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Séanadh

Is i an Oifig Buiséid Pharlaiminteach (OBP) a d'ullmhaigh an doiciméad seo mar ais do Chomhaltai
Thithe an Oireachtais ina gcuid dualgas parlaiminteach. Ni bheartaitear é a bheith uileghabhalach na
criochnuil. Féadfaidh an OBP aon fhaisnéis ata ann a bhaint as né a leasu aon trath gan fégra roimh
ré. Nil an OBP freagrach as aon tagairti d'aon fhaisnéis ata a cothabhail ag trid pairtithe né naisc chuig
aon fhaisnéis den sért sin Nd as dbhar aon fhaisnéise den sort sin. Ta baill foirne an OBP ar fail chun
abhar na bpaipéar seo a phlé le Comhaltai agus lena gcuid foirne ach ni féidir leo dul i mbun plé leis
an moérphobal né le heagraiochtai seachtracha.

Is de chinedl ginearalta i an Fhaisnéis. Baineann éiginnteacht le raitis réamhbhreathnaitheacha agus
d'fhéadfadh go dtiocfaidh nithe suntasacha chun cinn mar thoradh ar an bhFaisnéis. Ni sholathraitear
raiteas cinntitheach leis an bhFaisnéis i ndail le haon saincheist ar leith né i ndail le himthoisc
phearsanta. Ni comhairle atd san Fhaisnéis. Ni mdr a dheimhnid duit féin go bhfuil an Fhaisnéis a
sholathraimidne, an Oifig Buiséid Pharlaiminteach agus Coimisiun an Oireachtais (lena n-airitear
seirbhisigh, gniomhairi agus conraitheoiri na hOifige agus an Choimisidin) oiriinach agus iontaofa. Ni
ghlacaimid aon fhreagracht as cruinneas na oiriinacht, na eile, na Faisnéise agus ni thugaimid aon
rathaiocht na aon ghealltanas nd aon bhardnta i leith an chéanna; nd go mbeidh ar leathanaigh
ghréasain né an Fhaisnéis né abhar eile saor 6 earraidi, saor ¢ viris nd saor 6 sharu. Ni ghlacaimid aon
dliteanas (lena n-airitear i leith éilimh maoine intleachtula) a eascréidh as aon abhar trid pairti né aon
suiomh gréasain trid pairti a gcuirfimid nasc ar fail chuige né da ndéanfaimid tagairt. Ni ghlactar le
haon dliteanas ar bith, a mhéid is moé a cheadaitear faoin dli is infheidhme né (i) as aon iontaocibh a
chuirfear san Fhaisnéis né san dbhar ar ar leathanaigh ghréasain né (ii) as aon chaillteanas né
damaiste a eascrdidh as an Usaid a bhainfidh tu as na leathanaigh ghréasain sin né i dtaca leis an
Usdid sin. Féach ar .1 gcas aon easaontacht a bheith idir an
Séanadh seo agus ar bhFogra Séanta cuimsitheach, is ag an gceann deireanach a bheidh an
forldmhas.

Disclaimer

This document has been prepared by the Parliamentary Budget Office (PBO) for use by the Members
of the Houses of the Oireachtas to aid them in their parliamentary duties. It is not intended to be
either comprehensive or definitive. The PBO may remove, vary or amend any information contained
therein at any time without prior notice. The PBO accepts no responsibility for any references or links
to or the content of any information maintained by third parties. Staff of the PBO are available to
discuss the contents of these papers with Members and their staff but cannot enter into discussions
with members of the general public or external organisations.

The Information is general in nature. Forward-looking statements involve uncertainties and matters
may develop significantly from the Information. The Information does not provide a definitive
statement in relation to any specific issue or personal circumstance. It does not constitute advice. You
must satisfy yourself as to the suitability and any reliability of the Information that we, The
Parliamentary Budget Office and Oireachtas Commission (including its servants, agents and
contractors), provide. We accept no responsibility for, and give no guarantees, undertakings or
warranties concerning, the accuracy or suitability or otherwise, of the Information; or that our
webpages or the Information or other content will be error free, virus free, or infringement free. We
accept no liability (including in respect of intellectual property claims) arising out of any third-party
content or any third-party website to which we link or refer. To the fullest extent permitted by
applicable law, no liability whatsoever is accepted (i) for any reliance placed on the Information or
content on our webpages or (ii) for loss or damage arising out of or in connection with your use of this
webpages. See our comprehensive . In any conflict between this Disclaimer
and our comprehensive Disclaimer Notice, the latter will prevail.


https://oireachtas.cloud.gov.ie/apps/eDocs/S/HOS024/Files/HOS024-018-2023/1.%20Pre-Budget%20Commentary/Is%20de%20chineál%20ginearálta%20í%20an%20Fhaisnéis.%20Baineann%20éiginnteacht%20le%20ráitis%20réamhbhreathnaitheacha%20agus%20d’fhéadfadh%20go
https://www.oireachtas.ie/en/how-parliament-is-run/houses-of-the-oireachtas-service/parliamentary-budget-office/disclaimer/
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Key Messages

Between 2011-2018 and 2020-2023, a reduced 9 percent rate of
Value Added Tax (VAT) was applied to the hospitality and tourism
sector. In September 2023, the rate was restored to 13.5 percent.

It is estimated the total Exchequer cost of applying the reduced
VAT to hospitality and tourism was €3.6 billion. This includes €2.6
billion from 2011 to 2018, and €1.2 billion from 2020 to 2023.

In 2019, it was estimated hospitality and tourism revenue was
worth €9 billion, with 250,000 workers employed in the industry
and around 20,000 businesses by 2022.

The rationale for VAT reduction is to reduce consumer prices,
increase demand and boost sectoral employment. Yet it is
inconclusive whether this was achieved, with economic literature
identifying VAT reductions boosted profit margins rather than
translating into reduced consumer prices.

VAT is a regressive form of taxation which can impact lower
income households, depending on consumer demands for
discretionary goods which includes hospitality and tourism.

PBO modelling estimates increasing VAT on hospitality and
tourism will generate an extra €61 million to the Exchequer in 2023
and €183 million in a full year from Irish households.

In absolute terms, increasing VAT costs wealthier households more
(€16.98 more per month) than poorer households (€2.98 more per
month). Yet reduces the poorest household income by 0.25
percent per month, compared to 0.15 percent per month for the
wealthiest households.

In addition to VAT, EU states apply other tax measures to
hospitality and tourism to fund the maintenance of tourism
services.
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1. Introduction

Hospitality and Tourism is one of Ireland’s biggest indigenous sectors.' In
2019 it generated over €9 billion to the economy,? with an estimated
284,800 workers, and 46,000 tourism related businesses.®* Given the size
and scale of the hospitality and tourism sector, it contributes to the State’s
finances both directly, through employment, and indirectly by income tax
and taxes on the sale of goods and services, such as Value Added Tax (VAT).

