THE IMPACT OF VAT ON TOURISM IN BARBADOS

by

Jennifer Griffith
Research Department
Central Bank of Barbados

Presented at the Annual Review Seminar, Research Depariment,
Central Bank of Barbados
July 25 - 28, 2000

-

197

THE IMPACT OF VAT ON TOURISM IN BARBADOS

ABSTRACT
The paper attempts to analyse the impact of the three-year old value-added tax (VAT)
on the tourism seclor in Barbados. The results show that on average the VAT has
been passed on o the tourists in the form of higher hotel reom rates. This may be
due to the fact that while the VAT an hotel accommodation was levied at 7.5% as
opposed to 15% imposed on most other goods and services, this concession
represents a 50% increase from the previous 5% sales tax. Thus hoteliars, who prior
lo the VAT were already less competitive than their Caribbean counterparts, are now
more disadvantaged by this new tax policy. The papertherefore calls for Government
torecognise the fragility of the fourism sector and strive towards implementing policies

that will enhance the industry’s future competitiveness.
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L INTRODUCTION

The value-added tax (VAT)was introduced in Barbados on January 1, 1997. The VAT, along
with the excise tax which was levied on alcohol and tobacco, motor vehicles and petroleum
products, replaced a burdensome tax structure which consisted of eleven taxes canrying
exerbitant tax rates on a small range of items [Dalrymple, 1998).' More specific to the
analysis here, VAT replaced the hotel and restaurant sales tax in the tourism sector. Since
thetourismindustry is the mainforeign exchange-eamerand makes a significant contribution
lo the Barbados economy, even before the implementation of VAT, many vented their

concems over its impact on this vital sector.,

An eartier study found that within the tourism industry, accommodation was the single most
important sub-sector.? Itis againstthis background that a concession was granted to hoteliers
with the VAT being levied at a rate of 7.5% on hotel accommodation, half of that levied on
mostother good and service_s. Consequently, the paper limits its analysis o accommodation,

in general, and hotel accommodation in particular.

Atthe outset no predetermined notions of whether the VAT has had a negative or positive

impact have been formulated. Thus, the paper tries ta give a very unbiased assessmentof

"Taxes on hotel and restaurant sales, consumption, surcharge on overseas telephong calls, travel
licket, public entertzinment, pleasure cruises, surcharge on rental income, luxury goods, quamiable
minerals and airine business make up the entire list of taxes that the VAT raplaces.

2In their paper on the estimation of the impact of a VAT, Dalrymple et &/ {1996) separated the
tourist sectar into two components accommodation and other toursm. They estimale that accommadation
accounts for 58.7% of the tourist industry , leaving 41.3% to other tourism.
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the effect of this tax policy on the hotel industry in Barbados. The remainder of the paperis
presented as follows. Section 2 gives a background to the tourism industry in Barbados. A
sketch of some of the costs that hoteliers in Barbados face and a comparison with selected
regional territories are given in Section 3 of the paper. Anexplanation of howthe VAT works
and the concessions granted to the tourism industry in light of its importance to the Barbados
economy are presented in Section 4. The methodalogy is presented in the following section
where a pooled regresgion is used to mode! VAT's impact an hotel room rates. The paper

concludes with a surrary of the findings and their implications for pelicy.

Il; BACKGROUND TO TOURISM [N BARBADOS

Tourism emerged as a major economic activity in Barbados in the late 1950s and early
1960s. Priorto this period, sugarwas the mainstay of the economy cantributing significantly
as an employer, to gross domestic product (GDP) and comprising well over 70% of the
country's domestic exports. Butthe upsurge in air travel from First World countries and later
the emergence of cruise tourism would later prove to be a great source of wealth for notonly

Barbados, but other agricuitural dependent economies around the warld.

Contribution fo the Economy

Taursm's contribution to the-economy grew rapidly in the 1860s and 1870s with the share of
total GDP rising from 2% in 1956 to 10% in 1980. Thereafter (1981 to 1998), tourism's
average annual contribution to real domestic output was estimated at approximately 13%.

Between 1956 and 1980, foreign exchange-eamings fram tourism rose from a meagre $8.6



million to $502 million. During this period, tourism receipts surpassed those from sugar
exports - the main foreign exchange earner at the time whose eamingsincreased from $36
million to $106 miltion during the same period. In the decade 1988-1998, tfravel credits
continuedto rise, recarded atan average of $1,133.6 million perannum. Thistrend resulted

in tourism being regarded as a billion dofllar industry.

