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10.3 Conclusions

The following conclusions can be noted when comparing tax and other incentives in Hawaii and Canary

Islands compared to those in the CARIFORUM countries.

• Unlike the Caribbean, VAT or reduced sales taxes in one form or the other is utilized in both

countries which were researched. A selective reduction of sales tax rates to replace import duties

can stimulate tourism and the hotel sector in the Caribbean.

• Incentives in the tourism sector are more general than only hotel concessions. These incentives

most often include food and beverage, entertainment and auxiliary services. In the Caribbean it is

noted that the primary concessions are the hotel sector, however the taxes of the auxiliary services

are often passed on to the hotel sector.

• Incentives are provided not only to new investors, but also to ongoing businesses. The Caribbean

islands mostly provide incentives that stimulate development of new capacity. This policy should

be re-evaluated in light of available capacity and world trends and carrying capacity.

• Separate sales taxes are creating a high taxation level for Caribbean hotels. The Caribbean hotel

sector should be allowed to move away from hotel occupancy tax and incorporate general sales

tax in their fiscal regime. Room tax can be phased out and replaced by a sales tax.

• Departure tax for airline passengers is common in the CARIFORUM countries, although this is not

universally applied. However there should be a more user- friendly implementation of this tax, i.e.

adding to the ticket as a sales tax, or a levy on the airline ticket.

• The fiscal regime of the CARIFORUM islands creates an expensive tourism experience due to the

high indirect taxes on inputs. Fiscal incentives should be reviewed to lower taxes on inputs used

by the hotel sector.

• The present regimes of taxes do not encourage growth in the hotel sector in some countries of the

CARIFORUM region. If growth continues to slow down, investor confidence within the region will

soon decline.

• The viability of the hotel sector in the CARIFORUM region is threatened by the monopolistic pricing

of electricity in the region. As electricity costs continue to rise, the hotel sector in the CARIFORUM

region will lose its competitive edge.



Taxation & Operating Costs for the Caribbean Hotel Sector

55

11.OVERALL FINDINGS AND
RECOMMENDATIONS

There is an urgent need for CARIFORUM governments to have a harmonized approach to concessions for hotel

investments, and to apply same concessions to hotels that are constantly upgrading their product.

Concessions should be granted to hotels that invest in improving technology. Duty free concessions on inputs

that can improve efficiency, environmental management, and training materials should be mandatory. These

concessions should be tied into a hotel operating licences that will reduce the bureaucracy involved in

applying for concessions.

The coordination of hotel investment should be facilitated by a One Stop Shop concept, with the view of

greatly improving the response time for approval of a hotel projects and creating a more efficient government

administrative system. While concessions do exist on the books in all CARIFORUM countries, the

implementation of these concessions may be too slow in a world of real time action. Further, CARIFORUM

governments must move from the position of giving up revenues via start-up concessions, to facilitating the

process thus creating linkages from hotel investments. Often the induced impact from hotel construction into

the economy outweighs revenue granted to facilitate start-up construction.

A number of recommendations can be derived to achieve a more simplified tax regime for the hotel sector

with the CARIFORUM countries. While it is reasonable to conclude that it will be very difficult to arrive at a

single model of taxation for the hotel sector throughout the CARIFORUM countries, some major areas can be

addressed.

The fundamental issue with the taxation of the hotel sector in CARIFORUM countries, is that the hotel sector is

not viewed as an export industry, and it is not treated as such in the national taxation polices. Although

incentives are provided for the start up of Hotels, the tax burden of the hotel sector is high. Taxation of the

hotel sector is attractive because the persons being taxed are foreign tourists. This high level of taxation can

have a direct impact on the competitiveness of the hotel product in the individual countries. UNCTAD (1998)

noted that, “Fiscal policy on many developing countries places a heavy burden on tourism service suppliers

(particularly small and medium sized enterprises). While most governments provide for tax and duty drawback paid

by exports of goods, this is usually not applied to exports of the tourism services”.

National taxation is critical in any discussion or study of the competitiveness of the hotel sector in the

CARIFORUM countries. Any item which will make the island more expensive will have a negative impact on

revenues for the wider economy. It is critical that the Governments of the CARIFORUM region make a strong

commitment to review the present taxation of the hotel sector, and not increase the taxation of this sector

beyond the current level.

The hotel sector in all of the CARIFORUM countries is under threat from rising taxation, both direct and indirect.

If this is not addressed by the governments of the region, the hotel sectors in the CARIFORUM countries will

not be able to compete and attract visitors to the islands.
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Overall Findings and Recommendations
FINDING RECOMMENDATION

1. The governments of the

CARIFORUM countries have

relied on fiscal and financial

incentives for attracting

investments in the hotel

sector.

