
Restaurants and the Single Market 

 

VAT is not one of the most exciting topics in the world. However, it is one issue that gets pulses 

racing in the EU due to the long term aim of the Commission to move towards VAT harmonisation 

across Europe in order smooth-out wrinkles in the single market. The latest step in this long journey is 

a recent consultation document that reviews existing legislation on reduced VAT rates across the EU 

with the aim of simplifying and clarifying existing arrangements. 

 

One of the main areas being looked at by the review is that of restaurant services. At the moment 11 

member states are permitted to apply a reduced rate of VAT of restaurant services (Greece, Spain, 

Ireland, Italy, Cyprus, Luxemburg, Netherlands Austria, Poland, Portugal, Slovenia) while 16 Member 

States (including the UK) do not have a derogation from the EU to allow them to do this. However, as 

a large number of the derogations granted to member states allowing them to apply a reduced rate of 

VAT to labour-intensive services such as restaurants and accommodation businesses come to an end 

in 2010, the Commission has decided that is an appropriate opportunity to review reduced VAT rates 

as a whole. 

 

The review itself is based on the conclusions of a 2007 Copenhagen Economics study that found that 

“there is a sound economic argument for (substantially) lowering VAT rates on locally supplied 

services (and restaurants) as the shift from DIY to formal activity is likely to lead to significantly higher 

overall productivity and higher tax revenue”. Or put another way, the economy will be more productive 

and the Government will gain more tax revenue if more people are persuaded to eat in restaurants 

rather than cook their own meals. And that way to do this is to lower VAT on restaurants. 

 

Based on this research, the Commission is proposing the establishment of a definitive provision 

enabling all Member States to apply a reduced rate of VAT to restaurant services and is now seeking 

opinions and evidence on the impact that applying reduced VAT rates on restaurant services (as well 

as other goods or services) has on prices, demand, employment, environment and on any factor 

which could distort the smooth functioning of the internal market.  

 

With the UK having one of the highest rates of VAT of restaurants and accommodation in the EU, and 

being at a considerable competitive disadvantage as a result, this is a very important, if small, step 

forward. The big challenge will come in convincing the UK Government to introduce a reduced rate of 

VAT for restaurants once the EU has legislated for it. And with the current economic downturn, this 

isn’t going to be easy. 

 