Statistics on employment in the industry do not go back as far as 1958, however at the end
of 1997, tourism sector employed some 12,300 persons, more than each of the other foreign
exchange—eaming sectors of agriculture and fishing and manufacturing. This employmentin

1997 represented an increase of 2,800 persons from the total in 1991.

Trends -

in. 1956, long-stay arrivals to the island was recorded at a mere 17.829. Atthis time,‘the
Commonwealth Caribbean islands — with a share of 41% of total arrivals — made up the
single largestshare. Ten years later, the United States {US)took over as the largest market
segment ;n'éamados with 8 share of 31%, compared with 23% in 1956. In the meanwhile,

the United Kfngdom (UK) markét was not well established and accounted for only 10:5% o_f

‘all arrivals [Phillips, 1982].

Total arrivals reachedthe 100,000 markin 1968 when amrivals amounted to 115,897, growing

atan annual average rate of 42,2% between 1956 and 1968. Inthe foilowing decade, armivals.
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rose by an average of 16.9%. The UK tock over from the US as the market leaderin 1994:

in 1989, the UK has fully established itself as the [argest market segment in Barbados,

Crulse tourismtook off in Barbados in the 1970s attracting in excess of 100,000 passengers
perannum. Since 1986 cruise passengeré have been on the rise, expanding by an annual
average of 30.2%. However, the growth in this industry started to slow down in 1995 and
actually contracted in 1998 and 1999; the first since 1984. However, some 444 ship-callsinto
the Bridgetown port were responsible for bringing 506,610 cruise passengers to our shores
in 1998. Although the exact contribution of cruise tourism to the domestic econorny is still
uncertain, the severe competition from nearby regional destinations particulary St. Lucia and
change in itinerary of some cruise liners have been posing prablems to the industry in recent

times.

lil: COSTS CONCERNS IN THE HOTEL SECTOR

Although Barbados has for many years been marketed as a high-priced destination, there is
concem that, with a VAT, the sectorcanno Iongercomp;elew'rth otherCaribbean destinations.
The strength ofthe Barbados dollar vis-a-vis other Caribbean currencies has resulted ina high
cost of living i;1 Barbados. This high costis reflected in the tourism industry where generally
highwages and the overall cost of doing business in Barbados ma Ees castof prdviding hotel

accommodation higher than in most other Caribbean territories.



Fixad vs Variable Cost

The cost of providing hotel accommodation maybe divided into fixed and variable cost. Fixed
costs is defined as the operating cost. These costs include utilities (water and electricity),
maintenance and taxation. On the other hand, variable costinclude costthat are less constant
such as wages and salaries and the costs not incurred on a day-to-day basis._ The latter

include spending on refurbishment, renovations, marketing and advertising.

Wages

Table 1 shows the breakdown of operating cost of a typical hotel in Barbados and
comparisons with a selected number of countries in the Caribbsan region. The table reveals
that desp?te-popular consensus, Barbadian hotel workers were not paid the highestwages
intheregion. In fact, the highest wage eamers came from the Cayman Islands. There, the
average weekly wage rate for the unskilied labour was US8292.4, compared to USS75.
Other high wage earners in the regioninclude the US Virgin Isiands and the Bahamas. The
lowest price of labour among the selected countries are U$%21.46 (in Jamaica) and
US$35,75 {the private workforcé in Dominican Republic) perweek. St. Luciatoo has verylow
wages (US$ 40 to USS 50 per week) bhut this is somewhat offset through the provision of
fringe benefits. Skilled labourinthe Cayman attract average wages of U35355.6 perweek,

while those in Barbados edmed US$225 for a similar peridd.

