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Introduction
policy. Secondly, in addition to Hungarian sources of
R&D funding, co-financed EU funds of approximately
HUF 750 billion are available for R&D for the period
2015-2020 – of which, however, an amount of HUF 200
billion will be repayable. Thirdly, the corporate and nonprofit sectors are greatly encouraged to have extended,
direct access to EU funds (H2020). The relative abundance of funds may lead to the maximised use of funds,
however, thereby providing support to less justifiable
research and development projects.
These circumstances pose new challenges that companies and political decision makers need to prepare
for. Cooperation between those entities must be
strengthened so that the 1.8% of GDP proportionate
R&D spending for 2020, along with the dominance of
corporate R&D spending, can be implemented. What
is of paramount importance, however is to be undertaking R&D projects with high added value that could
demonstrably contribute to the sustainable growth of
the economy.
This is the fifth time that Deloitte Hungary’s R&D and
Government Incentives service line has published its
annual Corporate R&D Report. Since last year’s report,
corporate R&D activities in Hungary have been affected
by a number of important changes.
First, the National Research, Development and
Innovation Office (NKFIH) was established on 1 January
2015 to coordinate R&D policies and, to a large extent,
R&D funds, and in practice became partly responsible for
coordinating respective law-making, thereby facilitating
a transparent and coordinated regulatory and subsidy
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Findings
R&D expenditure
25% of respondents reported that they had no R&D
expenditure in the past year. We see two reasons for
why this might be the case. Either the company does
not indeed spend any money on research and development, or they do have some R&D expenditure but are
unaware that these expenses would qualify as such.
In total, as in the previous year, about half (46.4%) of
companies either reported they had no R&D expenditure
or R&D expenditure below 1% of annual sales revenue.
Nonetheless this year the proportion of those within
these two categories who did not spend on R&D at all
was significantly higher (25%) compared to last year
(17.8%).

This implies that companies that spent a small amount
on R&D last year may not have any such expenditure by
this year, which represents a mild erosion in these lower
categories.
It is also interesting to observe that in the top categories this year, the proportion of companies with R&D
expenditure of greater than 10% of sales revenue has
increased compared to last year as opposed to those
spending between 5% and 10%. This result warns of
an even more glaring disparity among companies in
Hungary – the greatest number of respondents either
spend a lot on R&D or have no such expenditure at all.
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to the above, about 85% of companies plan to keep
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that almost 60% of
respondents plan 15.6%
to increase R&D expenditure in
the medium-term (3-5 years), whereas less than 50% of
respondents reported such
plans last year. At the same
17.9%
13.3%
time, the proportion
of companies expecting their
R&D expenditure to decrease or those that do not plan
any R&D expenditure at all has dropped compared
to the previous two years. Based on these results
it appears that companies’ willingness to invest in R&D
is still promising in the medium-term as opposed to
the current situation and in the short-term.
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Looking back on survey results from over the past five
years, we note that external factors affecting companies’ R&D spending are becoming less impactful – but
essentially the same external factors are singled out
each year, even to a lesser degree. This year the external
factors that are most responsible for shaping the R&D
spending of companies include the availability of duly
skilled and experienced researchers, the availability of
various funding options, as well as good working relationships and cooperation with universities and research
institutions. The factors with the least influence include
the protection of Intellectual Property and funding
for related procedures (including the costs of patent
protection), as well as the availability of industry and
competitors’ R&D data.
When it comes to the protection of Intellectual Property
and know-how, two thirds of respondents (66.1%)
focus on the confidentiality policy while 25% are actually not doing anything to ensure such protection at all.
It is surprising that a regional comparison reveals that
the proportion of those companies not using any tools
to protect Intellectual Property is insignificant compared
to Hungarian companies, except for the Baltic countries.
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Grants and tax incentives
Compared to previous years, the proportion of companies reporting that they have no R&D projects eligible
for R&D tax incentives is surprisingly high (39.9%). At
the same time only 25% of respondents said that they
had no R&D expenses last year. This disparity makes
evident that there are companies that do spend on R&D
but believe that their R&D projects are not eligible for
a tax base incentive.
Additionally, about 25% of respondents claimed that
they do not know what may qualify as R&D. This is
strange because since our 2013 report – likely as a result
of the R&D classification procedures of the Hungarian
Intellectual Property Office (HIPO) as of February 2012
– the proportion of respondents unfamiliar with R&D
classification has decreased. A sizable number of companies are either still unfamiliar with R&D classification, or
for some reason do not use R&D classification methods.
Among those who are not familiar with R&D classification, the proportion of those who cannot appropriately
justify eligible costs is significantly decreasing. Further,
the methods for managing R&D classification risks and tax
rules pertaining to R&D expenses have become clearer to
respondents compared to previous years. Respondents
familiar with R&D classification are ever more conscious in
managing their R&D classification risks.
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Dilemmas of the current R&D incentive system
In this year’s survey we asked companies for the first
time what they thought was the greatest obstacle
in the current system of R&D grants and incentives.
According to respondents, the greatest challenge is
to identify those activities which are eligible for R&D
grants or incentives. This is closely followed by the lack
Yes
4.8% of grants and tax incenof clarity in the
assessment
tives by the competent
authorities. These two factors
No 95.2%
were together cited by about 70% of respondents.
Among the other factors, companies found the separate
recording of R&D costs (3.8%) and the lack of clear rules
for calculating them (11.3%) less problematic.