However, clearly defining the hospitality and tourism sector is challenging.
It is broad in its scope, including a wide range of services and activities.
Ireland’s hospitality and tourism sector includes both large and small firms,
varying from small and medium family run enterprises (SME’s) with
around ten employees,* to much larger multinational firms.> In a broad
sense, the hospitality sector may be understood as including businesses
such as hotels, bars, pubs, canteens, and catering operators® as well as
hostels, bed & breakfasts, caravan parks, self-catering accommodation, and
guest houses.

Tourism, however, is much broader and more difficult to define. The
Department of Enterprise defines it as “the activity of travellers on trips
outside their usual environment with a duration of less than one year and
includes services for accommodation, restaurants, leisure, entertainment
and transport.”” It has also been described as providing “amenities within
localities... whether by providing attractions and activities or offering
hospitality and events.” This makes accurately defining hospitality and
tourism challenging as there is no one size fits all definition of the sector.

A key aspect of Ireland’s hospitality and tourism sector is that for much of
the last decade, there was a continuous and sustained increase in the
number of overseas visitors.? While the sector was also subject to a more
favourable rate of low taxes compared to other areas of the economy.
Following the pandemic and return to international travel, a cost-of-living

'Tourism Recovery Taskforce, (2020) pg. 5.

2 Failte Ireland, (2021), pg. 2.

3 Central Statistics Office, ' (2023).

4 Central Statistics Office, ' ' (2017).

5 A foreign-owned multinational is defined as a company that is ultimately owned abroad
and operates in more than one country. An Irish-owned multinational is a company that is
ultimately owned in the Republic of Ireland and operates in more than one country.
¢ Expert Group on Future Skills Need,
(2015) pg. 7.

7 Department of Enterprise, Trade and Employment,
(2020).
8 Tourism Recovery Taskforce, (2020) pg. 1.
® Organisation for Economic Co-operation and Development,

(2018), pg. 12.


https://www.gov.ie/en/publication/be0cb-tourism-recovery-plan-2020-2023/
https://www.failteireland.ie/FailteIreland/media/WebsiteStructure/Documents/3_Research_Insights/4_Visitor_Insights/KeyTourismFacts_2019.pdf?ext=.pdf
https://www.cso.ie/en/releasesandpublications/fp/fp-tsa/irishtourismsector2019tourismsatelliteaccount/
https://www.cso.ie/en/releasesandpublications/ep/p-bii/bii2015/sme/
https://www.skillsireland.ie/all-publications/2015/hospitality-skills-full-report-for-web.pdf
https://www.skillsireland.ie/all-publications/2015/hospitality-skills-full-report-for-web.pdf
https://enterprise.gov.ie/en/publications/publication-files/focus-on-tourism-and-hospitality-2020.pdf
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=&cad=rja&uact=8&ved=2ahUKEwjE6oTq06KBAxXgVkEAHcSIBJQQFnoECBQQAQ&url=https%3A%2F%2Fassets.gov.ie%2F90006%2F80801fc3-a69b-4faf-843b-be9bff4d6a0f.pdf&usg=AOvVaw0FhtX-ivge0Wl3gxgwY-cE&opi=89978449
https://www.oecd.org/cfe/tourism/2018-Tourism-Trends-Policies-Highlights-ENG.pdf
https://www.oecd.org/cfe/tourism/2018-Tourism-Trends-Policies-Highlights-ENG.pdf
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crisis and increasing interest rates, this began a debate whether the sector
should continue to avail of a reduced rate of tax relative to other sectors.

It is in this context, and ahead of Budget 2024, the Parliamentary Budget
Office (PBO) seeks to examine the VAT rate in Ireland’s hospitality and
tourism sector. This note aims to:

Explain what Value Added Tax (VAT) is,
Present how VAT has changed over time,
Provide a brief overview of Ireland’s hospitality and tourism sector,

Outline how much Exchequer funding VAT raises,
Explore the distributional impacts on households of changing VAT

on hospitality and tourism, and finally,
Examine VAT in an international context.

The PBO would also like to thank the staff in the Department of Finance,
who contributed to the development of this paper, as well their continued
engagement and support throughout.
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2.What is Value Added Tax (VAT)?

Value Added Tax (VAT) is defined as a tax payable on the sales of goods
(including imports) and services, and which is paid by the final consumer,©
and is based on a percentage of the assessed value of the good or service.
This means VAT is a ‘consumption tax’ on goods and services," meaning it
can fluctuate with economic cycles as it relies on consumer purchases. It
was the third largest source of Exchequer tax receipts in 2022, providing
over €18.8 billion, representing 23 percent of total tax receipts.”? It was
behind only Income Tax (€30.7 billion) and Corporation Tax (€22.6 billion).®

Ireland’s Value Added Tax is governed by the European Union’s Directive
on Common System of Value Added Tax. This was introduced in 2006 to
ensure a transparent and coherent taxation system between EU Member
States.”* While VAT rates vary between EU member states, the Directive
outlines requirements for setting national rates of VAT. This includes:®

The Standard Rate of VAT must be at least 15 percent, but there is no
maximum level,

Member States can make use of two reduced rates of VAT. However,
these must be no less than 5 percent on goods and services from a
dedicated list.

The Directive provides a list, known as Annex lll, of all the goods and
services which Member States can apply either one or two of their reduced
rates of VAT. This includes items such as pharmaceutical products, medical
equipment, and cultural events.' The Directive also allows a reduced rates
for foodstuffs, restaurant and catering services (excluding alcoholic
beverages), and accommodation in hotels and similar establishments
(including the provision of holiday accommodation).”

The Directive has been reformed and updated since 2006 to account for
changing circumstances, with an amendment in 2022 to increase the
number of goods and services eligible for the reduced VAT rates from 24 to
33.® These updates to the Directive also included two limitations for
Member States regarding VAT. This included:®

' Revenue Commissioners, * ' (2023).
T Commission on Taxation & Welfare, (2021), pg. 3.
2 Department of Finance, (July 2023), pg. 2.
¥ Department of Finance, (2023), pg. 33.
% European Commission, * ' (Accessed September 2023).
S 1bid.
'® Council of the European Union,
(2000).
7 Council of the European Union, (2000).
'8 Council of the European Union,
(2022).
9 Department of Finance, (July 2023), pg. 13.


https://www.revenue.ie/en/vat/what-is-vat/index.aspx
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=&ved=2ahUKEwiAo5PEgIKBAxWUTUEAHbGFDSQQFnoECBkQAQ&url=https%3A%2F%2Fassets.gov.ie%2F234144%2F87aef05e-5253-424f-80a3-3610486df2b3.pdf&usg=AOvVaw0lXPTEr_B2Mu8Qhri6QKpd&opi=89978449
https://www.gov.ie/pdf/?file=https://assets.gov.ie/263926/979bd0ae-2b52-4b34-b5bf-aaed575fee27.pdf#page=null
https://www.gov.ie/pdf/?file=https://assets.gov.ie/255688/58c34028-0c19-456d-8721-450feae59fdc.pdf#page=null
https://taxation-customs.ec.europa.eu/what-vat_en
https://eur-lex.europa.eu/legal-content/EN/ALL/?uri=CELEX:32006L0112
https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:02006L0112-20190116#tocId578
https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:32022L0542
https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:32022L0542
https://www.gov.ie/pdf/?file=https://assets.gov.ie/263926/979bd0ae-2b52-4b34-b5bf-aaed575fee27.pdf#page=null
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Member States can now only apply a zero percent rate or super-
reduced rate of VAT to a maximum of 7 categories.

