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About ZCT
The ZCT was formed in 1988, with the objective of speaking with one voice for the interests of Tourism
private sector players throughout the country. ZCT works to ensure the creation of an environment
in which it is possible for operators to maintain and grow their business, with consequent benefit to
the economy as a whole.
Key activities include representation of the tourism sector at all levels of society, including with Government
and its agencies. Other core activity is influencing opinions, policies, and planning and working for the
creation of a favourable legislative, fiscal and physical environment for tourism operators.
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1. Introduction
1.1 Background to Assignment
Tourism is classified as one of the key pillars to anchor economic
growth under the Zimbabwe Agenda for Sustainable SocioEconomic Transformation (ZimAsset) economic blueprint. Various
strategies aimed at enhancing the performance of the sector are
outlined under the Value Addition and Beneficiation cluster of
the policy document. Since 2009, the tourism sector’s importance
to the economy has generally been constant, as reflected by its
contribution to Gross Domestic Product (GDP) (Figure 3 in section
4.1). However, the same period was characterized by increasing
tourism earnings, which also demonstrates that the sector is in
a recovery mode.
As a result, in recognizing this potential, Government has also
introduced complimentary policies to support the sector so as
to consolidate the growth momentum. One of the strategies
was to ensure that accommodation services for tourists were
exempted from Value Added Tax (VAT), which ensured that
accommodation services offered by Zimbabwe hotels, lodges and
other accommodation services would have some competitive edge
over neighbouring countries.
However, Government has continued to experience fiscal space
challenges, as the tax base continued to shrink owing to economic
challenges which continue to dwarf total revenues in line of what
is expected to revive the Zimbabwe economy. Thus, more tax
enhancing measures have continued to be explored. Among the
revenue raising strategies in the 2014 National Budget Statement
was a proposal to extend VAT to accommodation services for nonresidents. The move was made as a revenue enhancing strategy
and was expected to be applied with effect from 01 January
2014. The tourism industry players viewed this policy position as
a reversal to the momentum that had been built in the tourism
industry. It is in this regard that the industry lobbied against this
measure which was regarded as being uncompetitive. Through
the Ministry of Tourism and Hospitality, several representations
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were made to the Ministry of Finance and Economic Development,
which appeared to agree with the representations. However, the
relief was mainly temporary, as on the 16th of January 2015, the
Value Added Tax (General) (Amendment) Regulations, 2015 (No.
38) were introduced. The regulations removes accommodation
services from the services offered to tourists that are zero rated.
The Zimbabwe Council for Tourism (ZCT), the apex organization
which represents actors in the tourism sector, has commissioned
this study to identify the possible implications of this policy stance
to the tourism industry and the economy in general. This study
is therefore aimed at unpacking the general dynamics of the
tourism industry, with a view to giving insights as to the general
impact of the decision to introduce VAT to accommodation
services for tourists.
2

1.2 Main Objectives
The main objective of this study is to assess the likely economic impact of the recent decision to
introduce VAT to accommodation services for tourists in Zimbabwe.

1.3 Methodology
The study started by reviewing relevant literature and official documents to understand the dynamics
and sensitivities of the tourism industry in general and how it interacts with other sectors of the
economy. This included literature on Zimbabwe as well as other comparative countries. The study
adopted a case study approach, based on available literature, to identify other country experiences with
VAT on accommodation. The study also relied on secondary data, which generally includes statistical
data on the Zimbabwe tourism industry and general economic indicators from official sources.
Select interviews were also done with players in the tourism industry to obtain their views and
experiences in applying the VAT on accommodation, especially the impact so far in terms of
performance and profitability.

To hear their experiences to date, interviews were conducted with about...

The selection of hotels where based on the tourist areas with the highest concentration leisure
touristic activities. The assumption was that Tourist pursuing leisure are more sensitive to price
movements compared to tourists who come for conferences and business at times with cost
borne by the conference organisers or company respectively. In this regard most of the hotels and
lodges interviewed were drawn from Victoria Falls. A purposive sample of 145 tourists in Victoria
Falls, chosen at random while engaged in various tourist activities, was selected for interviews. The
intention was to find out first hand from the tourists their awareness of the policy change and to
what extent it affected their decision to visit Victoria Falls.
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2. Literature
Review:
VAT On
Foreign
Tourists

2.1 Impact of Introducing VAT
On Tourism Industry
As an export activity, international tourism is a
source of long-run growth given that an increase
of tourism receipts will contribute to increased
liquidity in the financial system. This is particularly
relevant now when the Zimbabwean economy
is experiencing binding liquidity constraints with
the bulk of deposits in the banking sector being
short-term. Investors on the other hand, including
players in the tourism industry, require long term
capital to retool and expand operations. Thus, a
booming Tourism industry plays a pivotal role in
generating resources that can be employed to
import capital equipment to expand the industry’s
activities and benefit other sectors through
backward and forward linkages. For example, the
tourism sector has both forward and backward
linkages with industries like agriculture, art and
craft, the performing arts, culture, manufacturing,
banking and finance and transport.
In this regard, growth or slowdown of the
Tourism sector, has direct, indirect and induced
impact on the performance of the multiplicity
of the downstream sectors it is linked to (see
ZEPARU, 2013). The direct impact measures the
effects generated by the first monetary circuit
from a tourist (for example, the proportion of
expenditure spent by tourists). The indirect
impact is the successive transactions between
firms, resulting from direct tourist expenditures
(for example, expenditure for procurement of
goods and services by firms from other sectors,
necessary to meet the tourism demand). The
induced (stimulated) impact measures the
derived effects, caused by the employees of
tourism companies that spend part of their
wages in other sectors of business (clothing,
education etc., ZEPARU, 2013).
The direct impact of any tax imposed on the
tourism sector will depend, much in part, upon
the value of the price elasticity of demand for
tourism sector services. If the price elasticity of
demand is high, the effect of an increase in tax
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may be to decrease revenue as the tourism destination will be considered as uncompetitive. Gago
et al (2006) noted that a tourism tax will distort the market when demand is relatively elastic, since
the price differential caused by the tax leads to a significant change in behaviour of consumers of
tourism goods.
Traditionally it has been considered that many tourist destinations have no clear substitutes due to
geographical or climatic reasons, distance and quality among other factors, which create monopoly
power on the supply side. This therefore means that price alterations may bring about minor changes
in the demand side due to low elasticity (Gooroochurn and Sinclair, 2003). However, if there are
other countries that offer the same services under relatively the same climatic conditions, higher
prices can easily chase off tourists.
Dombrovski and Hodžić (2010) undertook a study to estimate the impact of the increase of VAT rate
to all accommodation services rendered to foreign or domestic guests in Croatia to fulfill European
Union (EU) obligations after its accession into the EU. The VAT for accommodation services for tourists
was increased from 0% to 10% on 1 January 2006. The study established that the average number
of nights a tourist stayed in hotel accommodation declined in 2006 by 2.2% compared to 2005 as
some tourists moved to competitive countries with lower prices for the same services. In 2007, the
number of foreign tourists that came to Croatia through travel agencies was 2.1% lower than in 2006,
while the number of overnight stays was 2.4% lower than in 2006. In 2008, the number of foreign
tourists that came to Croatia through travel agencies was again 1.3% lower than in 2007 while the
number of overnight stays was 1.9% lower than in 2007. The trend continued in 2009, although
this can also be attributed to the global financial crisis. The implication from this is that the effects
of the increase continued to have downward trends that proved difficult to reverse over the years.
Hysi and Koçiu (2015) also give interesting scenarios about how EU countries encountered different
experiences following the requirement for VAT for the tourism industry to be harmonized. Experiences
show that those countries that had to reduce VAT benefited while those that had to increase
encountered negative experiences.

In France, the VAT rate on
restaurant services was
reduced from...

19.6% to 5.5%

This saw about 50,000 new jobs
being created only in the
restaurant sector by 2011.

in July 2009.

This was at a time when
other sectors, such as
the construction sector,
had to cut over...
5

30,000 jobs
over the same period.

In Germany, the VAT
rate on accommodation
services was reduced
from...

19% to 7%
with effect from January 2010.

In Luxembourg, the low
level of VAT on hospitality
services saw the sector
increasing by...

5% in 2012

when the rest of the economy only
increased by about 0.4%

Following that, an annual increase of

2.4% & 2.9%
in the number of jobs in hotels was observed in
2010 and 2011 respectively.