17.8%

Cooperation with external organisations in R&D
projects
According to the survey, 40% of companies cooperate with third parties (outside the company group)
to receive a grant or to increase the intensity of
the grant. This implies that, unfortunately, in many
tenders companies feel forced to cooperate with third
Yes 44.2%
parties. As a result the proportion of consortia and
55.8%
non-consortia focusedNo
tender
calls are misjudged,
and companies need to form consortia even when
the project nature would not require them to do so.
Thus it is more likely that, on the one hand, grants are
not spent on the most useful projects, and on the other
hand the implementation risk is higher as companies
whose cooperation is not required for the project’s
success are involved simply to secure the grant.

Key problems of the current R&D incentive system

3.8%

Identifying the activities that meet the R&D requirements
for requesting a subsidy or a tax deduction

11.3%

Lack of tax clarity in the assessment of subsidies or tax
deductions by tax or other authorities
Other
15.1%

37.7%

Unclear guidelines on the conditions of the eligibility
of the costs and their calculation
Keeping track of costs separately

32.1%

4.4%
11.1%
22.2%

Yes 5.4%
No 94.6%

2.2%

15.6%
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Financial instruments (repayable aid)
Approximately HUF 200 billion of EU R&D funds
between 2014 and 2020 will be made available in
the form of so-called financial instruments (i.e. loans at
preferential interest rates, guarantees, etc.). Financial
instruments for R&D projects may become less attractive
for a large number of companies than R&D cash grants
and could strongly influence the willingness of many
companies to apply for EU funds.
About 25% of respondents would not apply at all
if the R&D subsidy would have to be partly or fully
repaid. It would be especially discouraging for potential
applicants if repayment depended on the volume of
income deriving from the project or the date of such
income. Similarly, repayment should not depend upon
the successful completion of the project, as in the case
of an R&D project the targeted goal may not always be
achieved. Financial instruments must therefore be very
well planned for R&D projects, as the repayable nature
of such subsidies would significantly affect companies’
willingness to apply. This is especially true knowing that
the amount of funds for research and development is
expected to grow considerably compared to 2007-2013,
and that a great part of these funds will target smalland medium-sized enterprises who may be even less
willing to apply if part or the full amount will need to
be repaid in the future. For these reasons it appears that
the absorption of R&D funds could be imperilled even
further.
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Experience of ex post R&D qualification
At the beginning of 2014, the Hungarian Intellectual
Property Office (HIPO) confirmed that, in addition
to the qualification of future R&D projects that is
binding on all Hungarian authorities, at the request of
companies it would also assess completed or ongoing
R&D projects or parts of projects in return for a fee in
the context of an expert opinion (so-called “ex post
R&D qualification”). Although ex post R&D qualification
is not binding on other authorities, in practice the tax
authority accepts the expert opinion of HIPO. In 2014,
HIPO have probably issued more expert opinions as part
of ex post R&D qualification than qualification decisions for future R&D projects. Against this background,
only 5.4% of respondents reported that they used this
opportunity. Although all respondents in this group
found the quality of HIPO’s opinion to be appropriate,
this result is not significant considering the fact that
95% of respondents did not use ex post R&D qualification at all.
Slightly more than 10% of companies did not opt for
ex post R&D qualification because they were convinced
that their respective projects are R&D projects.
Nonetheless the survey primarily revealed that half
of respondents did not use ex post R&D qualification
as they did not know about it, or because they found
the project-based R&D qualification unreasonable given
their high number of R&D projects. It is clear that the ex
post R&D qualification should be explained and communicated better to companies in the future, and that
a solution should be offered for the treatment of a large
number of minor projects (even if a practical solution for
the latter problem does exist).