Member States can only use a maximum of 24 categories of goods
and services to apply a reduced rate of VAT, out of the total of 33.

Where Member States were applying VAT rates before January 1991 that
were below the Directives minimum requirement, these rates could be
retained as a derogation to the Directive.?° This derogation allowed Ireland
to retain a zero percent VAT and super-reduced rate of 4.8 percent VAT.?
Yet EU states could not apply the lower rates to new goods and services
not charged at that rate in 1991, while where VAT rates subsequently
increased, the exempt rates of VAT could not be reapplied. While certain
categories are also exempt from VAT, including transport, water, education
and financial services.?

2.1. VAT Iin lIreland

At present, Ireland operates with several rates of VAT, which are applied to
different types of goods and services (Table 1). This includes both pre-1991
VAT rates and rates in line with the EU Directive. The Standard Rate of VAT
is 23 percent of the value of goods or services purchased, this rate applies
to around 46 percent of all goods and services sold and represents around
64 percent of total VAT receipts.?®

Ireland’s two Reduced VAT Rates are set at 13.5 percent (from 2003) and 9
percent only established in 2011.2* These account for 44 percent? and 0.5
percent of goods and services purchased respectively and comprise 36
percent and 0.3 percent of total VAT receipts.?® A pre 1991 super-reduced
VAT rate of 4.8 percent is a historic exemption which applies to livestock
registered by farmers, while a pre-1991 zero percent VAT rate accounts for
around 10 percent of goods and services purchased.?”

It is important to note, while Ireland’s Standard VAT Rate is the joint fourth
highest in the EU, it is the only country which applies a zero percent VAT to
certain goods under its derogation, including food, books and children’s
shoes.?® Yet the VAT applied to goods and services can change depending

20 Council of the European Union,

(2006).
2 Department of Finance, (2016) pg. 2.
22 Department of Finance, (July 2023) pg. 4.
2 Revenue Commissioners, (August 2023) pg.27.
24 Revenue Commissioners, ' ' (Accessed 21 Sept. 2023).

2> This assumes that sectors which temporarily availed of the 9 percent rate will retain the 13.5
percent rate of VAT from the st September 2023 and the st November 2023.

26 Revenue Commissioners, (August 2023) pg.27.
27 |bid.
22 The Commission on Taxation and Welfare, (2022) p.78.
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https://eur-lex.europa.eu/legal-content/EN/ALL/?uri=CELEX:32006L0112
https://eur-lex.europa.eu/legal-content/EN/ALL/?uri=CELEX:32006L0112
https://assets.gov.ie/7685/7d9fa387af9f40f3b60d702a2a8f70ad.partial
https://www.gov.ie/pdf/?file=https://assets.gov.ie/263926/979bd0ae-2b52-4b34-b5bf-aaed575fee27.pdf#page=null
https://www.revenue.ie/en/corporate/documents/statistics/ready-reckoner.pdf
https://www.revenue.ie/en/vat/vat-rates/historical-vat-rates/index.aspx
https://www.revenue.ie/en/corporate/documents/statistics/ready-reckoner.pdf
https://www.gov.ie/pdf/?file=https://assets.gov.ie/234316/b4db38b0-1daa-4f7a-a309-fcce4811828c.pdf#page=null
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on policy decisions and may occur during the budgetary estimates
process. Certain areas, such as the hospitality, tourism and energy sectors
are recent examples where the VAT applied was temporarily reduced.

Table 1: Ireland's VAT Rates

Standard Rate 23% Applies to all goods and services that do not fall into
reduced rates, including alcohol, petrol, tobacco, diesel,
cars, hardware.

Reduced Rate 13.5% Includes home heating oil and solid fuels, construction,
housing, labour intensive services and general repairs and
maintenance. Hospitality and tourism, including hotel and
holiday accommodation, restaurants, and entertainment
services fall under this category since September 2023.

Reduced Rate 9% Includes newspapers and sporting facilities. Some sectors
operate provisionally under this rate? including Gas and
electricity (until 31 October 2023).

Flat Rate 5% Applied for farmers who are not registered or required to
Refund register, compensating flat-rate farmers for VAT they incur
on farming costs without having to register.

Super-Reduced 4.8% Applied specifically for agriculture on livestock by
rate registered farmers.
Zero Rate 0% Applied for most food items, books, children’s clothes and

shoes, oral medicines and installation of solar panels on
private dwellings.

Exempted VAT NA Transport services, supply of water, provision of education,
financial services, medical services and charity services.

Source: Department of Finance, (July 2023). and
The Revenue website has a database for further consultation on which VAT corresponds
to a certain activity. Revenue Commissioners, March 2023.

The rationale behind reducing VAT on specific goods and services is to
lower the final cost for consumers, make goods more accessible and help
stimulate demand.*° However, temporary reductions in VAT can be
challenging, as businesses may not pass on the cost of the reduced level of
taxation. This means using VAT as a policy mechanism to stimulate
demand can create difficulties due to the uncertainty whether reductions
to VAT are ultimately passed on to consumers. The Commission on
Taxation and Welfare noted that for this reason, reducing VAT should not
be used as counter cyclical measure to support the economy, and instead
goods currently on 9 percent VAT should increase over time to 13.5
percent.’

2 Revenue Commissioners, * ' (2023).
30 The Commission on Taxation and Welfare, (2022).
3 bid. pg. xxv.


https://www.revenue.ie/en/vat/vat-rates/what-are-vat-rates/second-reduced-rate-vat.aspx
https://www.gov.ie/pdf/?file=https://assets.gov.ie/234316/b4db38b0-1daa-4f7a-a309-fcce4811828c.pdf#page=null
https://www.gov.ie/pdf/?file=https://assets.gov.ie/263926/979bd0ae-2b52-4b34-b5bf-aaed575fee27.pdf#page=null
https://www.revenue.ie/en/vat/vat-rates/search-vat-rates/vat-rates-database.aspx
https://www.revenue.ie/en/vat/vat-rates/search-vat-rates/vat-rates-database.aspx
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2.2. Timeline of Hospitality and Tourism VAT Changes

Following the 2008 Irish financial crisis and EU-IMF bailout programme,
the Irish economy entered a severe economic recession, that resulted in
cutbacks to public spending, significantly reduced tax revenue and
increasing unemployment. In an attempt to stimulate consumer demand,
generate employment and boost consumer confidence, the Government
announced the Jobs Initiative in 2011.