TABLE 1: Cost comparison of a typlcal hotel In the Caribbean

Counw Wages Utiiities Tax system
Water Electricity
Antigua and | Minimum wage Commercial | The basic charge .is Pmperty:l‘ax:?% annually
Barbuda rate is US$93 | rate is LSS | USSOAT per 300 units ofvaluath i
per week, 4.18perm’. |and USS0.38 per unit | Corporation Tax: 40%
thereafler Restaurant Tax: 7%
- Sales Tax: 6%
Departurs Tax: USS10.00
Bahamas Average|Commercial | Minimum charge for | Real Property Tax: 0.5%to
minimum wage | consumer | commercial consumers - 1.5% per annum for
rate per week is | rate charge | USS6.78 per manth property value above
Uuss 170 is USS 0.02 US$100,000
parm®.’ Stamp fax on property
transfers: 3%-10%
Hotel occupancy tax: 8%
Departure Tax: US515.00
Barbados Average weekly | Gommercial | Rates vary trom US30.10 | Corporation Tax: 40%
. wages range | water rate is | per kWh to US$0.09 per Value-Added Tax: 15%
from USS75 to | US$1.06 per | kWh, Hotsl Occupancy Tax:
USs225. m 1.5%
Departure Tax: USS$12.50
Bermuda NIA NiA ‘Average cost of supply | Hotel Octupancy Tax
per kW is approximately | 7.25% -
US50,22 per unit for all | Departure Tax: USS20.00
users, Stamp Tax on propety
transfers: 2%-5%
British Virgin | Minimum wage | N/A Rates US$50.1675 to | Corporation Tax: 15%
Islands rate is USS 120 USS0.24 per XWh Sales Tax: 0%
per week for Room Tax: 7%
unskitled labour Departurs Tax: $10.00
Cayman |Average rales | /A Average commercial rate | Room Tax: 10%
Islands a r ] - is US$0.12 per kWh Departure Tax: US510
approximately:
1JS5292.4 per
wesk for
unskilled labour.
US$3S5.6 per
waek for skilled
[abour
Cuba NA N/A Tow Corporation Tax: 30%
: Departure Tax: U5S15
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Country Wages Ltilitias Tax system
Dominican | Minimum wage | Industrial | Rates are US30.08 per | Comoration Tax: 0%
Republic of the private | water rate is | kWh for commarcial | Sales Tax: 8%
workforce Is | US$0,36 per { users and USS0.11 for | Room Tax: 23%
about US$35.75 | m? industrial users Departure Tax: USS10
per week
Jamalca Minimum wage | The water | Rate Is US0.105 perkWh | Cerperation Tax: 33.3%
rateisUS521.45 [rate is Cansumption Tax; 15%
per week,US$33.24 Departure Tax: USS15
Various social § perm®
taxes are 11.5%
of paymall
St Lucla Average|Rates is on [ Rales are USS0.16 for | Land Tax: 7%
adjusted weekly | average | industrial, commercial | Consumption Tax: 5%-
wage ranges | balow the | and hotel users. The fuel | 15%
from USS40 to |[o t h & r|surcharges averages [ Room Tax: 8%
US$50, plus | temitories USS0.05. Departure Tax: USS10
fringe benaefits
US Virgln | Average weeidy | N/A NA Corporation Tax: 37.4%
Islands rate in hotsi maximum
sector is Annual Property Tax:
Us$220 1.25% of 60% of the
assessed value
Hotel Qccupancy Tax: 8%
Departure Tax; USS3

Source: Caribbean Tourism Qrganisation, Caribbaan Tourism lnvestment Guide, 1997,

Utilities

In terms of the cost of utilities, Barbados appears to be very competitive. The com_mercial
water rate is estimated at US$1.06 per m®, which is well below Antigua and Barbuda
{US54.13 perm”) and Jamaica (US$33.24 perm®). However, the waterauthority in Bahamas
is able to supply water for as low as US50.02 per m®, with the closest rival being the
Dominican Republic at US$0.36 perm®. The waterrate in St. Lucia isregarded as generally

lower than most of the other regional territories,
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Barbados' costof supplying electricity is on parwith the rest ofthe region. More spacifically,
the US$0.10 per kWh compares favourably with the Dominican Republic (LiS$0.08 to
US50.41 perkWh), Jamaica (US$0.105 perkWh)and Cayman Islands (US$0.12 per kWh).
Electricity costsin St. Lucia and Antigua and Barbuda were just above these figures, with the
rate recorded at US350.16 per kWh and US$0.17 per kWh, respectively, However, the cost

of electricity is relatively steep in Bermuda and the British Virgin [slands.

Tax System

Throughoutthe region, the corperation tax rate ranges from 0% in the Domtinican Republicta
40% in both Barbados and Antigua and Barbuda. Overall Antigua and Barbuda and
Barbados appear to have similar tax structures with hotel and sales/restaurant tax in the
region of 6-7%, while in Barbados the VAT on hotel gccupancy is 7.5%. While the profits of
hotels are not taxed in Dominican Republic, mis is balanced by aroomtaxthatis as high as
23% and a salestax o_f 8%. Inthe othertemitories, taxes are imposed on either roorp {orhotel
occupancy} ora salestax but never both as isthe case of the Dominican Republic. However,

the Dominican Republic appears to be less taxed than Antigua and Barbados.