The hospitality industry
created...
more than

1,650

1,800

new jobs in 2011

new jobs in 2012

In 2009 the number of persons
employed in the sector fell by...
A contrasting experience was observed in Latvia,
where the VAT rate on accommodation was increased
in January 2009 from...

5% to 21%

12,000
resulting in losses for the government in social and
income taxes of around

14 million EURO

Following the re-introduction of the reduced VAT rate in May 2010 at 10% employment grew by
8.3% and the dropping number of visitors started to rise again.
In the backdrop of a challenging economic, the Irish Government announced a reduction in the rate of
VAT on tourism-related goods and services, including restaurant services and hotel accommodation,
from 13.5% to 9% in May 2011. This was part of a general strategy to create employment. The new
rate took effect from July 2011 and initially was due to expire at the end of 2013. However, pleased
by its immediate success in attracting jobs, this reduced rate is still in effect as of 2015. During the
2015 Irish National Budget Statement presentation, it was disclosed that the reduced 9% rate of
VAT on tourism related activities had been able to create an extra 23,000 jobs between mid-2011
and 2014. As a result, the 9% VAT rate for these services was extended further (Ahearne, 2015).
6

2.2 Case Studies From the Region
Several countries have introduced VAT on hotel accommodation and services around the world due
to fiscal pressures, although the sectors were previously exempted as export sectors in majority of
cases. The manner in which the VAT is applied varies from country to country with some applying
a standard rate while others mostly in Europe apply reduced rates because of the sensitivity of the
sector. Most Southern and East African countries competing with Zimbabwe for international and
regional tourists apply standard VAT rates with the exception of Kenya which has a reduced rate
for the hotel accommodation and other services (Table 1).

Table 1: VAT Rates Applicable on Tourism Services in Other Countries in Southern Africa

Country

VAT Rates

Policy Descriptions

South Africa

14%

VAT is payable on most goods or services supplied in South Africa and the
standard rate applies as a default if there is no exemption or zero-rating
provision which covers the supply or the importation in question. The
supply of accommodation and meals (e.g. in hotels) is subject to VAT at
the standard rate.

Botswana

13

The VAT rate was increased from 10% to 12% in 2010. The VAT is applicable
to tourist accommodation services and meals. Where a Botswana travel
agent supplies a domestic tour package to a person, whether resident or
non-resident, the full package is taxable at 10%.
If a Botswana travel agent supplies a tour package which includes services
to be provided both within and outside Botswana, only the domestic
services component is subject to VAT.
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Zambia

16%

Tourism products are also subjected to a standard VAT at 16%. The tourism
products include accommodation packages as well.

Kenya

16% Standard
14% Reduced rate

There are three tax rates as specified in the schedules to the Kenyan VAT
Act, which are:
•
16%: This is the general rate of tax and is applicable to all taxable
goods and taxable services.
•
14%: This is applicable to only hotels and restaurants services. It is
applicable to (i)restaurant services (including bar & beverage services)
offered by a restaurant owner or operator and (ii) accommodation
and all other service provided by hotel owner or operator including
telecommunications, entertainment, laundry, dry cleaning, storage,
safety deposits, conference and business services. Foreign tourists
are also charged.

Namibia

15%

VAT is charged at the rate of 15% on services and goods in Namibia. The
same rate applies to all hotels and restaurants services.

Uganda

18%

In July 2013, the Ugandan government eliminated VAT exemption on
hotel accommodation and introduced VAT of 18% on all accommodation
facilities. The introduction of VAT was meant to improve tax administration
and generate revenues for the country. The Ugandan government
anticipated that the measure would raise 6 billion Ugandan Shillings,
(Ugandan Budget Speech 2013). The development however was argued
have made accommodation packages more costly and discouraged foreign

Country

VAT Rates

Policy Descriptions

Uganda

18%

firms from paying the fees that were not previously captured in their
quotations according to industry players.
There was however a partial reversal of the policy in December 2013, as
the government reinstated exemption of VAT on accommodation outside
Kampala after the move had reduced competitiveness of Ugandan hotels.
The move provided some relief to tour operators, who had been locked out
of business. However, as the fiscal pressures persisted, the government
reinstated the VAT on supply of hotel accommodation in tourist lodges
and hotels outside Kampala District in July 2014.

In Africa, Tanzania, Uganda and Zambia have experienced similar situations to
Zimbabwe as far as removing the exemption of accommodation for foreign tourists
is concerned. During the fiscal year 2013/2014 the Tanzania government sought to
abolish the VAT exemption on tourist services, as a way of raising revenue. Unlike
Zimbabwe, the VAT exemption extended to other tourism-related services, such
as air charters, tour guiding, park and wildlife fees, camping and concession fees.
However, tour operators opposed the move, pointing out at the negative impact
that this would have in the tourism industry. The Tour Operators Association in
Tanzania approached the government with a detailed proposal on the damage
the VAT would cause. The government decided to postpone the implementation
of VAT on tourism services to allow for consultations with the tourism industry.1
In July 2013, the Ugandan government eliminated VAT exemption on hotel
accommodation and introduced VAT of 18% on all accommodation facilities. The
introduction of VAT was meant to improve tax administration and generate revenues
for the country. The Ugandan government anticipated that the measure would raise
6 billion Ugandan Shillings, (Uganda Budget Speech 2013). The development however
was argued have made accommodation packages more costly and discouraged
foreign firms from paying the fees that were not previously captured in their
quotations according to industry players.
There was however a partial reversal of the policy in December 2013, as the
government reinstated exemption of VAT on accommodation outside Kampala
after the move had reduced competitiveness of Ugandan hotels. The move provided
some relief to tour operators, who had been locked out of business. However, as
the fiscal pressures persisted, the government reinstated the VAT on supply of hotel
accommodation in tourist lodges and hotels outside Kampala District in July 2014.
As of 1 January 2014, all tourism products in Zambia previously zero rated products
(activities and tour packages) were standardized for VAT at 16%. The tourism products
include accommodation packages as well as activities. Any bookings made prior to
31 December 2013, were however exempted from the excess VAT fee. Thus, like
Zimbabwe, the exemption was also reversed in Zambia.
1 See more at: http://www.tourismupdate.co.za/Home/Detail?articleId=28594#sthash.W5kMTzN4.dpuf
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3. Tourism
Trends in
Africa
Statistics from the 2015 World Development
Indicators show that in Sub-Saharan Africa,
tourist arrivals have enjoyed a steady rise since
2009 to more than 36.8 million in 2013. While
the Middle East and North Africa receives 2.5
times more tourists than its counterparts in SubSaharan Africa, tourism in the Middle East and
North Africa suffered a major decline in tourist
arrival between 2010 and 2011. However, it is
slowly regaining ground again and has received
over 94.7 million tourists in 2013.
9

According to the World Travel & Tourism Council,
the total contribution of travel and tourism (T&T)
to GDP for all of Africa in 2014 was estimated to be
5% to 21% and is expected to rise by...

The Council anticipates a...

4.9% per annum growth

for Africa’s overall T&T from 2015 – 2025,
which will result in total GDP contribution of...

3.5% overall in 20152

USD330 billion by 2025.

T&T’s contribution to GDP is greater than all of Africa’s banking, communications,
chemicals, manufacturing, and auto manufacturing GDP combined,
making it a powerful driver of economic growth.
Similarly, T&T is a critical source of employment for
African countries. The Council estimates
that in 2014...

While the total contribution of T&T on
employment (direct, indirect and induced jobs)
was approximately...

9 million direct jobs

20.5 million jobs or 7.1%
of total employment.

were created by T&T.

Specifically, T&T help generate nearly 1 in 14 jobs in Africa.3
In Africa overall, leisure travel
spending, both inbound and
domestic, accounted for
approximately...

Perhaps as a reflection of both perceived and
actual political instability and security concerns
among foreign tourist and tour operators,
domestic (African) travel spending outpaced
foreign spending by...

69.4% (USD95.9 billion)

68% domestic travel
spending was 62.7% of
direct T&T GDP in 2014

of direct T&T GDP contribution in 2014,
while the remaining...

30.6% (USD42.3 billion)
was a result of business travel spending.4

as opposed to 37.3% for foreign visitor spending).5

Both leisure and business travel spending
expected to grow by...

The Zimbabwe tourism industry should therefore
be understood within the context of the regional
growth prospects. It is critical that policy
measures adopted help push Zimbabwe
tourism sector performance towards the
same regional trajectories.