The initiative identified that hospitality and tourism was very labour
intensive but had the potential to generate significant economic returns
for the Exchequer. In response the Government introduced a new targeted
measure in 2011 involving a “new temporary second reduced rate of VAT at
9 percent.”? The purpose was to reduce the cost of goods and services in
the hospitality sector, boost tourism, and stimulate employment in the
sector. The new reduced VAT rate was to “apply mainly to restaurant and
catering services, hotel and holiday accommodation and various
entertainment services such as admissions to cinemas, theatres,
museums, fairgrounds, amusement parks and sporting facilities. In
addition, hairdressing and printed matter such as brochures, maps,
programmes and newspapers will also be charged at the new rate.”**

Initially, this VAT measure was time bound and only intended to operate
for 30 months, between July 2011 and end 2013. It was estimated to cost
€120 million in 2011, and €350 million for 2012 and 2013,** a total of €480
million. However, the reduced 9 percent VAT was retained in subsequent
budgets from 2013 and 2018.3° Yet, in 2013 a review by the Dept Finance
found inconclusive evidence the reduction in VAT was passed onto
consumers or generated additional employment in the sector.*®

In 2018, a subsequent review by the Dept Finance estimated the 9 percent
VAT for the hospitality and tourism sector was estimated to have cost the
Exchequer over €2.6 billion in tax forgone since its introduction.’” While
reimposing the 13.5 percent VAT to the sector would generate over €520
million in 2018 alone.*® The report concluded spending on hospitality and
tourism is more responsive to changes in income and economic cycles
than changes to price or VAT, given it is discretionary spending.* It
suggested increasing hospitality and tourism VAT would not impact

32 Department of Finance, (May 2011) p.8.
33 1bid. p.8.
3 |bid. p.8.
3 Department of Finance,
(2018) p.1.
% |bid. p.18.
37 |bid. p.35.
3 |bid. p.2.
% |bid. pg. 5.
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http://opac.oireachtas.ie/AWData/Library3/financeJobsInitiative100511_163556.pdf
https://assets.gov.ie/6323/120219144351-982238712e1344f2850b1f6071fc7b56.pdf
https://assets.gov.ie/6323/120219144351-982238712e1344f2850b1f6071fc7b56.pdf
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consumption, resulting in Budget 2019 reimposing 13.5 percent VAT on the
tourism and hospitality sector. This measure was estimated to raise €466
million for the Exchequer in 2019 and €560 million for a full year.“°

In 2020, following the outbreak of the Covid-19 pandemic, a range of
urgent public health measures were implemented to limit the spread of
the virus between people. Given the customer facing nature of the
hospitality and tourism sector, it was one of the most vulnerable sectors to
be impacted by the public health measures. It was estimated that revenue
from the sector fell by €5 billion between 2019 and 2020, while
employment was expected to fall by up to 200,000 in 2020.4

In response to the sector’s challenges, in 2020 the Government established
a dedicated Tourism Recovery Taskforce (TRT) comprising representatives
from the tourism and hospitality sector to develop recommendations to
aid the sector. The TRT's recommendations included reintroducing the 9
percent VAT for the hospitality and tourism sector with immediate effect.*?
As in 2011, the rationale with reimposing the lower rate of VAT for the
hospitality and tourism sector was to reduce consumer prices, stimulate
demand and promote competitiveness of the sector internationally. In
addition to this measure, the hospitality and tourism sector received a
range of other Government support measures which included:

The Employment Wage Subsidy Scheme

The Covid Restrictions Support Scheme

Covid-19 Pandemic Unemployment Payment

Covid-19 Business Loans

Covid-19 Credit Guarantee Scheme

Trading Online Voucher Scheme

Business Financial Planning Grant

Waiving of Local Authority rates

Waiving licence fees for street furniture for hotels, restaurants, pubs

etc.
4 Department of Finance, (2018) pg. 5.
4 Department of Enterprise, Trade and Employment,
(2020) pg. 4.
“2 Tourism Recovery Taskforce, (2020) pg.10.


https://www.gov.ie/pdf/?file=https://assets.gov.ie/180590/38c9357d-20bb-4f22-90f1-275f61f819db.pdf#page=null
https://enterprise.gov.ie/en/publications/publication-files/focus-on-tourism-and-hospitality-2020.pdf
https://www.gov.ie/en/publication/be0cb-tourism-recovery-plan-2020-2023/
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2.3. Present Situation

Following the TRT's recommendation, in 2020 the Government announced
a temporary reduction in VAT for the hospitality and tourism sector from
13.5 percent to 9 percent, from Ist November 2020 to end December 2021.
This reduction was estimated to cost €400 million.** In 2021 the temporary
reduction was extended to end August 2022, at an estimated cost of €250
million. In 2022, the reduction rate was extended again until end February
2023 at an estimated cost of €250 million.** Finally, in 2023 the reduced
VAT was again extended until end August 2023, at an estimated cost of
€300 million.** From September 2023, VAT on the hospitality and tourism
sector was reinstated at 13.5 percent, the first time since 2020. Figure 1
presents the timeline from 2011 to 2023 of changes to VAT relating
specifically to the hospitality and tourism sector.

Over the last decade, from July 2011 to August 2023, the 9 percent VAT
applied to the hospitality and tourism sector has been in place for a total of
124 months. While in contrast, the 13.5 percent rate has only been in place
for 22 months between January 2019 and November 2020. The reduction in
VAT is estimated to cost over €3.6 billion since 2011, comprising €2.6 billion
from 2011 to 2018, and €1.2 billion from November 2020 to August 2023.4¢

Figure 1: Timeline of VAT Changes 2011 to 2023

2011

VAT 1’2‘(’,11‘5_' Sept 2023:
lowered . Nov 2020: 13.5% VAT
from 13.5% 9% VAT 9% VAT re- re-

to 9% extended introduced introduced

2013: Jan 2019: Jan 2022-
par RS o
Expire extended
4 Department of Finance, (2020) pg. 5.
4 Seanad Eireann, ' (October 2022).
45 D3il Eireann, * " (March 2023).
46 Department of Finance, (July 2023) p.9.
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3.Hospitality and Tourism in Ireland

Hospitality and tourism are Ireland’s largest domestic sectors,*” which are
highly labour-intensive, employing a substantial number of workers across
all regions in a variety of businesses. As the sector is dispersed across the
State, it also generates indirect spin off benefits to other sectors of the
economy, including transport, agricultural produce, and retail.

This section provides an overview of employment in the hospitality and
tourism sector, outlines the challenges the sector faced due to the Covid-
19 pandemic, and outlines some of the concerns which have been raised
by the sector.

3.1. Employment

In 2022, it was estimated there were around 250,000 workers and 20,000
businesses in the hospitality and tourism sector.*® However, this is down
slightly from the estimated 265,000 workers in the sector in 2019.4° This
suggests while the sector may not have fully recovered since the
pandemic, it is currently employing around 94.3 percent of the total
number of workers as it did pre-pandemic.

Figure 2 presents CSO and Irish Tourism Confederation data on
employment for both the tourism sector and accommodation and food
services activities in Irish regions for Q3 2022. In total, the data suggests
there are 246,000 employed in the tourism sector, and 170,000 employed
in the hospitality and food services sector. Overall, hospitality and tourism
employment is largely concentrated in Dublin, with over 125,000 workers,
followed by the South-West (63,000), Mid-East (48,000) and South-East
(42,000). As a result, this demonstrates Dublin accounts for the single
largest portion of the State’s hospitality and tourism employment,
comprising over 30 percent of workers. Compared to 15 percent in the
South-West, 11 percent in the Mid-East, 9 percent in both the Mid-West
and Border region, and 6 percent in the Midlands. From this, it is evident
the eastern regions of Ireland comprise over half (52 percent) of all workers
in the State employed in hospitality and tourism.