11.3%

3.8%

15.1%
11.3%

15.1%

37.7%

37.7%

32.1%

32.1%

Popularity and use of ex post R&D qualification
Did you request expert opinion
for past projects/project parts?

If you did not request expert opinion,
then what was the reason for this?
4.4%
4.4%
22.2%

22.2%

11.1%

11.1%

2.2%

2.2%

5.4%
YesYes
5.4%
No 94.6%
No 94.6%

15.6%

15.6%

44.4%

44.4%

I already had an R&D qualification decision from HIPO
for the same R&D project
The R&D nature of my project(s) is unquestionable
and, therefore, I did not deem it necessary to request
an expert opinion for this/these project(s)
I do not trust the expert opinion issued by the HIPO
It is unreasonable to have each project qualified as R&D
or non-R&D due to the high number of my projects
I was not aware of the possibility to request
expert opinion
Other
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Regional perspective
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Partner’s Foreword
In this report, which analyses the responses to Deloitte’s
annual survey on corporate R&D in Central Europe,
we present some of the obstacles that are impeding
the private sector from investing higher amounts into
R&D activities. Our findings show that these primarily
include the uncertainty of tax and other authorities
surrounding their assessments of subsidies and tax
deductions, as well as their uncertain attitude in defining
the activities that meet the requirements for being
granted a subsidy or a tax deduction. We hope that
identifying these drawbacks will serve as an impulse for
state authorities and other institutions responsible for
determining the conditions of efficient R&D support to
implement the changes sought by the private sector and
thereby stimulate R&D investment.
Investments in research and development are an indisputable driving force behind long-term economic
growth. Empirical analyses show that when comparing
EU states, well-functioning economies invest a significantly higher percentage of GDP in research and
development.
The advantage of comparatively cheap labour in Central
Europe is to a certain extent negatively offset by their
considerably lower expenditure on R&D. It is precisely
these countries that should significantly increase their
investments using one of the various possibilities of R&D
support, in particular by stimulating the private sector,
which tends to have a dominant position in terms of
R&D funding in most advanced countries. The most
basic forms of supporting corporate investments in
R&D are direct support through subsidies and indirect
support through tax incentives. There is no single globally-applied model for the allocation of support between
these two forms. However, an analysis of the historical
development of the forms of support demonstrates
that successful economies tend to show an increasing
preference for tax tools, dominant in countries such
as South Korea and Japan, while Germany, Finland and
Switzerland prefer direct support.

One positive development arising from the responses
to our R&D survey is that we may expect a continuing
growth trend in R&D support in the coming years. This
trend should also be promoted by the new 2014-2020
programming period, which forms the legislative base
for gaining subsidies from EU structural and investment
funds.
I would also like to take this opportunity to thank
all the companies that gave their time in completing
the questionnaire so that we could share the results
of this survey. I believe the results of this survey will be
an interesting source of information for you and will
serve as an impetus for implementing changes that lead
to economic growth and a more efficient system of
supporting research and development activities across
Central Europe.