3.9% in 2015
2 Travel & Tourism, Economic Impact 2015 Africa, World Travel & Tourism Council

3 Benchmarking Travel & Tourism: How does Travel & Tourism compare to other sectors? World Travel & Tourism Council, 2015.
4 Travel & Tourism, Economic Impact 2015 Africa, World Travel & Tourism Council.
5 Ibid.
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4. Overview
of the
Zimbabwe
Tourism
Industry
4.1 Industry Structure and
Main Players
In order to understand the Zimbabwe tourism
industry, it is critical to identify the main
stakeholders and their role in the industry. These
include the following:
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a) Ministry of Tourism and Hospitality Industry
The Ministry of Tourism and Hospitality Industry is mandated with developing and managing of policy
programmes and strategies that enhance the sustainable development and growth of the tourism
and hospitality industry in the country. It is composed of different departments, which include:
the International Tourism Directorate that is responsible for the developing and diversifying the
country’s source markets anchored by bilateral and multilateral tourism relations;
the Policy, Research and Development Directorate is involved in the research of new products
for the tourism sector, policy formulation for the tourism industry as well as spearheading
programmes for the tourism sector through the development of effective Information and
Communication Technology (ICT) for the Ministry; and
the Domestic Tourism Directorate which is made up of Province and Hospitality departments,
and focuses on broadening economic participation, and community beneficiation.
The Ministry administers and controls the Tourism Act and its enabling regulations to ensure compliance.
It develops, implements and reviews tourism policies and legislation in consultation with stakeholders.
The Ministry also oversees the development, implementation and review of the National Tourism
Master Plan and Tourism Development Strategies as well as monitoring operations of the Zimbabwe
Tourism Authority (ZTA). It is also the role of the Ministry to coordinate and implement international
tourism policies, programmes and protocols with regard to the United Nations World Tourism
Organisations (UNWTO), World Travel and Tourism Council (WTTC) and environmental organisations
and other relevant international bodies. In addition, the ministry also co-ordinates and implements
regional economic community tourism projects and programmes e.g. Southern African Development
Community (SADC) Regional Tourism Organisations of Southern Africa (RETOSA), COMESA, East African
Community (EAC) and African Union (AU). The ministry also liaises with regional and overseas tourism
offices and embassies with regard to tourism development issues and co-ordinates joint commissions
on bilateral and multilateral matters pertaining to tourism and protocols on tourism co-operation.

b) Zimbabwe Tourism Authority
The Zimbabwe Tourism Authority (ZTA) is a corporate body under the Ministry of Tourism and
Hospitality Industry, established through the Tourism Act (Chapter 14:20 of 1996). ZTA is responsible
for tourism promotion, planning and development, research and the enforcement of standards and
services. ZTA is in charge of registration and grading of designated tourist facilities in the country,
which includes hotels, lodges, travel agents, tour operators, tour guides and other designated tourism
facilities. Its mission is to promote the sustainable growth and development of tourism in Zimbabwe
for the social and economic benefit of the nation. ZTA facilitates the production and processing
of the national tourism statistics and keeps up to date information on all trade organisations and
projects for the ministry’s database. It is also the responsibility of the ZTA to investigate and make
recommendations to the Minister of Tourism and Hospitality Industry on matters affecting the
tourism industry and administration of the Tourism Act.
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c) Zimbabwe National Parks and Wildlife Management Authority
The Zimbabwe National Parks and Wildlife Management Authority (ZimParks) was established under
the Parks and Wildlife Act of 1975.The Authority manages about five million hectares of land or 13%
of Zimbabwe's total land area. Zimparks has a mandate to manage the entire wildlife population of
Zimbabwe, whether on private or communal lands. Private landowners can utilize the wildlife on their
land but they are accountable to the Authority for the welfare of the animals. The Authority manages
national parks, recreational parks, botanical gardens, reserves, and safaris.
The national parks and wildlife provide visitors with leisure and accommodation facilities such as
lodges, chalets, cottages, caravan sites, camping sites and picnic areas. Hunting is not allowed in the
National Parks as the Authority undertakes to preserve the pristine and original nature of these areas.
Zimbabwe has 11 National Parks situated around the country. Controlled hunting is permitted in
some areas of the Parks and Wildlife Estate (Safari areas) which are separate from Recreational Parks,
National Parks and Sanctuaries, thereby reducing conflicting resource usage. Hunting is controlled
through a comprehensive quota system that allows for sustainable and non-destructive hunting.

d) Zimbabwe Council for Tourism
The Zimbabwe Council for Tourism (ZCT) is an umbrella body of the tourism private sector in
Zimbabwe. Founded in September 1988, the organisation lobbies for the tourism industry, speaking
and acting as the sole national voice on all issues that affect the tourism industry as a whole. It is
composed of the leading players in the tourism industry who are represented by various associations
including the following:
Hospitality Association of Zimbabwe (HAZ): This is the trade association representing and
promoting the interests of owners of hotels, restaurants, clubs and related establishments
throughout the country. The hospitality industry is the largest sub-sector of the tourism industry.
It is a major employer, earner of foreign currency and contributor to the national economy.
Safari Operators Association of Zimbabwe (SOAZ): This includes most reputable hunting,
photosafari and other specialized tourism service providers operating in Zimbabwe. All SOAZ
members must be registered and licensed in accordance with current Zimbabwean legislation,
and must employ only registered and licensed professional guides, hunters and couriers.
Zimbabwe Professional Hunters and Guides Association (ZPHGA): This is an association dedicated
to the perusal of ethical and sportsman like hunting and guiding in Zimbabwe. Its aim is to
maintain the highest standards of professionalism amongst members, and is committed to the
long term management and utilization of wildlife. It provides training and education to hunters
and guides in the industry.
Zimbabwe Tour Operators Association (ZTOA): This is the private sector association for the
inbound tour operators who package, plan and book tours in and around Zimbabwe, tailormade to the clients specifications. Their drivers are certified on an annual basis, and tours are
accompanied by a Tour Guide, who might also be the driver.
Association of Zimbabwe Travel Agencies (AZTA): This was formed over 60 years ago by a group
of travel agents intent on joining forces to become one voice to suppliers and authorities, thereby
ensuring it would be represented and respected as an industry player. AZTA has grown to a
membership of 55 throughout Zimbabwe.
13

4.2 The Tourism Value Chain and
Contribution to the Economy
In general, a value chain describes the full range of activities which are required to bring a product
or service from conception, through the different phases of production (involving a combination
of physical transformation and the input of various producer services), delivery to final consumers,
and final disposal after use (Kaplinsky, Morris and Readman, 2002). The tourism value chain thus
refers to the whole set of services and associated industries that are set to interact following the
tourist’s experience. Such experience consists of a series of individual experience at different points
provided by multiple entities. The interrelations among the various players and institutions across the
tourism value chain implies that failure to provide a good experience at any point may undermine
the entire experience and accordingly destroy the competitiveness of the destination (FIAS and
OECD, 2006). In addition, cost built ups in one upstream activity might also see the transmission
of cost pressure across the whole downstream value chain. Thus, a country’s competitiveness in
the provision of tourism services is something that is very complex, requiring that the activities of
industries that are inter-dependent be harmonised, which also includes Government and public
institutions involved in the value chain.
The tourism value chain analysis can be done based on the tourist’s total expenditure (Figure 1).
This can be defined as the sum of fees/taxes, the published price of travel package and other out
of pocket expenses. The fees and taxes generally refer to the frontier services, which include the
cost of visas and other entry permits. Out of pocket expenses are generally composed of payment
for ancillary services such as tours, activities, events, attractions, restaurants, shops and other items
that a tourist might just be interested in once in the country, but without necessarily being the
main attractions. The published price of travel package in turn consists of the various commissions
that are charged by both domestic and foreign intermediaries and the costs of inputs. These input
costs are mostly negotiated with service providers, and these include air transport services, ground
transport and logistics as well as accommodation services.
The implication is that the value chain is very complex, as each stage across the chain also has its
own challenges and key success factors that would influence the tourist’s decision to travel. For
example, the visa process time, airport delays, time to clear customs, baggage handling efficiencies
and airport facilities also determine the costs (including the opportunity cost) of fees and taxes.
Reliability, safety, quality, cost efficiency, coordination ability with intermediaries and administrative
barriers also influence the cost of inputs for the travel package (Figure 1).
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Figure 1: Value Chain costs breakdown for total tourist expenditure