The least tax burden is boume by the Bahamas and Bermudian hoteliers who, besides

property tax, pay only hotel occupancy tax of 8% and 7.3%, respectively.



Summary

Based on the above analysis, the more price competitive territories can be identified. The
Deominican Republic appears to be have the most competitive tourism industry. [thasone of
the lowest minimum wage rates in the region ‘and very competitive utility charges. Thisis
followed by The Bahamas which not only has the lowest tax structure but also the lowest water
charges of the countries sampled, Whils Barbados' utilities costs compare very well with the

rest of the region, its tax system is undoubtedly one of the most burdensome.

[v: HOW VAT WORKS
ValLte added is the difference bei\ueen the value of the goods or services soid and the value
of the goods of services purchased as intermediate inputs. Thus, vaiue added comprises of

wages, rents, interest, and profit. Avalue-added tax therefore is a taxlevied on value added

in production through various stages of production Metcalf, 1995). There are principally two

ways of administering a VAT - the subtraction method and the credit method. In the
subtraction method, the VAT authorities would tax the gross sales net of intermediate goods
purchased ateach stage of production. WhileInthe credit method, mxestﬁe value of sales

at each stage of production while allowing a credit for any VAT paid en inputs in production,

The credit method is the most popular method of administering a VAT and itis indeed the one
employed in Barbades. Hence, producers orretailers receive refunds forthe VAT thatthey
have paid on inputs, thereby ensuring that the output price does not includethe taxes already

paid on inputs. Butthere are inputs such as labour which go info the guiput price for which
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there is no tax credit. Therefore, if the ratio of labour to output price is high then the burden

of VAT can be fremendotis. One mighttherefore expect small labour-intensive hotels tohave .

more difficuity in dealing with a VAT.

Ahhdugh. the VAT can be imposed on all goods and services, certain interest groups may
lobby for an “exemption” or“zero-rating” on particular items, Exemi:t supplies are notsubject
to VAT but the business must absorb the t:.arxes pald onits inputs. On the other hand, with
“zero-rated” supplies are taxable éupplieé atarateofzero [)ercent énd afullrefund of all taxes
paid on inputs is granted to t;usinesses. Fbr a full list of ‘exem;.nt' ?nd'“.-".ero-raled' items in

Barbados, see Craigwell et al (i 996}, pp 106-108.

VAT and Tourism

The introducuoﬁ ofthe VAT soughtto reform the system of indirect taxation in Barbados by:

. Broadening the tax base l.e.imposingtaxesona wider range of goods and services
and;

. Reducing the administrative costs associated with many different 1axrates by

implementing one tax rate on goods and services.

tn the tourism industry; ihe VAT replaced the hotel and restaurant sales tax which was levied
atarate 0f5%. The latlerwas introduced in fiscal year 1874/75 with revenue collections from

the tax starting at a meagre $1. 9 million. During the last decade in existence (1987/88 to



1996/97), the tax accounted for an average of $17.7 million in tax revenue or 1.9% of totaltax

ravenue.

The total VAT revenue collected from the tourism industry can be calculated as follows:

TR=1B {1
whers TR is the tax revenue, t is the tax rate and B is the tax base. From early on,
Government recognised the vulnerabiity df tourisrn to the new tax system and decided that
hote! accommadation would be treated differently from “other tourism™ with legislation
favouring hoteliers.? To this end, legislation sought to exempt hotei‘accommodatiun from
VAT. However, an exemption would have implied that the tourism sectorwould absarb some
$35 million in inputiaxes. The other alternative of zero-rating inputs forthat seclor seemed

infeasible {Budgetary Proposals, 19986].

The decision was made to introduce a lower rate on hotel accommodation than that to be
applied to other goods and services, thereby allowing hoteliers to offset input tax against

output tax in relation to accommedation.*

Thus, the tax base for the tourism sector is made up of hotel accommodation and “sther

tourism™ with different tax rates. Equation (1) is rewritten to highlight this.

Other tourism™ refers io restaurants, bars, cafeterias, nightdubs and othar enterlainment.