These incentives concentrate on start up costs. The concessions and

incentives need to also apply to inputs and operating costs. Governments

in the CARIFORUM countries must review the incentives regime with

regard to hotel operations. Emphasis must be placed on creating an

enabling environment so that hotels can not only open but remain

competitive in pricing of their hotel product. This can be achieved by

extending the incentives to certain key operational inputs such as

technology, food, beverage, cleaning supplies, linens, restaurant

equipment, etc.

Incentives should be more accessible to all hotel operators: small,

medium, large or local/foreign. Conditions for qualifying should be clear

and precise.

2. Research on hotel operating

costs revealed that data is

neither available nor

compiled. Hotels view this

information as confidential.

Consider a research desk at CHA to collect this data on an annual basis as

part of the membership process.

Have the Online questionnaire running on the CHA website for

continuous entry and updating.

CHA must work with their membership to ensure they appreciate the

importance of sharing data.

3. The present CET tariff regime

is complex and excessive.

Import duties are a major

source of income for all the

government of the

CARIFORUM countries.

Governments can consider the lowering of import duties on principle

inputs such as food and beverage for the hotels. Though the duties will be

lowered, hotels will increase volume purchase and therefore the tax will

no longer be a restriction on their purchases.

4. Hotels complained about the

excessive government

bureaucracy related to

obtaining tax incentives.

Governments must make every effort to reduce the red tape associated

with the applying for and approval of concessions for the hotel sector.

5. Manufacturing, Agriculture

and Hotels enjoy tax

incentives on their

investment. Agriculture and

Manufacturing enjoy

concessions on operational

inputs, while the hotel sector

inputs and outputs are taxed.

Governments can consider creating duty free zones for the hotel sector.

This would facilitate the entry of all inputs being consumed by the hotel

to be imported duty free within the hotel by foreign guests.
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FINDING RECOMMENDATION

6. Tax incentives in the hotel sector are

limited, while in some countries tax

incentives for Manufacturing and

Agriculture are continuous.

Governments should consider allowing longer tax concessions

for hotels that improve on the infrastructure in the community

during the construction phase.

7. The structural costs related to Hotel

sector are higher than agriculture and

manufacturing due to the higher capital

outlay and greater need for

infrastructure.

Governments should consider allowing longer tax concessions

for hotels that improve on the community infrastructure

during the construction phase.

8. Hotels pay a series of licences and direct

taxes all due on different accounting

periods during the financial year.

It may be more efficient for the Government to apply a new

form of licensing on hotel operators. This can be a simplified

tax scale combining: Property Tax, Hotel Licences, Pool license,

Liquor licences and trade licences based on room count. This

can be in the form of a specific Hotel Trade Licence.

9. Departure Tax is a tax levied on

departing visitors and is a moderate

income generator for governments.

However it is seen as a nuisance tax by

the visitors.

Departure tax should be added automatically to airline or

seaport tickets and paid in by the airline or agent operating at

the airports or seaport.

10. Room Tax is an occupancy tax or hotel

tax which is a sales tax on hotel

occupancy and is a moderate generator

of income in all countries researched.

Room tax should be revised based on hotel size and concept.

All-inclusive hotels have other income grouped with the room

rate. This may be an unfair application towards hotel room tax.

11. The biggest operating cost is an empty

hotel room.

Governments must view the hotel sector as a ‘business” and

must play an active role in creating an enabling environment

for hotels to succeed. Such an environment must have

adequate airlift and fiscal policies which address land base

tourism. Tourism should be included inGovernment

development plans.

12. Lack of awareness and understanding

of hotel sector by some public service

agencies

CHA and the national associations must embrace the public

sector agencies as partners of the hotel industry. It may be wise

to have a representative from Ministry of Finance and Ministry

of Tourism in the national associations.
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APPENDIX A: SUMMARY TABLE OF TOURISM
INVESTMENT INCENTIVES IN SELECTED
COUNTRIES
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APPENDIX B: BILOGRAPHY
• CHA Position Paper: Caribbean Tax Policy

• CHA Position Paper: CARICOM Single Market and Economy

• CHA Position Paper: International Trade negotiations

• Caribbean Tourism Strategic Plan

• WTTC, 2004 World report on the impact of Travel and Tourism on Jobs and the Economy of the Caribbean,

2004

• Caribbean Tourism Sector Taxation

• Eastern Caribbean Central Bank Economic Indicators

• Reports compiled by National Tourism Associations and CSHAE

• The Bahamas Investment Authority, Summary of Benefits under the Hotel Encouragement Act.

• St. Lucia Hotel and Tourism Association, SLHTA Secretariat Mid-Year Report, 2005

• CTO, Tourism Related Taxes, 2003/2003

• CTO Tourist Stop-Over Arrivals 2004
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