Luděk Hanáček
Partner
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Macroeconomic view
Investments in research and development are a necessary ingredient in every recipe for long-term economic
growth. These recipes are supported both by theory
and practice. Economic growth models, from the basic
model by Robert Solow to modern theories, state
that increasing the productivity of production factors
is the key driving force behind long-term economic
growth. The way to increase productivity is through
innovation driven by research and development.
The relationship between economic growth and investments in research and development is not trivial, but it is
certainly a positive one.
Empirical evidence supports this conclusion, whether we
look at the numerous scientific studies or just compare
the statistics. Scandinavian countries and Germany
are generally considered examples of well-functioning
economies and it is no coincidence that these countries invest significantly larger amounts in R&D than
other European states do. In the European Union, 2%
of GDP has been the average investment in R&D over
the past few years. By way of comparison, in Germany
this expenditure is close to 3% of GDP, while Finland,
Sweden and Denmark are all above the 3% level. On
a global scale, the leaders in the field of R&D include
– in addition to the Scandinavian countries – Japan,
South Korea and Switzerland, where investments in R&D
exceed 3% of GDP.
Central European countries, meanwhile, spend significantly less on R&D investments on a national scale.
In most of the countries belonging to this region,
investments in R&D do not exceed 1% of GDP (with
the exception of Slovenia, where this expenditure
amounts to 2.6% of GDP). The advantage of comparatively cheaper labour in Central Europe is exhausted with
the gradual economic convergence towards the level of
advanced countries. If these countries want to maintain
their solid dynamics in economic growth, they will have
to invest more in research and development.

The basic means of supporting corporate investments in
R&D are either direct support through subsidies or indirect support through tax incentives. There is no universal
model for the allocation of support between these two
forms around the world. For example, Germany, Finland
and Sweden rely exclusively on direct support through
subsidies, while Korea and Japan use tax incentives
as the main tool for supporting corporate investments
in R&D. However, a glance back at history shows that
the number of countries using tax incentives as a means
of stimulating investments in R&D has been continually
increasing. In the Czech Republic, 74% of the public
support of corporate investments in R&D is represented
by tax incentives and 26% by direct subsidies.
The volume of corporate investments benefiting from
either direct or indirect support could be higher,
but there are certain factors impeding this potential
increase. Our survey shows that companies mostly fear
the uncertainty of tax or other authorities in assessing
subsidies and tax deductions. Some companies also
complain that the process of gaining subsidies is too
bureaucratic and overly complicated.
Investments in R&D will become increasingly more
important for the countries of Central Europe in
the years to come. It would therefore be advisable to
minimise, if not remove, the obstacles mentioned above
– ideally to intensify the support of corporate investments in R&D and promote its use.

David Marek
Director, Czech Republic, FAS
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The importance of research and development
for the CE economies in the future

The long-term growth of most European economies
will be affected by continuing demographic trends.
Population ageing will diminish the available labor force
and can affect labor productivity as well. Other drivers
of the economic growth seen over the last two decades
have also faded recently. The pace of globalization,
as measured by growth in the volume of world trade,
has slowed down, and BRIC countries have lost steam
and face a growing number of structural problems.
The positive effect of the transition of the Central
European countries to market economies and their
accession to the EU is fading away, and the burden of
further financial regulation in the aftermath of the global
financial crisis weighs on GDP growth.
The key question now is how to find a new engine
for economic growth in coming years. The answer is
not difficult: economic theories as well as analysis of
the long-term time series suggest that the ultimate
factor driving the growth of production and increase in
living standards is an increase in productivity as achieved
by innovation.
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Innovation can be achieved in a number of ways,
South Korea
including learning by doing, imitation, or recombining
Sweden
existing knowledge. The most promising approach,
Japan
however,
is research – which is why the importance of
Finland
R&D for
long-term growth is indisputable.
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Empirical data supports this conclusion. Successful
countries like the United States, Germany, South Korea
or Scandinavian countries invest significant amount
of resources in R&D. Central European countries,

meanwhile, are lagging behind. In last two decades,
countries in Central Europe have focused on investment
into production facilities in order to replace inefficient
and obsolete equipment in the manufacturing sector
inherited from the era of the centrally planned economy.
The next
to increase investment in
3% logical step is4%
generating new ideas, technologies, work processes and
move towards a more knowledge-intensive economy
as in the case of successful developed markets.

Structure of R&D funding (2013)
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There is no universal recipe for how to finance
R&D. While basic research is likely to be financed by
the government, development is often funded by
the corporate sector. It seems then to be reasonable
to rely on a diversified mix of sources for funding R&D.
Governments have to secure enough resources for direct
financing of R&D and at the same time to stimulate
business spending on R&D projects through subsidies
and tax incentives.