A study by Deloitte-Touche Tomamatsu entitled *A VAT in Europe” revealed that countries with
significant tourism sectors had concassionary rates on accommodation,
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TR=r1,4+1,0 @

where A represents hotel accommodation and O'is 'oihertouﬁém" and 1, and 1, ara their
respeclively taxrates. Simulaﬁon with a seven and a half percent on hotel accom.rnodalion
showed that hoteliers would have received some $7 million refund compared to the $35
miltion that hoteliers would have had to absorb if exemption was granted [See Craigwell et al,
1996, pp 102).* Therefore with a 7.5% levied on hotel accor'nmodaﬁon and 15% on “other
tourism”, equation (2) becomes

TR = 00754+ 0150 )]

As a follow up to these proposals, in September 1897 the Prime Minister heeded the case
of hoteliers and eliminated the VAT on complimentary rooms. These rooms specifically catér -
fartravel agents and others in the travel industry and the extent to which their provision can be

made free of charge forms the .thrust of any marketing strategy of hoteliers [Budgetary -

Proposals, 1997).

Table 2 shows what actually happened. In the first year of the implementation, the net
payments of VAT by hotel and g&esthouses amounted to $9.8 million, with refunds estimated
atmere $1.7 million. Bythe end of 1998, refunds had crawled to $2.7 million, while the gross

payments of VAT increased to $18.8 million. Thus, over the first two years of the VAT, net

"However, with the introduction of the VAT, concessions in the farm of waivers granted to the hatel
sector wers removed.



payments of VAT by the hotel sector almost doubled. However, at the end _of the review
period, there appears to have been some relief from the VAT as refunds climbed 10.$9.2
million resulting in a significant decline on the net payment of VAT by the accommeodation

sector,

TABLE 2: VAT profile for hotels and guest houses

Period Paid Refunds Net Paid
1987 - Q1 4.0 0.0 4
1997 - Q2 4.7 Q.2 T 45
1997 - Q3 1.2 0.3 09
1957 -Q4 . 1.6 12 04
1957 Total 11.5 1.7 9.8
1998-Q1 7.2 1.0 6.2
1998-Q2 6.4 0.5 59
1988 - Q3 24 0.7 1.7
1998 - 04 28 0.5 23
1988 Total 188 2.7 16.1
1999 -1 53 17 36
1999.02 5.0 4.6 04
1999.Q3 2.6 24 D2
1999 - Q4 29 0.5 24
1999 Total 15.8 9.2 6.6

Source: The Value Added Tax Division, The Customs and Excise Department, 1999

The foregoing analysis suggests that the burden on hoteliers has lessen, However, this refief
has come mainty throughthe increase in refunds. This finding is important as it may suggest
thathoteliers nowpossessa better understanding of the VAT system and canfind loap holes.

However, it may simply be a result of the high level of renovationfrefurbishment occurring in
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recenttimes. Because the latter is a vatable input to the operation of the hotels, it qualifies

for a tax credit.

From equation (3} more analysis can be done on Table 2above. From the second column,
the effective tax base for sales in the hotel sector can be calculated. Simpledivisionby7.5%
gives the effective tax base for Hotels, while division by 15% gives the base for the vatable

inputs into the sector. Table 3 outlines the sales and vatable inputs of the hotel and guests

houses over the first three years of operation of the VAT,

Table 3: Effective tax base

Petiod Effective Tax Base | Effective Tax Base
Sales Inputs
1857 - Q1 53.33 0.00
1997 - Q2 62.67 1.33
1997 - Q3 16.00 2,00
1997 - Q4 21,33 8.00
1997 Totat 153.33 11.33
1898 - Q1 96.00 6.67
1908 - Q2 85.33 3.33
1998 - 03 32.00 4.67
1998 - Q4 3733 3,33
1998 Total 250.87 18.00
1989 - Q1 70.67 11.33
1999 - Q2 66.67 30.67
1999 -Q3 34.67 165.00
1999 - Q4 38.57 33
1993 Total 210.67 61,33




Theieve! of sales inth_e hotelindustry increased from $153.3 million in 1997 to $250.9 million
in 1998. The latter was an excellent year for the industry as the West Indies hosted an
international cricket tour. The table also highlights the downturn experienced in 1999, with
sales fafling by 16% to $210.7 million. The sharp increase in the cost of inputs during that
same years is again be related to the large-scale investment undertaken by the sectorinthe
form of renovations and refurbishment. However, as outlined in Section 3 this is a variable
costandis less of a concem that fixed costs to the sector. Unfartunateiy the net profitcannot
be ascertained because the non-vatable inputs such as labour are not captured in column 3

of the table.