47 Tourism Recovery Taskforce, (2020) pg. 13.
48 Joint Committee on Tourism, Culture, Arts, Sport and Media,
(May 2023).
% |rish Tourism Industry Confederation (ITIC), (2019).
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Figure 2: Accommodation and Food Services and Tourism Employment
by Region (Q3 2022)
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Source: Central Statistics Office (CSO) and
, Irish Tourism Industry Confederation, 2023.

Figure 3 provides a comparison of Accommodation and Food Service
employment for regions between Q2 2019 and Q2 2023, during the busy
summer period for Irish tourism. Again, this shows Dublin accounts for the
largest number of workers employed in the sector in both years. This is
followed by the South-West, Mid-East, and Border regions. Between 2019
and 2023, the areas which experienced the largest reductions in workers
employed included the Border (18 percent), Midlands (17 percent) and
Dublin (14 percent). However, during this time other regions increased the
number of workers employed in accommodation and food services. This
includes the West (1 percent), Mid-East (8 percent) and South-East (27
percent).

This suggests that in the accommodation and food sector, employment
increased in some regions while simultaneously decreasing in others. This
potentially reflects other ongoing factors such as the housing crisis or cost
of living. Yet according to the CSO, between 2019 and 2023 the overall
reduction in workers in the accommodation and food services sector was
4,300 workers, or 2.4 percent.
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Figure 3: Employment in Accommodation and Food Services by Region,
2019 and 2023
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3.2. Impact of COVID-19

In 2020, the global pandemic presented many significant challenges for
the wider hospitality and tourism sector. As with many other sectors of the
economy, these challenges included adhering to public health restrictions,
job losses in the sector, additional expenses to re-open business
(compliant under health measures) and temporary or permanent closures
due to lack of footfall.>®

Figure 4 shows the percentage of businesses, by sector, affected by closure
at some stage during 2020. No industry was unaffected by closures during
the pandemic, however certain sectors which could avail of remote
working, such as IT or Finance, experiencing closure rates of up to 27 and
45 percent respectively. However, the Accommodation and Food was most
heavily impacted by closures, with almost 90 percent of firms closing at
some point in 2020. While tourism related businesses, under Arts,
Entertainment and Recreation experienced an 81 percent closure rate. This
shows how the pandemic had a disproportionate impact on the
Hospitality and tourism sector, compared to other industries. Two thirds of
businesses in the Services sector identified Government restrictions as
their reason for closure, while one third identified reduced demand.® Yet,
as noted in Section 2.2, a wide range of Government supports and
initiatives were provided to compensate for closures, and offset the

%0 Joint Committee on Tourism, Culture, Arts, Sport and Media,
(2021).
5 CSO, ! ' (2021).
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financial impacts, including warehousing debts, wage subsidy schemes,
and waving of local authority rates for businesses.

Figure 4: Closure status of businesses by sector in 2020

Professional and IT

Finance and Administration
Wholesale and Retail Trade
Industry

Transportation and Storage
Construction

Other Service Activities

Arts, Entertainment and Recreation

Acommodation and Food Service Activities

0% 20% 40% 60% 80% 100%
Did not close at any point B Closed at some point
Source: , Central Statistics Office (CSO).

As a result of these sectoral closures, it was estimated around 180,000
workers in the tourism sector either lost their job or were at risk of losing
their job in 2020.>2 This disproportionately impacted younger workers, as
almost 50 percent of those employed in tourism were under the age of 35,
compared to 33 percent across the general workforce.>® While as a result of
the pandemic, the revenue raised by the sector was projected to fall from
an estimated €9 billion in 2019°* to €5 billion by 2020.>> This shows the
range of social and economic consequences which occurred as a result of
the closure of the hospitality and tourism sector during the pandemic.

3.3. Sectoral Concerns

Following the pandemic, the hospitality and tourism sector outlined
several issues regarded as key challenges, which pressured businesses into
increasing prices to protect profit margins.®® The sector has called for the
permanent reintroduction of 9 percent VAT to alleviate these pressures
and assist the consumer, as increasing VAT to 13.5 percent would not be
possible to absorb by the business.”” The issues identified to justify reduced

52 Tourism Recovery Taskforce, (2020) pg. 13.
3 |bid. pg. 19.
% |bid. pg. 41.
55 Department of Enterprise, Trade and Employment,
(2020).
% |rish Tourism Industry Confederation,
(2022) pg. 3.
7 lbid. pg. 16.
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VAT include, high energy costs, softening demand, labour market
challenges, increased cost of inputs and lack of hotel capacity.>®

The sector has argued, while there was a strong rebound in activity as
restrictions were eased, the sector is still struggling to fully recover
following the Covid-19 pandemic during 2020 and 2021.%° These challenges
include permanent closures of businesses in the industry, increasing
operating costs and issues with recruitment and retention of staff in the
sector, which is argued has had “very damaging regional impacts”®® on
rural towns and regions reliant on tourism. While due to increased costs,
there is pressure on businesses to increase prices to survive. Yet a business
survey noted 53 percent reported “substantially higher” visitor numbers in
2023 compared to 2022, while 81 percent of hotels said average room yield
had increased or remained the same,® while 61 percent reported increased
or the same level of profitability in 2023 compared to 2022.5?

The increased cost of living following the Russian invasion of Ukraine
increased the cost of inputs, such as energy and other raw materials for
the sector. This has resulted in challenges for hospitality and tourism due
to volatility in the energy markets and sharp cost increases for all
businesses and households.®® This followed EU sanctions on Russia, which
provided 23 percent of crude oil and 43 percent of coal imports to the EU
in 2020.%4 Sanctions also impacted other inputs, such as food supplies.
Together, these increases in the cost of inputs would affect the hospitality
and tourism resulting in price increases to remain cost neutral.

However, in August 2023 the Consumer Price Index (CPI) increased by 6.3%
compared to the year before, indicating increases to the average price of
goods and services. Price increases in the hospitality and tourism sector
rose at a faster rate than the CPI. This includes Restaurants and Hotels (7.3
percent) and Food and Non-Alcoholic Beverages (8.2 percent).®* The Dept.
Finance and Commission on Taxation®%” noted consumer spending on

%8 |bid. pg. 3.
% |rish Tourism Industry Confederation,
(2022) pg. 3.

% |pbid. pg. 9.
& Failte Ireland, (2023) pg. 16.
2 |bid.
63 European Central Bank, * ' (2022).
& |bid.
65 CSO, ' (2023).
6 Department of Finance,

(2018).
67 The Commission on Taxation and Welfare, (2022).
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hospitality and tourism is discretionary and depends on income levels
rather than the price of goods. As consumer income has fallen due to the
cost-of-living crisis, this reduces demand for spending on the sector.