Governments in Central Europe looking for ways
to improve the volume and effectiveness of their
economies’ R&D spending – and to forge a path
to a knowledge-intensive economy in the model of
successful developed economies – need to consider
taking the following steps:

As government budgets in most European countries
suffer from long-term structural deficits, an increase in
R&D spending will have to be offset by expenditure cuts
elsewhere in public budgets or the government will have
to rely more on private sources and, thereby, increase
the motivation of companies to do so. Tax incentives are
an example of this approach.

•• Increase the priority of R&D support in the portfolio of government policies.

Sufficient funding is a necessary condition for successful
and fruitful R&D. However, pouring money into R&D
may not be enough. It is necessary to convert R&D
expenditures into results that are useful and applicable
in the real world. There are significant differences
between countries in the efficiency of their R&D
spending as measured by the ratio of patents issued
by the European Patent Office and the volume of R&D
expenditure. In the case of Central European countries,
it appears that the potential positive impact of R&D is
limited not only by a relatively small volume of expenditures but also by their low effectiveness.

•• Increase the volume of overall R&D spending.
Set targets for R&D intensity as recommended by
the European Commission (3% of GDP or more).

•• Engage in R&D that firms themselves are unlikely to
undertake, and secure sufficient resources for expenditures in the area of basic research.
•• Encourage business R&D expenditures through
a mix of financial tools. Both direct support and
tax incentives are important, and both should be
considered as complementary rather than competing
elements of R&D policy.
•• Increase the efficiency of R&D expenditure.
Direct support tools should be based on competitive, objective and transparent criteria. Tax incentives
should be subject to regular systematic evaluation of
the targeting, design and scope of eligibility to ensure
they remain appropriate for market conditions.
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Number of patents by EPO per billion euro of R&D expenditures (2012)
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Key findings

• The most important factors impacting companies’ decision-making

on increasing R&D expenditure are unchanged from last year:
the availability of more types of benefits (75%) and the availability of
skilled and experienced researchers (71%).

• Central European companies are generally planning to increase their
investments into R&D, both in the short-term and the long-term,
as compared to 2014.However, the situation in each country is
different.
• Companies in CE region most often protect their know-how by using
a company secrets policy (67%), trademarks (38%) or patents and
utility designs (37%). The least popular form of protection is industrial
design. These findings are comparable with previous year.
• Nearly a third (32%) of companies consider the identification of
activities that meet the conditions of R&D for the purposes of
subsidies or tax deductions to be the biggest problem in the R&D
support system, and a quarter (27%) of companies noted that
the tax uncertainty of tax and other authorities in assessing subsidies
and tax deductions was the greatest obstacle. These findings may
mean that the R&D support system is becoming unclear.
• 66% of companies are collaborating with research units and
strengthening the cooperation between business and science.
However, the possibility of cooperating with universities/research
institutes is still highly appreciated and desirable in R&D activities.
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Analysis
The fourth edition of Deloitte’s annual survey focusing
on corporate sentiment and plans about research and
development was conducted in eleven Central European
countries (Bulgaria, Croatia, the Czech Republic, Estonia,
Hungary, Latvia, Lithuania, Poland, Romania, Slovakia
and Slovenia) with a total of 411 participants.

The comparison of planned R&D investments in
the short-term (1 to 2 years) and in the long-term (3
to 5 years) generated similar responses from most
companies. It is interesting to note that only companies
in the Baltics are planning to decrease R&D investments
in the long-term horizon (48% of respondents). Most
companies in the remaining countries reported that
they were planning to increase their investments both
in the short-term and in the long-term as compared to
2014.

This year’s survey confirms the willingness of companies across Central Europe to invest more into R&D,
which may be connected to the new program period of
EU funds (2014 - 2020). Some countries also recently
adopted new tools for the support of R&D investment,
such as a new tax deduction offered in Slovakia, which
may have impacted companies’ views. Finally, a willingness to invest more into R&D can be also related to
the general economic recovery across the region.

The outlook of respondents generally indicates a positive forecast for the economic situation of companies in
the region.

Company Investments in R&D in following 3-5 years
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Companies’ R&D Policies and Intellectual Property
/ Know-How Protection
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This year, only 11% of companies from all the countries surveyed stated that they do not use any form of
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protection of their Intellectual Property / know-how.
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Significantly above average in having no policy are
companies from Hungary (25%) and the Baltic countries
40%
(14%). These responses demonstrate that the protection
30%
of internal know-how is becoming increasingly important for companies.