Total Tourist Expenditure
Public Price for Travel Package
Costs of Inputs For Travel Package
(negotiate costs with service providers)
Fees/Taxes
Commissions
Frontier Services
Foreign
(Visas and other
Intermediaries
entry permits)
(International tour
operators and
travel agents)

Commissions
Domestic
intermediaries
(Domestic tour
operators and
travel agents)

International Air
transport and
airport services

Domestic air
transport and
airport services

Ground/Other
Domestic
Transport
Logistics
(including
private charter,
car rentals, etc)

Accommodation
Services (Hotels,
Lodges, Camp
sites etc

Out of Pocket
Expenses
Ancillary Service
Providers (Tours,
Activities, Events,
Attractions,
Restaurants,
Shops etc

Other important factors for the tourist at each stage

Visa processing time and
Tourist perceptions, quality
policy, airport delays,
of destination service
time to clear customs, airport providers, global positioning
facilities baggage handling
of destination and marketing
expenses by the destination

Reliability and service quality,
cost per passenger mile,
innovation and product
development

Reliability, safety, quality
Cost efficiency
(cost/passenger mile)
Scheduling
Capacity
Fares
Coordination with
intermediaries
Tariffs and taxes
Administrative barriers
Destination marketing

Capacity and quality
Regulations
Input sourcing
Operating costs drivers

Source: Adapted from FIAS and OECD, 2006

Thus, the interaction of these key indicators is also a critical determinant of the tourist’s preference
as these all shape the destination competitiveness.
This is the same set up that the Zimbabwe tourism value chain is also operating under. As apparent
from the value chain (Figure 1), the introduction of the VAT on accommodation services has been
done targeting the final stages of the chain, which would also imply that the tourist has to be
cognizant of this before undertaking downstream activities which costs money. These costs include
the following:

Visa fees
Visa fees differ depending on the tourist’s country of origin. The Zimbabwe visa regime divides
countries into three categories, A, B and C. Category A countries (Table 2) do not need a visa to visit
Zimbabwe, while category B countries can obtain a visa on arrival at the airport. The visa fees for a
category B applicant is $50 for a uni-visa; $30 for a single entry visa, $45 for a double entry visa and
$55 for a multiple entry visa. There are some few exceptions, for British and Irish tourists, where the
fees increase to $55 for a single entry visa and to $70 for a double entry visa. Tourists from Canada
pay $75 for a double entry visa.
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Table 2: Category A and B visa countries for Zimbabwe

CATEGORY A

CATEGORY B

Countries whose nationals do NOT require a Zimbabwe Visa

Countries whose nationals are granted a Zimbabwe Visa at
port of entry on payment of requisite visa fees below

Antigua & Barbuda

Kiribati

South Africa

Argentina

Greece

Palestine

Aruba

Leeward Islands

Solomon Islands

Austria

Hungary

Papua New Guinea

Bahamas

Lesotho

St Kitts

Australia

Indonesia

Poland

Barbados

Malaysia

St Lucia

Belgium

Iceland

Portugal

Belize

Malawi

St Vincent

Bermuda

*Ireland

Puerto Rico

Botswana

Maldives

Swaziland

Brazil

Israel

Russia

Cayman Islands

Malta

Tanzania

Brunei

Italy

Seychelles

Congo (DRC)

Mauritius

Togo

*Canada

Japan

Slovak

Cyprus

Montserrat

Trinidad and Tobago

Czech Republic

Korea (South)

Spain

Fiji

Mozambique

Turk & Caicoa

Cook Island

Kuwait

Sweden

Ghana

Namibia

Islands

Denmark

Liechtenstein

Switzerland

Grenada

Nauri

Tuvalu

Dominic Rep

Luxemburg

United Arab

Hong Kong

Samoa Western

Uganda

Egypt

Monaco

Emirates

Jamaica

Singapore

Vanuatu

Finland

Netherlands

Uruguay

Zambia

France

New Zealand

*United Kingdom

Germany

Norway

United States of

Palau Islands

America

Kenya

Vatican
Virgin Islands
Source: Department of Immigration, Zimbabwe6

Category C country visitors have to apply for a visa in their countries before coming to
Zimbabwe (Table 3). Single entry visas for this category range from $30 to $100, depending
on the country. Thus for tourists from categories B and C countries, the decision to travel to
Zimbabwe is also influenced by the visa costs. The value chain costs are thus also influenced
by visa fees.

6 At website http://www.zimimmigration.gov.zw/index.php/visa-regime accessed 18 November 2015
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Table 3: Countries which need to apply for a visa before visiting Zimbabwe

CATEGORY C
Countries whose nationals are required to apply for and obtain a Zimbabwe visa prior to travelling
Afghanistan

Djibouti Rep

Lebanon

Reunion

Albania

El Salvador

Liberia

Romania

Algeria

Equator

Libya

Rwanda

Andorra

Equatorial Guinea

Lithuania

Samoa (America)

Angola

Eritrea

Macau

San Marino

Armenia

Estonia

Madagascar

Sao Tome

Azerbaijan

Ethiopia

Mali

Saudi Arabia

Bahrain

Eyrom

Marshall Islands

Senegal

Bangladesh

French Guiana

Mauritania

Serbia

Belarus

French Polynesia

Mexico

Sierra Leone

Benin

French West Indies

Micronesia

Slovenia

Bhutan

Gabon

Moldova

Sri Lanka

Bolivia

Gambia

Mongolia

Somalia

Bosnia-Herzegovina

Georgia

Morocco

Sudan

Bulgaria

Gibraltar

Myanmar

Suriname

Burkina Faso

Guam

Nepal

Syria

Burundi

Guatemala

New Caledonia

Taiwan

Cambodia

Guinea

Nicaragua

Tajikistan

Cameroon

Guinea Bissau

Nieu

Thailand

Cape Verde Island

Guyana

Niger

Togo

Central Africa Republic

Haiti

Nigeria

Tunisia

Chad

Honduras

Norfolk Islands

Turkey

Chile

India

Northern Mariana

Turkmenistan

China

Iran

Oman

Ukraine

Colombia

Iraq

Pakistan

Uzbekistan

Comoros Islands

Jordan

Panama

Venezuela

Congo (Brazzaville)

Kazakhstan

Paraguay

Vietnam

Costa Rica

Korea (DPRK)

Peru

Yemen Rep

Conakry

Kyrgyzstan

Philippines

Yugoslavia

Cote d'Voire

Laos

Principe

Croatia

Latvia

Qatar

Cuba
Source: Department of Immigration, Zimbabwe
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Airport fees and taxes
Tourists are also subject to Airport Embarkation Tax, which includes an airport passenger service
charge of $20 levied on passengers embarking on international flights. This also includes a departure
tax of $5 for domestic flights and $30 for international flights, which is levied on ticket issuance.7
Also embedded in the tourist’s overall package are travel agencies’ commissions and charges.
Although these differ depending on negotiations, the Association of Zimbabwe Travel Agents (AZTA)
has managed to come up with recommended service fees (Table 4), which took effect from 01 March
2013. These can also turn out to be significant cost drivers for the tourist, as they are also subject
to VAT.

Table 4: AZTA recommended charges for travel agents

Item

Recommended Charges

Domestic Ticket

30.00 - 60.00

Regional Ticket

40.00 - 70.00

International Ticket

80.00 - 200.00

Online Reservation

40.00

Ticket Reissue

40.00 - 50.00

Ticket Revalidation

30.00 - 35.00

Reconfirmation

20.00 - 35.00

Itinerary for visa purposes

20.00 - 40.00

Hotel booking for visa purposes

20.00 - 40.00

Visa form procurement/assistance (plus cost of visa)

20.00 - 50.00

Quotations

20.00 - 50.00

Insurance

20.00 - 40.00

Award ticket

30.00 - 60.00
30.00

Cancellation on same day as ticket issuance

20.00 – 50.00

Ticket refund (excluding airline penalties/fees)
Car Hire

10-20 %

Hotel / Tour Reservations

15-20 %
40.00

Bus Reservation
Source: AZTA facebook page8

8 At website https://www.facebook.com/permalink.php?id=768201086604798&story_fbid=768212003270373 accessed 03 September 2015
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Parks and Wildlife Management Authority Fees
The Parks and Wildlife Management Authority (Tariff of fees) By-laws, 2014 outline the various
charges that tourists who intend to use resorts controlled by the Parks and Wildlife Management
Authority (Parks) are required to pay to enjoy the attractions. This includes conservation fees. All
visitors to the Parks facilities and Parks concessions will pay daily conservation fees, which range
from $10 to $30 for international tourists and $8 and $20 for visitors from the SADC region. These
fees range between $35 and $40 for moonlight viewing.
The general implication is that there are a lot of payments that are made along the tourism value chain,
which all bring important benefits to the associated industries. The exemption of accommodation
services from VAT was generally serving as an attraction point to ensure that all the other
associated industry players benefit from tourism.
Following the approach used by FIAS and OECD (2006), attempts can also be made to trace the
benefits from a typical tourist across one value chain. Ignoring all the other charges besides those
already discussed in the document, estimates can be given for a tourist travelling from the UK to go
and visit Hwange National Park, via Harare International Airport, with the intention of enjoying various
services offered by Hwange National Park for five days. Excluding the costs of the international flight
into Harare, the value chain costs can be estimated (Figure 2).