The sector outlined the current strength of the labour market has posed
challenges for hospitality and tourism, due to increased operating costs
from paying higher wages. The Irish Fiscal Advisory Council (IFAC) outlined
the current labour market is operating above normal capacity with an
exceptionally tight labour market® impacting all sectors and industries.
The PBO identified that hospitality and construction sectors were the
worst impacted by Covid-19, with over 46,800 workers leaving the
accommodation industry since businesses reopened post- pandemic.®®
However, it is important to note these labour shortages are not unique to
one sector of the economy, with many industries experiencing shortages.
Labour intensive industries, such as the hospitality and tourism sector, are
therefore more likely to be adversely impacted by labour shortages and its
associated knock on impacts.

The war in Ukraine was highlighted as posing challenges given the State's
reliance on the sector to provide temporary accommodation to both
Ukrainian refugees and asylum seekers.”® The sector outlined the reliance
has reduced availability of accommodation for tourism purposes and
leading to increased prices for remaining accommodation.” The sector
argues this shortage, particularly outside Dublin, directly affects other
tourism related activity providers, such as visitor attractions, and resulted
in an expected €1 billion loss in revenue in 2023.72 Furthermore, it is argued
the shortage from accommodating Ukrainian refugees and asylum
seekers is also reducing job vacancies in rural area which are heavily
dependent on tourism and hospitality to provide jobs.”> However, it is
important to note any tourism accommodation housing refugees was
provided voluntarily and are compensated by the State in return.

68 |rish Fiscal Advisory Council, (June 2023) pg. 5.
% An insight into the labour market from 2019-2022. Parliamentary Budget Office (PBO),
2023.

70 [rish Tourism Industry Confederation, (2022).

7 bid.

72 . Joint Committee
on Tourism, Culture, Arts, Sport and Media, March 2023.

7 |rish Tourism Industry Confederation, (2022).
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4.Trends in VAT Revenue

The income generated by VAT on hospitality and tourism has fluctuated
over time, in line with economic cycles. Increasing during good times and
falling during downturns, yet since 2011 the income from VAT has been
increasing annually. Figure 5 shows that VAT from the accommodation
and food sector was generally higher than tourism related businesses,
classified under the support service activities, with the only exceptions
being 2020 and 2021, during the Covid-19 pandemic.

Figure 5: Hospitality and Tourism VAT receipts 2011 to 2022
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Source: . Revenue Commissioners, 2023.

Note: Figures measured in millions. Support Service Activities and Administrative includes Tourism related
activities.

In 2011 when the VAT applied to hospitality and tourism was first set at 9
percent, it generated around €0.84 billion for the Exchequer. Income from
VAT increased slowly over the following years as the economic recession
abated, and between 2012 and 2018, VAT on the hospitality and tourism is
estimated to have generated an average of €1.02 billion annually.

In Budget 2019, the VAT rate was increased to 13.5 percent, which
generated an estimated income of €1.5 billion to the Exchequer. Following
the onset of the Covid-19 pandemic in 2020, VAT returns from the sector
collapsed, with only €0.86 billion generated by 2021. After the reopening of
all economic sectors in 2022, income from VAT rebounded strongly to
€1.49 billion, the second highest level over the last decade.

17


https://www.revenue.ie/en/corporate/information-about-revenue/statistics/receipts/receipts-sector.aspx

As part of Budget 2024, Revenue estimated that retaining the 9 percent
VAT for the hospitality sector’# alone would cost the Exchequer €0.765
billion.”> While the Department of Finance estimated the total cost in 2024
of extending the reduced VAT to all sectors is estimated at €0.789 billion
(Table 2).

Table 2: Estimated Cost (€m) of Retaining Reduced VAT for Hospitality
and Tourism

Jan-Feb Mar-Apr May-June Jul-Aug Sep-Oct Nov-Dec Total
yloy YA 2024 2024 2024 2024 2024 Cost

Source: Department of Finance

Note: Figures are measured in millions of euros. Figures for November/ December 2024 would be assigned to
January/February 2025, as VAT is collected in the following VAT period. ‘Entertainment’ includes a range of areas,
but the largest factors include cinemas and theatres, as well as museums, fairgrounds, amusement parks and
sporting facilities.”®

74 This comprises accommodation, catering, hairdressing, cinemas and theatres.
7> Revenue Commissioners, Revenue Ready Reckoner — Pre Budget 2024, August 2023, pg. 28.
76 Department of Finance, Jobs Initiative (May 2011) p.8.
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5.Current Discussion

The Government introduced the 9 percent VAT as a time bound measure
in 2011 and again in 2020. Throughout much of the last decade, this
measure has been extended, such as during the pandemic to allow
businesses a transition period and to avoid adding pressure on the sector
while inflation was high.”” As Ireland’s economic circumstances have
evolved substantially since 2011 and the height of the pandemig, it is
appropriate to consider the applicability of reduced VAT to the sector” in
the context of Budget 2024. While hospitality and tourism returned to the
13.5 percent rate in September 2023,7° there has been considerable
discussion on the rate of VAT which should be applied to the sector.

This section examines some of the key areas surrounding the rationale for
and against reducing VAT, including price reduction, need to broaden the
tax base and alternative methods to tax the sector if VAT is reduced.

5.1. Price Reduction

The Commission on Taxation and Welfare outlined the economic theory
for reducing VAT is that it is a quick solution for an economic downturn,
but which is not recommended as a short-term measure.®® In addition, the
theory states by reducing taxes on goods and services, the reductions are
passed onto consumers automatically in the form of price reductions to
help stimulate demand. While VAT on the sector reduced, it is
guestionable whether reduced prices or increased demand were achieved.

As noted by the Commission on Taxation and Dept. Finance in recent
years, there is limited evidence VAT achieves price reductions for
consumers and is instead used to protect profit margins of businesses.®
This is supported by international literature which examined who
benefited from reductions in taxes such as VAT.82 Where the prices of
discretionary items, such as hospitality and tourism, are reduced, such as
from VAT reductions, the evidence suggests this is a regressive measure,
with lower income households paying a higher percentage of household
income relative to higher income households.®

77 Dail Eireann, July 2023.
78 Department of Finance,
(2018) pg. 1.
79 Dail Eireann, July 2023.
80 The Commission on Taxation and Welfare, (2022) pg. 110.
8 |bid. pg. 109.
82 Benzarti, Youssef & Carloni, Dorian. (2019) Who Really Benefits from Consumption Tax
Cuts? Evidence from a Large VAT Reform in France. American Economic Journal:
Economic Policy. 11.
82 The Commission on Taxation and Welfare, (2022) pg. 110.
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5.2. Broadening the Tax Base

Changes to VAT are important to consider in the context of ensuring the
State has a broad tax base, and to reduce overreliance on limited income
sources, such as Corporation Tax and Income Tax. In 2021, these two
sources alone accounted for 62 percent of Exchequer income.® The
Commission on Taxation and international bodies, such as the OECD, also
identified Ireland’s need to broaden the tax base, which may involve
reforming Ireland’s VAT rates,®>® which accounted for 23 percent of the
State's income in 2021.