Companies most often protect their know-how by using
a company secrets policy (67%), trademarks (38%) or
patents and utility designs (37%). The least popular form
of protection is industrial design.
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Key factors influencing R&D spending
When asked to what extent and which select external
factors would influence an increase in R&D spending
in the coming 1-2 years, companies reported that
the availability of more types of benefits (75%) and
the availability of skilled and experienced researchers
(71%) were most important. The shortage of qualified and experienced workers, especially in technical
fields, is visible in all the countries in which the survey
was conducted. It is also worth noting that companies
consider the costs of these employees to be of less
importance in making decisions to increase investments
in R&D (65%).

The factors that companies considered the least
important, on the other hand, were the possibility of
co-financing the costs of IP protection procedures and
the protection of intellectual property rights.
Is it important to mention that tools available to support
R&D could vary in each country across Central Europe
– grants are implemented in all countries, but R&D tax
deductions are common only in some countries and are
not available at all in Poland, for example. In addition,
the level of R&D tax deduction can be different: Slovakia
allows companies to deduct 25% of R&D spending,
the Czech Republic allows 100%, and Latvia allows
300%.

This year’s results thus fully correspond with the findings
of surveys from the previous two years, when companies also considered the availability of more types of
incentives to be the most important factor.

To what extent would the external factors mentioned below influence the increase of your R&D spending
in the coming 1-2 years?
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Most Serious Problem in the Current System of
R&D Support and usage of R&D Grants and Tax
Incentives
0%
10%
20%
When asked to identify the most serious problem in
the current system of R&D support (both among subsidies and tax deductions), the largest share of companies
(32%) singled out identifying those activities that meet
the R&D requirements for requesting a subsidy or
a tax deduction. Just over a quarter (27%) of companies chose the lack of tax clarity in the assessment of
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The part of the survey that was aimed at mapping
companies’ attitudes to R&D support tools (such as tax
deductions
and
investment
incentives)
showed that
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70%27%
of companies are familiar with the topic. The survey also
confirmed that although companies are familiar with
the issue, they are often not sure which activities belong
to the R&D field and how they should define it (29%).

80%

When mapping companies’ attitudes to subsidies,
it turned out that, as in the case of tax deductions
and investment incentives, 17% of companies are not
familiar with the issue. Most companies claimed they
were familiar with the topic but did not have enough
resources to monitor these opportunities and apply
for the relevant subsidies (25%). However, 29% of
companies are familiar with subsidies and also make use
of them (this proportion is particularly high in the Czech
Republic – where 56% of companies reported this – and
far below
average
in Poland
and
Slovenia).
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What is the most serious problem in the current system of R&D support?

Identifying the activities that meet the R&D requirements for requesting a subsidy or a tax deduction
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Lack of tax clarity in the assessment of subsidies or tax deductions by tax or other authorities

27%
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Keeping track of costs separately
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Cooperation with third parties while carrying out
R&D projects
This year’s survey again confirmed that the majority of
companies (66%) cooperate with a third party when
implementing R&D projects.
The main reason cited by companies for cooperating
with a third party is that cooperation is necessary
for completing a specific R&D project (77%). A less
commonly stated reason was that cooperation with
a third party was one of the requirements for being
granted a subsidy or that cooperation presented
a possibility of gaining access to more subsidy funds for
the given project.

The main reason identified by companies for not cooperating with a third party when delivering R&D projects
was the existence of the company’s own R&D centre
(41%). The proportion of companies with their own
R&D centre has slightly dropped in comparison with last
year and highlights the fact that the availability of skilled
and experienced researchers is one of the most important factors influencing R&D expenditure.

Are you cooperating with third party?

30%

Yes
No
66%

Yes, because

No, because

34%
29%
41%
77%
17%
12%
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•• It is needed for conducting out research projects

•• Our Company has got an R&D Centre

•• It is required in order to receive higher cash grant
for conducting an R&D project

•• Our Company has got an R&D Centre in other firm
of capital group

•• It is needed for conducting out research projects

•• Other reason
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Deloitte Co. Ltd.
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E-mail: llaszlo@deloittece.com
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