Based on the interviews with tourists (section 5.3), the tourist is assumed to use a local travel agent for hotel
booking as well as for the issuance of a domestic ticket from Harare to Victoria Falls (enroute to Hwange).
In addition, the tourist would need to pay for daily
conservation fees to the Parks, for which a daily
rate of $20 would be paid which means...

$100 for five days

The tourist would also pay the airport fees...

Taking the recommended average,
the travel agent would charge...

$45 for the domestic ticket &
$30 for hotel booking
giving $75 in commissions.

The domestic flight is assumed to be about $200.

$20
embarking

$30
departure

Based on the standard rates published by the Parks
regulations, assuming the tourist stays in Isilwane
at Robins Camp, the daily accommodation charge
The tourist would also pay $55 for a single entry visa
would be...
at the airport, giving a total of

$205 in fees and taxes.
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$200 translating into $1000

for the five days. The tourist is expected to spend
about $800 as out of pocket expenses and
for other tourist activities.

Based on this assessment, accommodation is the single largest expense for the tourist, before the
introduction of the VAT. Accommodation roughly constitute the bulk of the tourist’s expenditure,
and in our example, this would be about 44% of the costs. However, a significant amount of the
tourist expenditure has actually gone to other service providers compared to accommodation costs.
These products and services are all not exempt from VAT when these secondary operators submit
their tax return, which also implies revenue benefits to the Government. With the introduction of
VAT, the accommodation costs would increase to $1,150. If this is all passed to the tourist, his total
costs would increase by about 6.4%. If this is considered significant by the tourist, he might decide
to visit other countries where costs can be cheaper, which means the net effect would be the denial
of all the $2,280 expenditure in the Zimbabwe market.
The value chain cost assessment generally reveals that there is a risk that the country could lose more
if the VAT makes Zimbabwe less competitive compared to other regional destinations. However,
this generally depends on the elasticity of demand for tourism services in Zimbabwe. If the demand
is inelastic, then Government would gain more revenue as tourists would consider the increase in
costs to be very marginal to affect their preferences. The ability of the local market to absorb part
of the costs would also determine the total additional costs that the tourist would incur. These
possibilities are thus explored in subsequent sections based on available statistics.

Figure 2: Estimated value chain expenditure for a tourist in Zimbabwe

Total Tourist Expenditure =$2,280
Published Price of Travel Package
$205
Fees/Taxes
Commissions
Frontier Services
Foreign
(Visas and other
Intermediaries
entry permits) (International tour
operators and
travel agents)

$75
Commissions
Domestic
intermediaries
(Domestic tour
operators and
travel agents)

$200
International Air
transport and
airport services

Domestic air
transport and
airport services

$1,000
Ground/Other
Domestic
Transport
Logistics (
including private
charter,
car rentals, etc)

Accommodation
Services (Hotels,
Lodges, Camp
sites etc

$800
Out of Pocket
Expenses
Ancillary Service
Providers (Tours,
Activities, Events,
Attractions,
restaurants,
shops etc

Source: Adapted from FIAS and OECD, 2006
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5. Contextualizing the
15% VAT in the Economy
5.1 General Context in Which VAT is Being Introduced
The Tourism sector like any other sector of the economy is subjected to a myriad of taxes in corporate
tax, VAT, and local authorities’ charges in addition to levies and fees by other regulators (Table 5).
This has raised concern that the various uncoordinated collections compromise viability of the
sector. The existing fiscal regime has become a burden to the sector as they are punitive through
high fees and levies adding to the operating costs. The tourism levy is collected and levied by the
Zimbabwe Tourism Authority (ZTA) on players in the hospitality industry. It is calculated as of 2% of
the rate charged for the service supplied, before VAT is included.
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Table 5: Taxes and levies on the Tourism Sector in Zimbabwe

Revenue Head

Tax Rate

Burden of Paying Taxes

Corporate Income Tax

25%

Business

Value Added Tax

15%

Customers

Customs Duty

0-60%

Business

PAYE

Up to 45%

Business

Capital gains tax

15-20%

Business

Local Authority charges

Vary with the local authority

Business

Tourism Levy

2%

Customers

Source: Zimbabwe Revenue Authority, Zimbabwe Tourism Authority

The tourism sector contribution
to GDP declined in 2011 and
2012 to 12.8 %...

...before rising to 14.0% in 2014.

Between the period 2009 and 2014,
the tourism sector contribution averaged 13.8 %.
Due to various initiatives by the Government through ZTA, tourism receipts
improved significantly between 2009 and 2014 from...

US$523 million in 2009 to US$827 million in 2014.
Figure 3: Tourism Sector Contribution to the Zimbabwean Economy (2009-2014)

Source: Zimbabwe Tourism Authority, ZIMSTAT
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In terms of tourist arrivals and hotel occupancy, between the period 2001 and 2008 the tourism
sector suffered partly due to negative reviews it received from the international media as well as
travel alerts issued by governments in major tourist markets concerning travelling to Zimbabwe.
However, since 2009 there have been gradual improvements in the number of tourist arrivals to
the country and hotel room occupancy, although the figures are beginning to fall on the back of
weaknesses in the global and domestic economies (Figure 4).

Figure 4: Tourist Arrivals and Hotel room Occupancy

Source: Zimbabwe Tourism Authority (ZTA)

The African continent continued to dominate tourist arrivals to Zimbabwe between 2009 and 2014,
accounting for 86% of total tourist arrivals on average. South Africa, on average, accounted for 46%
of tourist arrivals from the African continent. The European market had the second highest number
of tourist arrivals to Zimbabwe, accounting for 6.21% of the total tourist arrivals, with the United
Kingdom and Ireland accounting for about 25% of European tourist arrivals (Figure 5).

Figure 5: Tourist Arrivals by region 2009, 2012 and 2014

Source: ZTA

The VAT for accommodation services for tourists was extended at a time when economic fundamentals
in Zimbabwe were generally not favouring the local tourism players. One issue working to the
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disadvantage of local tourism is the exchange rate fluctuations of the major currencies from the
source markets. Between the period August 2014 and August 2015, currencies used in the major
tourist source markets for Zimbabwe weakened against the US dollar (Table 6).This means that
tourists from these source markets will have to spend more in terms of their domestic currencies
for tourism services, making the country very uncompetitive as a tourist destination.

Table 6: Change in Exchange Rate
(Major Regional tourist Source market exchange against the US dollar)
Region

Country

Currency

Africa

South Africa

Rand

10.705

13.251

23.78 (depreciated)

Europe

Great Britain and

Pound

0.592

0.651

9.97 (depreciated)

As at 31 August As at 31 August
2014 (per USD) 2015 (per USD)

Percentage
Change

Ireland
Europe

European Union

Euro

0.747

0.893

19.54 (depreciated)

Asia

China

Yuan (Renminbi)

6.172

6.376

3.31 (depreciated)

Asia

Japan

Yen

102.753

121.233

17.98 (depreciated)

Oceania

Australia

Australian Dollar

1.075

1.409

31.07 (depreciated)

Middle East

Israel

Shekel

3.574

3.934

1.01 (depreciated)