The Commission recommended the Exchequer should broaden the tax
base by narrowing the scope of sectors availing of the reduced VAT rates,
such as the 9 percent VAT. It also identified gradually increasing the 9
percent VAT to 13.5 percent and increasing the 13.5 percent of VAT over
time.?” This would stabilise Exchequer revenue raised from VAT, and see
sectors like hospitality and tourism subject to 13.5 percent VAT. This was
recommended on the basis Ireland uses the reduced and zero rates more
than any other EU Member State, which offers the potential to generate
revenue if reduced rates were increased or applied to fewer sectors.8
However, the Commission on Taxation caveated that, depending on the
good or service, simply increasing the reduced rate of VAT will not deliver a
progressive distributional pattern, as lower income households may still
require compensation.®®

Currently Ireland applies a zero percent VAT rate to the maximum number
of permitted categories, and a reduced rate to 19 out of 24 of permitted
categories.®® The Dept Finance noted that by retaining widespread lower
rates of VAT for sectors, this limits the scope to provide further targeted
interventions to alleviate ongoing cost of living issues.”

5.3. Alternative Taxation Proposals

There were calls to apply VAT differently across the country in hospitality
and tourism sector,®? with the rationale to create a better regional balance,
by decoupling the VAT applied between rural areas and the capital.®® This
was proposed on the basis hospitality and tourism in Dublin may charge
higher prices based on their proximity to external events, such as festivals,

8+ Parliamentary Budget Office, , 2022, pg. 7.

8 The Commission on Taxation and Welfare, (2022) p.108.

8 OECD Economic Surveys, .

87 The Commission on Taxation and Welfare, (2022) p.108.

88 |bid. p.7.

8 |bid. p.108.

% Department of Finance, (July 2023) p.3.

o Ibid. p.10.

92 Dail Eireann, January 2023.

93 Seanad Eireann, October 2022.
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international concerts, and sporting events, which rural businesses would
be unable to avail of 4 While, the industry states, decoupling VAT would
account for hospitality and tourism in Dublin having better access to a
wider pool of workers compared to businesses in rural regions. There have
also been calls from the sector to separate the VAT applied between
hospitality and accommodation, compared to restaurants over the
medium to longer term.®

Should VAT on the sector be reduced again at some stage in the future,
the Commission on Taxation and other EU countries offer alternative
taxation methods for the hospitality and tourism industry to raise
Exchequer income to fund public services. The focus on taxing this sector
specifically is due to the additional pressure on public services and
infrastructure which tourism generates.®®

Some countries apply an ‘Occupancy Tax', placed on short term stays in
paid accommodation through a charge per person or per night®” and is
addition to VAT. The rationale is to ensure tourists contribute to ongoing
maintenance and provision of infrastructure and services, such as
electricity, waste and water services and public transport, which they
benefit from in the form of a ‘user pays principle’. Currently, 18 EU member
states apply this tax, including Portugal, France and Spain, while Ireland is
one of 9 EU states who does not apply this levy. This alternative levy for
hospitality and tourism ranges from an average €0.40 to €2.50 per night
across EU states, up to the highest charge of €7.50 per night in Belgium.®®

6. Distributional Impact of VAT Changes

Consumption taxes, such as VAT on goods and services, are noted to be
regressive taxes, as they have disproportionate impacts on lower income
socio-economic groups.® This occurs because lower income households
have higher expenditure patterns relative to household income than more
affluent households.'®® As a result, increasing taxes such as VAT can
negatively impact poorer households, but this depends on the goods
consumed. In recent years, certain VAT reductions’® were on discretionary

94 .Joint Committee
on Tourism, Culture, Arts, Sports and Media, March 2023.
% |rish Independent,

(2023).
% The Commission on Taxation and Welfare, (2022), pg. 11
97 European Commission,
%8 |bid.
% Department of Finance,
(2018) pg. 30.
190 The Commission on Taxation and Welfare, (2022) p.87.

1o Other VAT reductions include on solar panels, newspapers, and gas and electricity.
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areas, such as leisure, tourism and hospitality, where there is a strong
relationship between expenditure levels and disposable income
available!®? This means as income increases, households will consume
more of these goods, and vice versa.

While reducing VAT has the advantage of being a ‘shovel ready’ measure
that is quick and easy to implement, in 2012 and 2023 it was identified the
reduction was not always be passed on to customers, and instead can be
used by to support businesses profit margins.'®'94 As the rationale for VAT
reduction is to reduce prices, by not reducing prices it disproportionately
impacts poorer households by requiring them to pay higher proportion of
their income for consumption. In 2023, the Department of Finance noted
reduced VAT “is both regressive and very costly, and that this cost
represents a transfer from the taxpayer to the sectors which it covers.”%

For the hospitality and tourism sector, the Department of Finance
identified that when VAT was reduced, the first- and second-income
quintiles (i.e. the poorest 40 percent of households cumulatively)
experienced negative or zero change to their expenditure, while quintiles
three to five (i.e. richest 60 percent of households) increased expenditure,
with the largest increase amongst the highest quintile.'*® This suggested
reducing VAT to 9 percent on discretionary areas such as hospitality, was
highly regressive and benefited the highest income households more than
lower income households.'?”

Figure 6 shows the impact of increasing VAT on the hospitality and
tourism sector from 9 percent to 13.5 percent across household income
decile. These estimates are derived from the PBO’s internal indirect tax
model, which uses data from the Household Budget Survey 2015-2016,'°¢ to
model the incidence of indirect taxes. In the exercise, we assume
households do not change their expenditure patterns in response to a
change in the VAT rise. The Household Budget Survey is a survey of private
Irish households and as a result, will not capture the share of expenditure
accruing from international tourism. We model the VAT increase as
applied to the following expenditure items:

192 G.I. Crouch, H. Oppewal, T. Huybers, S. Dolnicar, J.J. Louviere, and T. Devinney (2007).
"Discretionary Expenditure and Tourism Expenditure: Insights from a Choice Experiment."
Journal of Travel Research, Vol. 45(3), pp. 247-258.

193 The Commission on Taxation and Welfare, (2022), pg. 109.
%4 Department of Finance, , 2012, pg. 4.
105 Department of Finance, (July 2023) pg. 9.
1% Department of Finance,

(2018) p.30.
07 | bid.

%8 An uprating procedure adjusts household income, real consumption, and consumer
prices to be in 2023 levels.
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Take-away food,

Meals eaten away from the home e.g., restaurants,
Accommodation in the Republic of Ireland,
Package holidays in the Republic of Ireland,
Hairdressing services,

Catering services, and

Room hire.

Overall, the distributional impacts of increasing VAT on the sector are quite
low, with relatively minimal impacts on all households. As noted by the
Dept Finance, the VAT increases result in poorer households paying a
larger percentage of household income, relative to wealthier households,
while in absolute terms, wealthier households pay a higher total amount of
money. These results show that by increasing VAT, the poorest income
decile will pay an additional 0.25 percent of their monthly income,
compared to the richest income decile paying an additional 0.15 percent
per month. In absolute terms, the poorest income decile is estimated to
pay an additional €2.98 euro extra per month, compared to an additional
€16.5 per month for the richest income decile.