V: METHODOLOGY AND DATA

Theimposition of a seven and a half percent VAT on hotel accommodation may increase the
operating costs to hoteliers. This is due to the struciure of the VAT. More specifically, while
the newtax system allows a refunds on inputs, the rate of the taxis some 50% more the sales
taxitreplaced. However, hotsliers will react to any increased costin one of two ways. Onthe
one hanél, the hatelier may absorb the additional cost by simply accepting lower profits. On
the other hand, they may try to recover the cost by passing it on io the consumers {tourists).
The latteristhe more realistic of the two scenarios as basic microeconomictheory suggests
that firms always seek {0 maximise their profits. 1t is on this premise therefore that one can
pasit that the impact of the VAT on tourism be modelied by examining the changes in hotel

room rates - prior and post VAT.
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Hotel room rates represent the price ofthe hotel productto the tourists. Several factors may
help fo determine the final price that tourists are expected to pay. From Section 3 of the
paper, oﬁe can observe that wages and the level of taxés are a major element ofthe operating
cost of a hotel. This cost in. turn is expected to be reflected in the final hotel room rate.
Secondly, the number of rooms in al hotel plant may have an ambiguous effect on the hotel
rate. Basic economics suggests that with e'oonomies of scale in the provision of the hotel
accommodation, hotel room rates shoutd fall, However in Barbados, the larger hotels are
often the more luxurious ones and therefore generally have higher rates than their smaller
counterparts. Thus, the room rates will depend on the type of tourists that the hotels are
catering for, Thirdly, it is well known that the West Coast of Barbados houses the more
expensive hotels. Hence, itis obvious thatthe location of the hotel will have animpact ofthe
hotel rate. Fourthly, the facilities offered totoun'sté vary among hotels. A hotel with facilities
such as tennis courts or golf courses will charge a higher price than one without, ceteris
paribus. Finally, the type of pla;n offered by hoteliers i.e. all-inclusive, an American or
European plan is a key factor in determining hotel room rates. More specifically, a tourist
opting for an American plan would in effect be paying for ‘bed, breakfast, lunch and dinner,
whereasthe European plan applies to ‘bed only’. Onthe other hand,vﬁth an all-inclusive plan,
tourists pay for alfthe hotel services up front. [t therefore follows that the room rates atthe

latter establishments would be highest, simply reflecting the overall costs of a total package.



Data Issues

The data are gathered from forty-five hotels over a time period of 1990 t0 1999, The datais
sourced from the rates sheets from the Barbados Tourism Authority (BTA) for the relevant
years. The sample of 45 hotels comprises of an average of 3,162 bedrooms per annum
making up approximately 70% of the average number of rooms available in the hotel plant
hetween 1990 and 1999. The combination of cross section and time series forms a panel.
The key advantage of utilising panel data is that it immediately increases the number of

observations.

From the previous section, eight variables can be identified as important factors in
determining the differences in hotel room rates in Barbados, There are four quantitative
variables — rates, wages, taxes, and rooms — and four qualitative variables — location,

sports, plan and vat. Furthermore, the winter and summer rates are modelled separately,

However, data for wages and taxes paid by each hotel are not available. Therefore, these
variables are assumedto be the same across hotels and increasing at the same rate through
time and are left out of the final specification of the model. Data are available for all other
variables, albeit in the missing for some hotels through time. This resulted in 393
observations for summerrates model and 400 observations forthe winter rates model out of

a possible 450 thereby producing an unbalanced pane!. Fortunately, the missing valuesina
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panel specification do not present a problem in the estimation and thus adds to the

attractiveness of this type of modelling framework.®

Model Specification

A general modet utilising panel data can be represented as follows:”

yra v B Xty 4

where i=1..45 andt=1990.,1999. The v, isthe hotel rates for a standard sized double room.
X, are the five explanatory variables mentioned above. Theindividual effects is &, whichis
the same through time but vary across hotels, Panel data can be examined via two
approaches - fixed and random effects. Forthe presentstudy, fixed effects model is the more
appropriate specification because the focus is on a specific number of hotels, which are
indeed representative of the population, However, the magnitude on the cross section (N=45)
produces a near singular matrix and makes estimation of a fixed effects model impossibie.
Therefore, using least squares estimation inthe £-Views version 3.7, the following two pooled
regression models, which assume that the individual effects are constant across hotels, were

estimated.