Source: x-rates.com

However, Zimbabwe operators have been trying to adjust their prices down in line with changes in
the exchange rate. Since the year 2010, year on year prices changes (inflation) of tourism related
goods and services have also been declining. Restaurant and Hotel services year on year inflation
declined from 3.40% in January 2010 to -1.61% in July 2015, whilst price changes for recreational
and cultural services also declined from 22.93% in January 2010 to 0.04% in July 2015. Thus, prices
for restaurant and hotel services fell by an average of 4% per annum whilst recreational and
cultural services prices fell by 2.77 between January 2010 and July 2015.The falling prices in the
tourism related products is underpinned by low disposable incomes and low aggregate demand
in the economy, thus service providers are constantly reviewing their prices downwards in order
to stay competitive. This has a significant impact on incomes of the players.
The collection of VAT in Zimbabwe is legislated by the Value Added Tax Act (Chapter 23:12), with
the Zimbabwe Revenue Authority (ZIMRA) being tasked with collection of the consumption tax.
Section 6 of the Act provides for VAT to be charged, levied and collected for the benefit of the
Consolidated Revenue Fund. The tax rate is fixed and prescribed by the Minister of Finance on
the value of supplies by any registered operator of goods or services, and the importation of any
or the supply of any imported.
Key tourism indicators in Zimbabwe can also be benchmarked between Zimbabwe and some
other African countries.9 The tourism sector’s GDP contribution per tourism arrival in 2014 was
9 The benchmarking is based on Travel & Tourism, Economic Impact 2015 Africa by the World Travel & Tourism Council
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approximately USD753 for Zimbabwe, beating out Rwanda (USD623/arrival), Botswana (USD558/
arrival), and Mozambique (USD399/arrival), but is thoroughly overshadowed by Kenya (USD4,735/
arrival), Tanzania (USD3,292/arrival), and Madagascar (USD3,190). With regards to job creation
per tourist arrival, Madagascar exhibited a disproportionately high figure (4.09 local jobs created/
arrival). For Zimbabwe, approximately 0.22 local jobs were created for each arrival, which is
substantially better than Botswana (0.03), Zambia (0.09), and Mauritius (0.13), but still on the
bottom of the scale among other African countries.
With respect to government collective expenditure per arrival, Zimbabwe ranks low among
African countries, with only USD24.91/arrival compared to Kenya (USD390.24/arrival), Madagascar
(USD239.32/arrival), and Mauritius (USD223.08/arrival). Similarly with respect to travel and tourism
investment per tourist arrival, Zimbabwe was the lowest (USD40.37) among the countries selected
for benchmarking in this study. What is striking is that countries like Madagascar, Tanzania, and
Kenya enjoys substantial investment in travel and tourism sector per tourist arrival (USD1,066.17,
USD743.81, and USD584.10 per arrival respectively).
These figures suggest that a lot remains to be done to improve the economic impact of tourism
on Zimbabwe by expanding the range and availability of value added goods and services to
tourists, where opportunities are created for visitors to extend their stay and increase their local
expenditure. This expansion would also bring with it revenue benefits to Government.

5.2 VAT Collections After the Measure
VAT collection in Zimbabwe before and after the implementation of Value Added Tax (General)
Regulation 2015 (No. 38) can be argued to reflect the impact of the removal of VAT for accommodation
services (Figure 6). Between the period February 2009 to July 2015, VAT collection on domestic
goods and services grew on average by 33.21%, accounting for an average of 21.9% of tax revenue
collection. VAT collection from domestic goods and services rose from $435, 578 in February 2009,
reaching a peak of USD 98.47 million (December 2012) eventually declining owing to depressed
spending in the economy (Figure 6).

Figure 6: VAT Collection on Domestic goods and services (February 2009-July 2015)

Source: Ministry of Finance and Economic Development
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The accommodation services for foreign tourists became subject to VAT in January 2015. A look at
the trends show that domestic VAT as a percentage of tax revenue registered a noticeable increase
from 19% in December 2014 to 31% in January 2015. This however fell to 23% in February 2015 and
by June 2015; this had declined to about 18%, which is the same level that was recorded in June
2014 before the introduction of the VAT on accommodation services for foreigners. The sudden
increase in January 2015 can also not be wholly attributed to the VAT on accommodation services,
given that in January 2014, a similar jump was also recorded, where domestic VAT as a percentage
of tax revenue increased from 16% in December 2013 to 25% in January 2014. However, since
the increase was more pronounced in January 2015, the policy change might have contributed.
The impact of the move on total VAT was however less pronounced. Total VAT collection actually
decreased by about 12.8% in January 2015 compared to January 2014. However, in February 2015,
VAT collection increased by about 4.3% compared to February 2014, which could be attributed
to the lagged effect of the VAT policy measure. However, by June 2015, the effect of the policy
measure on total VAT was no longer apparent, as total VAT collection in June 2015 was actually
20.4% lower than the VAT collected in June 2014 without the policy measure.
The implications from the assessment is that generally, the introduction of the VAT on accommodation
services for foreigners did not result in a general increase in government revenue compared to
the period when such VAT was exempted. The absence of a general impact of the measure on VAT
collections might simply show that if the exemption was still in place, the VAT collections could
actually have fallen more than the current situation. Thus, the decrease in total VAT collections
would simply underline the general economic decline due to the current economic challenges,
and not necessarily the negative impact of the VAT policy measure. This is due to the reluctance
by hotels and lodges to pass on the additional costs to tourists (to be discussed in section 5). News
reports actually indicate that the government collected a total of $1.65 million from value added
tax (VAT) on non-resident tourist accommodation in the four months to April, 2015.

5.3 Tourism Arrivals Trends After the Policy Measure
Despite the increase in costs due to the imposition of the VAT, between the period
January to June 2015, tourist arrivals in Zimbabwe actually increased by about 7%
compared to the same period in 2014.
However, the increase was mostly driven by the rise in tourists from the...

Oceania (26%)

Mainland Africa (9%)

as all the other tourist destinations registered a decline (Table 7).
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Table 7: Tourist Arrivals by Source Region, January to June 2014 and 2015

Source Market

2015

2014

% Change

Africa

811 717

745 566

9%

America

27 117

30 373

-11%

Asia

14 999

16 370

-8%

Europe

60 021

60 530

-1%

Middle east

1 855

2 749

-33%

Oceania

14 567

11 575

26%

Grand total

930 276

867 163

7%

Source: ZTA

A look at the distribution of source markets shows that mainland Africa remains the most important
source of tourists, followed by Europe and the Americas (Figure 7). This situation has not changed
much from the position observed in 2014, although there was a drop of 1% each in the proportion
of tourists from Europe and the Americas while Africa and Oceania gained 1%. Stakeholders in the
industry generally believe that tourists from Europe and the Americas generally spend more than
tourists from mainland Africa, as the latter come mostly to visit friends and relatives rather than to
enjoy tourism facilities.

Figure 7: Distribution of tourism arrival by source market, January to June 2015

Source: ZTA

Average hotel room occupancy levels for Zimbabwe decreased marginally by 1% compared to the
same period in 2014 to 41% in the first half of the year 2015. However, the share of foreigners in
hotel room occupancy dropped from 18% in 2014 to 15% in 2015, which could be attributed to the
introduction of the VAT by some hotels which decided to pass on the additional costs (Table 8). The
average bed occupancy level also declined by 2 percentage points to 29% in 2015.
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Table 8: Average Hotel Room Occupancy Rates for the first half of 2014 and 2015

