in the sector are equally 
interested in boosting competitiveness, 
as demand for such has risen for both 
domestic and foreign tourists.

Although after the new regulations came 
into effect, news reports suggested that 
IKEA had stopped take-away services at 
its Hungarian stores rather than have to 
deal with the complicated VAT calculations 
required, other market players are not 
expected to follow suit. “I do not believe 
that take-away services will be halted en 
masse, as in many of the cases, 20-30% of 
the traffic is generated this way,” Könnyid 
forecasts. He sees a likelihood that, in the 
case of some businesses, where take-aways 
contribute insignificant revenues, such 
services might be terminated, but it will not 
become a characteristic of the market.

 

“All in all, the system is 
truly complicated, and its 
fine-tuning is expected 
to take place this year, 
through the negotiations 
of professional 
organizations and the 
Ministry for National 
Economy. Based on the 
experiences of the past 
three weeks, it can be 
concluded, that not only 

computers have been 
able to adjust to the new 
system, but the minds of 
the personnel involved.”

VAT Changes on Takeouts 
a Tempest in a Teacup

Restaurants and 
hospitality service 
providers in 
Hungary seemed to 
be operating under 
near hysteria at the 
turn of the year as 
the new regulatory 
environment made 
the calculation of 
VAT rates for sold 
food and drinks 
more complicated. 
However, with three 
weeks passed and 
the apparent settling 
of the tempest in a 
teapot, restaurants 
now seem to have 
adjusted to the new 
rules. 
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