“Far a more detail on the advantages of panel data, see Baltagi (1995), pp 3-7.

TAn Ar(1) specification may be one way to get around the lack of data for operating costs of each
hatel. However, models with a lagged dependant variable violate the assumptions of the classical
regression and therefore cannot be estimating via the conventional erdinary least squares (OLS).
Instrumental Variable estimation is regarded as an appropriate methed of dealing with this problem.



wrates, = a, + brooms, + clocation, + d\sports, + e plan,

.. 5a
+ VAT, +u, %2)
srates, = a, + byrooms, + c,location, + d,sports, + &, plan,

Sb

+f VAT, + u, b)
where wrales - the rates for the winter season;

srates - the rates for the summer season®;

rooms - the number of rooms in each hotel plant;

focation - . dummy variable with 1 for West Coast and 0 otherwise;

sports- dummy variable with 1 for access totennis courts, golf course orsquash

and 0 othérwise;
plan - dummy variable with 1 for all-inclusive plans and 0 otherwise;

vat - dummy variable with 1 for post-VAT and 0 for pre-VAT.

‘Amording ta the Barbados Tourism Authority (BTA) the winter season falls between December 16
to April 15, whila summer is from April 16 to December 15 in any given year. Thus for the present analysis,
winter 1990 represents December 16, 1882 to April 15, 1880,
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Results

The results rates from the madel are given in Table 4. The t-statistics are in parentheses.
Given the prevalence of heteroscedasticity in this type of data, the t-statistics have been
formulated from White heteroscedasticity consistent standard errors.? Both models produced
areasonably good fit. Furthermore, allt_he vaniables are statistically significantand correctly
signed. Inthe model of winter rates, the number of rooms had the sma-llest impact on the
rates, while the location of the hotel had the largest. More specifically, one additional m6m
in any given hotelis expacted to increase the winter rate by only 1US$0.20; this resultwas also

obtained for the model of summer rates.

Table 4: Regression results of models of summer and winter hotel rates

Variable Coefficient Coefficient
(dependent | (dependent

variable vanable

winrates} sumrates}

Constant 65. 41
on S (o5
Rooms 0.2 0.2
(2.2) {(2.7)

Sports 94, 40.8
i ) @8)
Location 144 95.3
9.9} (9.7)

Plan 99.6 135.8
(6.8) (12.2)

9Assuming that the nature of the heteroscedasticty is cross sectional, a general least squares
(GLS) estimator can be utiised instead of the crdinary least squares to praduce cansistent standard erors.
However, White's method allows for more general heteroscedasticity than the crass section
helerascedasticity as the variances within cross sections are'allowed to differ across time.



T .7 25.6
VA (3390) (3.9
0.6

Adjust
jous ed

On the other hand, the mean difference Eetween west coast and other locations is
approximately USS 144, but somewhat lowerfor summerrates (US$ 95.3). The summerrates
atall-inclusive properties are on average US$135.8 higher than properties with otherplans,
while mean difference for winter rates is US599.8. Access to luxurious sports facilities
increases the mean rates by US§94.4 and US$40.8 in the winter and summer seasons,

respectively.

Moreimportantly, though, Table 4 reveals that cefers paribus, the introduction ofthe VAT has
raised both the winter and summerrates offered by hoteliers. The average increases are USS
30.7 and LUS$25.6 forthe winter and the summer season, respectively. This finding indicates
thatthe VAT has been passed ontothe tourists inthe form of higherrcomrates. The taxhas
therefore had a negative impact on hotel industry and confirms the expectations of many inthe

industry.

Vi: SUMMARY AND IMPLICATIONS

Taxation is the primary source of Govemment's ravenue. Itis essential for the provision of
health and education services and for infra-structural development. The VAT accounts for

around 30% of total revenue, with the hotel industry contributing an average of 2.4% of VAT

collections.
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There is no doubt that the tourism industry is the most important industry in the economy of
Barbados. However, this should not imply that the industry be insulated from taxation but
rather that the industry be treated differently from other industries. However, even with the
concessions of 7.5% on hotel accommodation, theindustry was still adversely affected byﬁle
VAT, This finding compounded with the currently high level of taxation faced by hoteliers
{compared with other tourism dependent countries in the region), implies that the VAT has
pushed Barbados further out offine with regional competition. This suggeststhat Govemment
may need to rethink its taxation policies on the tourism sector because the future economic

development of Sarbados depends on the prosperity of this very fragile sector.
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