Room Occupancy

2015

2014

2015

2014

Change

Local

Foreign

Local

Foreign

Harare

57%

53%

4%

68%

32%

71%

29%

Bulawayo

34%

37%

-3%

95%

5%

89%

11%

Mutare/Vumba

35%

40%

-5%

94%

6%

91%

9%

Nyanga

31%

38%

-7%

98%

2%

97%

3%

Midlands

36%

34%

2%

98%

2%

100%

0%

Masvingo

24%

34%

-10%

92%

8%

91%

9%

Kariba

48%

37%

11%

90%

10%

91%

9%

Hwange

21%

13%

8%

91%

9%

67%

33%

Victoria Falls

40%

39%

1%

26%

74%

29%

71%

Beitbridge

23%

22%

1%

95%

5%

90%

10%

National

41%

42%

-1%

85%

15%

82%

18%

Source: ZTA

The general conclusion from the assessment at a macro level is that it is difficult to assess whether
there has been any impact from the introduction of the VAT as the period of assessment is still
low. In addition, there are a lot of economic fundamentals at play, making it difficult to attribute
any change at the macro level to any one variable such as the VAT on accommodation. Thus an
assessment at a micro level is needed, which is done in the next section.
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6. The Micro
Level Impact
of the VAT
Stakeholder
Experiences
At the micro level, it is the impact of the VAT on
tourism is expected to be primarily felt by players
in the tourism industry before it is felt at the
macro level. As a result, select stakeholders were
contacted to understand how the imposition of the
VAT on accommodation services had affected their
operations. The findings from the consultations
can be described as follows:
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6.1 Safari and Tour Operators
One of the biggest challenges that some safari operators face in compliance is determining the
amount that has to be used as the accommodation charge. The rates charged are inclusive of meals,
drinks, all activities, guiding services as well as accommodation. Thus separating the charge for
accommodation so as to charge the VAT is a challenge. In addition, most of such operators do not
have permanent structures to serve as accommodation. Thus tents, with no electricity and running
water are just pitched up in the areas, making it difficult to have a rate for such a service.
All the safari operators conducted indicated that they have started applying the VAT. However, the
extent to which the extra accommodation costs can be passed on to the tourists differ between the
operators. The tourism industry pricing structures are generally planned in advance because clients
typically make booking a year or so in advance. Moreover, agents agree pricing with destinations
two years in advance in order to incorporate into their selling strategies. However, discussions with
some safari and tour operators show that some were able to absorb only 50% of the costs, thus
equally sharing the burden with the tourists. However, a larger number had no option but to bear
all the costs, for fear of losing out business altogether. Not even a single operator engaged passed
on the entire costs to the tourists.
Thus the minimal impact on tourist arrivals and hotel room occupancy observed earlier can be
explained by the fact that a significant number of players decided to absorb all the extra charges
during the first half of 2015. The minimum impact can mostly be explained by the 50% of the extra
costs that were passed on by other operators.
However, despite passing only 50% of the additional costs, the operators that did so experienced
a negative impact on arrival patterns. For example, three operators that did so experienced a
reduction in bed occupancy by an average of 16%, 10% and 5.8% respectively. The decrease was
largely attributed to the extra charges, given that in 2014, these operators had all registered high
level of increases in bed occupancy of 26.5%, 57.9% and 4.7% respectively. Given that there were
no fundamental changes in the economy between 2014 and 2015 that could explain this reversal,
it is logical to attribute it to the VAT reform.
Although the general difficulties affecting the cost of business could explain the change, there was a
noticeable decrease in profitability during the first six months of 2015 compared to the same period
in 2014. For example, some of the firms that absorbed only 50% of the extra costs experienced
a decrease in profitability by about 10% during the first half of 2015, while those that absorbed
everything registered a 15% decrease in profit. Huge volumes of loss in profit were also registered
between 2014 and 2015. For example, among those contacted and who shared statistics, the biggest
decrease in profit during the first half of 2014 was about $237,518 while the lowest was $15,000.
These decreases in profits are also partly attributed to the absorption of the VAT by the operators.
Thus the impact of the VAT was to reduce profits, which also has implications on corporate tax
receipts for the country.
Measures being taken by some safari and tour operators to continue in business include price
restructuring and investing in intensive marketing abroad in key markets and in some cases offering
specials on zero rated services such as flights depending on the number of nights that tourists
spend within their camps. These measures are, however, unsustainable as they deplete whatever
margins they were able to get from the market, thereby increasing operational losses over time.
The situation is further worsened by the numerous levies and permit costs charged in the sector.
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6.2 Hotels and Lodges
Hotels contacted during the study indicated that business was beginning to pick up in 2014 after
2013 had generally been bad for business. The outbreak of Ebola in West Africa also affected the
Southern African markets as there was a general reluctance by tourists to travel to Africa. Xenophobia
in South Africa also affected tourism. A significant number of visitors were forced to cancel some of
their bookings due to these events. The depreciation of major regional and international currencies
against the US dollar further compounded the problems, making Zimbabwe an expensive tourist
destination. The 15% VAT tax on accommodation services for tourists was thus introduced at a time
when business was already struggling with the current operating environment and struggling to
pay the other taxes that are already significant, including the 2% tourism levy which other sectors
are not subjected to.
The hotels have begun to charge the 15% tax on accommodation as per the legal requirement.
However, decisions to pass on the additional costs of the accommodation costs differ between hotels
and lodges. There are more hotels and lodges that have decided to avoid passing on the costs to
the tourists compared to those that decided to do so. In Victoria Falls, it is mostly those operators
that have been in business for less than 10 years that decided not to pass on the additional costs
to the tourists. Those who have more than 10 years operating experience passed on at least 50% of
the additional costs to the tourists (40% of those interviewed). Thus, since these are in the minority,
generally the impact of the VAT is more on the hotels and lodges who decided to absorb the costs
than the tourist.

"Those who have more
than 10 years operating
experience passed on
at least 50% of the
additional costs to the
tourists..."

However, since there are some who passed on
about 100% of the additional costs to the tourist,
on average, hotels and lodges interviewed
passed on about 37% of the additional costs
to the tourists.1 Based on total turnover, it also
appears that it is mostly those that indicated
their turnover to be at least US$1 million who
decided to pass on the costs to the tourists.
This shows that the impact would differ on the
business depending on whether the business
has been able to build its name and reputation
over the years.

The impact of the move has generally been to reduce the profitability of the hotels. Only two
hotels/lodges among those interviewed in Victoria Falls indicated that their profitability had not
been affected; after they passed on everything to the tourist, they were still able to get custom.
The rest have registered reduced profitability, which has implications on corporate tax payment
to government. On average, hotels and lodges interviewed registered a decline in profit by about
27% compared to the same period in 2014, which they attribute to absorbing the additional costs.
The reluctance by hotels and lodges to pass on the additional costs has generally implied that there
has been minimal impact on tourist arrivals at the hotels and lodges. The majority of the respondents
indicated that there have not registered any change in tourist arrivals, which they can attribute to
the VAT on accommodation. However, some hotels and lodges (44% of respondents), who also
happen to be those who have more experience and have higher turnover, indicated that they have
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been some reduction in the number of tourist arrivals at the hotels, which could be attributed to
the increased accommodation costs due to VAT.
Just like safari operators, as a way of recovering the reduction in revenue due to the VAT, hotels
and lodges that absorbed the costs have engaged in various schemes. These include engaging in
promotions, reducing rates to maximize on numbers and generally offering discounts. However,
as these also have cost implications, they reduced their profits while they are still expecting to see
the benefits of these promotions.
The general implication from the hotels and lodges’ experience is that there is a general feeling
that increasing the accommodation costs any further is likely to drive away tourists to neighbouring
countries. It is therefore important to confirm whether this is indeed the case from the tourist’s
perspective. This is done in the next section.

6.3 The Tourist Perspective
As already mentioned, a total of 145 tourists were interviewed in Victoria Falls to ensure that
the impact of the VAT is understood from the tourist’s perspective. Although these tourists were
randomly selected, they were drawn from different countries (Figure 8), which enabled perspectives
to be captured from tourists with general different spending habits.

Figure 8: Distribution of destination countries for tourists interviewed

10 Assuming that accommodation costs on average $110, this would imply that on average; the tourist would only experience an increase of about $6 per
night, which is negligible. The tourist would generally not feel much of the burden.
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Factors considered in choosing countries
The impact of the VAT on accommodation would generally be considered to be extremely deterrent
to the tourist if the decision on a country to visit is primarily determined by costs. Interviews held
with tourists in Victoria falls generally show that it is the destination features, that is the tourist
attraction site that plays a leading role in influencing the country to visit. About 97% of the tourists
interviewed indicated that destination features is the main deciding factor, followed by the safety of
the country (30%). Costs also matter for the tourist as about 25% of the respondents also indicated
that they take them into account (Figure 9).

Figure 9: Factors influencing the tourist's choice of a country

This is also confirmed when the tourists were asked about the reason they chose Zimbabwe ahead
of other countries. Almost all the tourists (98%) indicated that it is the tourism features in Zimbabwe
that attracted them, followed by the safety of the country (23%). Only about 14% of the respondents
indicated that they were attracted to Zimbabwe by lower costs compared to neighbouring countries.

Tourist’s average length of stay in Zimbabwe
If the impact of the VAT is to make tourist lose interest in the Zimbabwe market, the total loss to
the economy would also depend on the length of the tourist’s stay, which would also determine
the amount likely to be spent in the country. The majority of the tourists interviewed stay about
two to three nights (Table 9), even though there are tourists who can stay in the country for up to
a fortnight. Taking the average and assuming that the sample size interviewed is representative
enough of all tourists coming to Victoria Falls, then a typical tourist would be expected to stay about
three nights in Zimbabwe.