Figure 6: Impact of VAT Changes (per month) on Household Income
Deciles
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Source: PBO's indirect tax model, based on the 2015/2016 Household Budget Survey.
Note: Figures are measured as percentages and spending on a monthly basis. Deciles are based on equivalized
household income- with the Irish national equivalence scale applied.

Overall, the PBO estimates by applying the 13.5 percent VAT to the
hospitality and tourism sector it will generate an additional €183 million to
the State on a full year basis, from Irish households. While by reinstating
this rate of VAT for the remainder of 2023, it is estimated to raise around
€61 million from Irish households. These results complement the previous
literature on the economic and social impacts of changing VAT.
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7.International Context

As noted in Section 2, EU member states must set their VAT rates in line
with the EU VAT Directive (Table 3). Currently, Ireland’s Standard Rate of
VAT is 23 percent, the seventh highest in the EU, behind Hungary (27
percent), Croatia, Denmark and Sweden (25 percent), and Finland and
Greece (24 percent) (See Figure 7).

Despite Ireland’s comparatively high Standard Rate of VAT in the EU, it is
important to note Ireland is the only EU country to apply zero percent VAT
to a wide range of essential goods and services (e.g., food, water and
books)'®"0 g5 well as reduced VAT rates to an extensive range of economic
activity relative to other EU Member States. Given Ireland’s extensive use
of zero and reduced rates for essential goods and services, this
necessitates higher VAT elsewhere to compensate for the reductions.

Figure 7: EU and UK Standard Rates of VAT
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Source: Department of Finance, (July 2023) p.22.

Ireland opted to apply one of its reduced EU VAT rates (13.5 percent) to the
hospitality and tourism sector. (Figure 8). While the Department of

Finance noted at 13.5 percent “Ireland has the fourth highest reduced VAT
rate in Europe,”™ this does not include Denmark which does not apply any

19 The Commission on Taxation and Welfare, (2022) pg. 393.
"o Portugal applied a zero percent rate for food as a temporary measure in April 2023
Portugal to extend zero VAT rate on basic food until end 2023 | Reuters.

M The Commission on Taxation and Welfare, (2022) pg.107.
"2 Department of Finance, (July 2023) pg. 6.
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reduced VAT rates, and instead applies a 25 percent Standard Rate of VAT
to all goods and services. Other EU states with a higher rate of reduced
VAT than Ireland include Hungary (18 percent), Czechia (15 percent) and
Finland (14 percent). While Ireland’s upper reduced VAT is marginally
higher than other EU countries, including Austria, Greece, Portugal and
Croatia at 13 percent, and Sweden, Belgium and Latvia at 12 percent.

Figure 8: EU and UK 'Upper' Reduced rate of VAT (%)
30

25

20

15

10

& & é“Q %Qb @Qb L & & & S & M 'S.éb eéb é\(b & 'z,(\\,b IS o{\@ ’bob SR S bo((\
& \)&’o o Q\& \&Q} V‘)L) & &S & IR R WS S G & QO\ PR\ &
& R R & SN §° GRS
ée, o Q/b
¥
0(\
Source: Department of Finance, (July 2023).

Note: Denmark does not apply any reduced rate of VAT, and instead applies the Standard rate of 25 percent to
all goods and services. Where countries only have one reduced VAT rate and no second reduced rate, they are
represented using their singular reduced VAT rate.

Ireland’s second reduced rate of VAT is currently 9 percent. During the
Covid-19 pandemic, many EU countries, such as Ireland, Austria, Lithuania
and Czechia, introduced temporary VAT reductions to support specific
economic sectors such as accommodation, restaurants and other tourism
activities and stimulate consumption.™

However, not all EU countries apply two reduced rates. Denmark only
applies a Standard Rate of VAT (25 percent) to all good and services
(including hospitality and tourism), while other countries avail of the one
reduced VAT rate. This includes Bulgaria, Estonia, Germany, Luxembourg,
Spain, Slovakia, the Netherlands and the UK. This means upper VAT rates

" OECD, , 2022.
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levied on certain goods and services, including for hospitality and tourism
sectors, can range from 7 percent to 25 percent across the EU.

Excluding Denmark, Ireland’s VAT rate of 9 percent is the joint-second
highest in Europe, along with three states, and with five EU countries
applying a higher VAT of 10 percent. The UK previously applied a reduced
VAT of 5 percent to hospitality and tourism, but which was reverted to the
Standard Rate of 20 percent in April 2022.M

Figure 9: EU and UK Lower Reduced rate of VAT
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Note: Denmark does not apply any reduced rate of VAT, and instead applies the Standard rate of 25 percent to
all goods and services. Where countries only have one reduced VAT rate and no second reduced rate, they are
represented using their singular reduced VAT rate.

"4+ Department of Finance, (July 2023) p.6.
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8.Conclusion

Ireland has largely applied a reduced 9 percent VAT to the hospitality and
tourism sector since it was introduced as a ‘temporary’ measure in 2011
The rationale behind the reduction was to reduce consumer prices,
increase consumer demand and thereby stimulate employment in the
sector. After several extensions to the measure, the higher 13.5 percent VAT
was briefly introduced between 2019 and 2020, before being subsequently
reduced as a temporary Covid-19 business support measure.

Yet the economic circumstances underpinning the VAT reduction have
changed significantly following the economic recession and Covid-19
pandemic. Ireland is operating at full employment, above its normal
capacity constraints, along with higher than usual rates of inflation. As a
result, the Department of Finance, Commission on Taxation, and other
international bodies have consistently warned the economic rationale for
applying 9 percent VAT to the hospitality and tourism sector is no longer
justified. They outlined VAT is inherently regressive, and reducing VAT does
not automatically translate into lower prices for lower income households.
Instead given the discretionary nature of hospitality and tourism,
reductions in VAT benefit higher income households more.

Subsequent reforms to the VAT applied to goods and services must have a
robust, economic rationale to justify any changes. Furthermore, while
increasing VAT is one method to tax Ireland'’s largest indigenous industry,
other methods from across the EU, provide alternative methods to
generate an income stream from hospitality and tourism to invest in
developing and maintaining the State’s infrastructure used by tourists.

While ahead of Budget 2024, it is worth noting that while VAT on
hospitality and tourism was increased to 13.5 percent in September 2023, it
is estimated, because of the reduction in VAT from 2011 to 2018, and 2020
to 2023, the cost of Exchequer revenue forgone totalled €3.6 billion. The
PBO estimates that increasing VAT for the sector will generate an
additional €183 million annually from Irish households (excluding
international tourism), and €61 million for the remainder of 2023.
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Appendices

Table 3: EU and UK VAT Rates 2023
Country Standard Reduced VAT Reduced VAT
VAT (Upper) (Lower)

Source: Department of Finance, Value Added Tax: Tax Strategy CGroup - 23/08 (July 2023) p.6 and p.22.
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