Table 9: Average length of stay for tourists in Victoria Falls

Number of Nights

Number of Respondents

1 night

11

2-3 nights

98

4-7 nights

32

8-14 nights

4
Source: ZTA
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The majority of the tourists (67%) indicated that they travel into the country as a group (Figure 10),
which also shows that if the effect of the VAT is considered significant, group decisions to leave the
country can be taken, making the economy lose out significantly.

Figure 10: Whether travel decisions are made individually or as a group

Use of local agents
Some of the tourist dollar is also expected to be enjoyed by local travel agents, who also assist the
tourist. However, given the international reach of Victoria Falls, international agents play a leading
role in the tourist’s visit to the Victoria Falls. Only 10% of the tourists interviewed use local agents,
with the majority (74%) relying on international agents. This also points to the need for local tourist
agents to market themselves well to beat international competition to ensure that the tourist dollar
is largely spent in the Zimbabwe economy. A number of tourists indicated that they booked through
Botswana and South Africa.

Average tourist budget for Zimbabwe
Interviews with tourists show that they budget significantly when visiting Zimbabwe, with a significant
number budgeting over $2,500 for the single trip (Figure 11). Taking the average, a typical tourist has
a budget of about $1,900 for a visit to the Victoria Falls. However, about 52% of the tourists indicated
that they actually under estimated the costs when they budgeted and ended up spending more
than what they had budgeted for. Many indicated that the costs turned out to be more expensive
that what they had budgeted for, including meals, accommodation and other charges. A tourist who
had budgeted $200 for food ended up spending about $400 due to unanticipated costs. Others
who had also budgeted only about $500 for food and all activities also discovered that they had
underestimated the actual costs and had to top up. Thus, the spending by tourists in Zimbabwe,
which benefits value chain players, is actually significant, such that if the tourist decides not to visit,
the economy would lose out.
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Figure 11: Average budget for Zimbabwe visit

Attitude and reaction to accommodation costs
In order to get a clear indication of how the tourist consider accommodation costs, the tourists were
asked whether the costs of accommodation matters in their overall decision to visit the country.
About 50% of the respondents indicated that it does while an equal number indicated that the cost
of accommodation did not matter much when deciding the country to visit. However, the tourists
were also asked how they would react if the accommodation costs that they have paid in Zimbabwe
were to increase in future (Figure 12). The results actually show that the tourist would, on average,
not be happy. While about 15% indicated that they would not be happy about the decision, they did
not indicate whether their disappointment would see them preferring other countries. However,
more than a third (36%) of the tourists indicated that they would either decide not to visit Zimbabwe
again or would make sure that they reduce their length of stay when they visit next time. It is mostly
for about 27% of the tourists who indicated that the cost of accommodation is price inelastic as
far as they are concerned. This generally shows that contrary to expectations when the VAT was
introduced; a significant number of tourists actually would decide not to visit Zimbabwe if this is
passed on to them. It is on this basis that the stance taken by most of the operators to absorb the
costs rather than pass them on to tourists is commendable. If all hotels and lodges in the country
were to pass on all their costs, there would be negative impact across the whole value chain as the
tourist goes for cheaper accommodation.

"... a significant number of tourists actually
would decide not to visit Zimbabwe if this is
passed on to them."
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Figure 12: Likely reaction to an increase in accommodations costs in Zimbabwe

As a way of ascertaining a rough value of the price elasticity of demand for accommodation services
by foreign tourists, they were asked about the maximum value of price increase in accommodation
which they would tolerate (Figure 13). About 75% of the tourists indicated that as long as the increase
is less than 5%, they would not mind, while only 10% indicated that they would tolerate an increase
of between 10 and 15%. Thus, if the hotels and lodges were to pass the entire 15% increase in VAT to
tourists, they should expect to lose about 75% of the tourists that are currently coming to Zimbabwe.
Absorbing half of the additional costs (about 7.5%) would also result in the same scenario, which
also supports the decision by hotels and lodges to absorb all the additional costs.

Figure 13: Maximum percentage increase in accommodation costs
that the tourist would tolerate
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7. Conclusion
On Impact of
the VAT On
Zimbabwe
Tourism
Industry
Tourism has become the mainstay of the
Zimbabwean economy. Agriculture and mining
which used to be the fastest growing industries
have since slowed down with the global slump in
commodity prices, and coupled with the market
illiquidity position, they have been hampered
by depreciated equipment over the years.
Manufacturing has been heavily impacted by
the influx of cheap goods from the East. Taking
all of this into account, it is evident that tourism
remains one of the main avenues through which
the economy can be anchored. The industry is
a net foreign exchange earner and given the
continued poor performance of exports of goods,
export of tourism services positively contributes to
the addressing of the balance of payment deficit.
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The impact of the VAT on the industry has generally been to reduce the profitability of the industry,
given the industry’s reluctance to fully pass on the additional costs to the tourists. Currently, there
has not been much impact in terms of tourism arrivals, given that most operators decided to absorb
the costs of the VAT. Thus to the tourist, there have not been much changes. However, the decrease
in profit of hotels by about 27% on average also implies that the tax base for corporate tax payments
to Government would also decrease by 27% for hotels and lodges. This decrease might actually
negate any anticipated revenue collections from the VAT on accommodation services.
Based on the tourist’s preferences, only an increase of at most 5% might not cause much movement
in tourist to other countries. This therefore implies that the impact of the VAT introduced on foreign
accommodation has generally been to tap into the profits of the players who are also struggling to
compete with neighbouring countries due to some challenges with the Zimbabwe economy. Local
costs are already high in Zimbabwe compared to neighbouring countries like Botswana, Namibia and
South Africa– partly due to the stronger US$. Any further significant costs (like 15% VAT) seriously
reduce the country’s tourism products competitiveness. This is particularly within the current
context, where the local industry is still trying to recover from the effects of hyper-inflation and
poor country image. In addition, the exemption of the VAT was the factor which the tourism players
were riding on, as it was the main source of competitiveness for the Zimbabwe tourism industry
after being used as a marketing tool. Equating Zimbabwe to the same level as its neighbours, at a
time when the country image is still portrayed negatively, implies eliminating the main advantage
that Zimbabwe had.
The decision to extend VAT to accommodation services was mainly motivated by the need to increase
revenue for Government. There does not appear to have been due regard to the impact that the
measure was going to have in the value chain industry, as the short term objective of increased
revenue can easily be countered by the decreased tax collections from other activities depended
on the tourism industry. During the first half of 2015, Zimbabwe received a total of 87,138 tourists
from Europe and America, who constitute the tourists interviewed in Victoria Falls. Given that on
average, a tourist budgets about $1,900 to spend in Zimbabwe, this means that about $165.6 million
was enjoyed from these arrivals. As already indicated, VAT collected during the first quarter of the
year, the government collected about $1.65 million VAT from accommodation. If this trend was
maintained, about $3.3 million was collected during the first half. If the hotels were to pass on the
entire costs to the tourist, the economy would lose about $124 million of the tourist expenditure,
assuming that 75% of the tourists decide not to visit Zimbabwe as per the findings from the interview.
Thus, the revenue targeted by the government from the VAT would be a pittance compared to the
lost tourist expenditure.
However, given the continued shrinking of the tax base, it is also inevitable that the tourism industry
should also continue to contribute towards tax revenue through other means as is happening
to other sectors such as telecommunications, fuel retail, tobacco and others where taxes were
introduced to get revenue. Thus, the VAT cannot be entirely removed, as in general there is some
level of tax which is tolerated by the tourists. If the accommodation costs were to increase by 5%,
there will not be much impact in the industry, and once the tourist is used to the increase, a further
5% can be added on in subsequent years.
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8. Recommendations
Given the difficulties in getting revenue, government naturally has to explore all the possible
mechanisms. However, where the measures are counterproductive, there is also need for flexibility,
to ensure that the viability of firms, which is the main source of tax revenues, is not compromised.
Recommendations for striking a balance between revenue collection and industry viability include
the following:

There is need to ensure that the Zimbabwe tax system for tourism sector payers is more
attractive compared to neighbouring countries to attract tourists into the country. Thus there
is need to revise downwards the VAT chargeable for accommodation purposes from the
announced 15% to a reduced rate for the sector (as in Kenya) which is below 15%;
To ensure that the tourism sector also contributes to VAT like all other sectors, there is need
to incrementally introduce VAT, starting with about 5% before gradually getting to the special
rate within two years, rather than to impose abruptly a full-blown 15% tax.
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