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ABSTRACT 

This study assesses the effect of VAT on the tourism demand in Tanzania (the 

likelihood of a tourist to visit). The study aimed to get the opinions of both the 

tourists and tour operators basing on the introduction of the 18 percent VAT on 

tourism services and examine effect of VAT and other related factors on tourism 

demand in Tanzania. To achieve prompt results, a mixed methodology was employed 

using both quantitative and qualitative data in order to gather accurate and reliable 

information. Descriptive research design was employed, as it explains the cause 

effect relationship between variables. Questionnaires, interviews and observation 

methods were employed to collect data from 110 respondents, who were selected by 

using both simple random sampling and purposive sampling techniques. 

Findings from this study revealed that, 83 percent of the respondents were affected 

by the high prices charged on the tourism services like transport, accommodation and 

meals, while 17 percent of the respondents viewed prices on the tourism services as 

cheap. 95 of the respondents saw the 18 percent VAT on tourism services as high 

and 5 percent of the respondents saw, the 18 percent value added tax as low. This 

implies that, a considerable number of visitors are being sensitive to VAT imposed 

on tourism services. 90 percent of the respondents were comfortable with the 

infrastructure in Tanzania to different areas of interest like National parks and game 

reserves, while only 10 percent of the respondents were not pleased by the 

infrastructure.69 percent of the total population was attracted to visit Tanzania due to 

the peace and security status in the country and 31 percent of the total population 

visit Tanzania not because of peace and security. Moreover, 97 percent of the total 

population visited the country because of the environmental conservation and 

fighting against poaching efforts, while 3 percent of the total population visited the 

country not because of the environmental conservation policies and fighting against 

poaching efforts in Tanzania.  

Results from the logistic regression model showed that Education, Price opinion, 

VAT, infrastructure, peace and security and destination marketing had a significant 
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effect on determining the likelihood of a tourist to visit the country. 

Recommendations and policy implication were provided.
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1 CHAPTER ONE 

INTRODUCTION 

1.0 Introduction  

The chapter focuses to present the overall study background, problem statement, 

objectives, the research questions, scope as well as the significance of the study.  

1.1 Background of the study 

Tourism has been among the fastest growing industries in the world. Most countries 

depend on tourism industry for economic development through revenue earnings. 

However, tourism has been among the most performing industries in the world, as it 

provides a variety of options for leisure, research or adventure (Burinskiene and 

Rudzkiene, 2005). 

Every year, above one billion tourists travel to different designated areas of interest 

around the world. Through tourism travels, the global GDP receive 10 percent 

contributions from the tourism sector and 6 percent of world’s total exports. Such 

statistics signifies the huge prospective tourism industry has on addressing some of 

the world’s most persistent constrains like inclusive development, environmental 

preservation and socio-economic growth (UNWTO, 2016).  

With more than one billion international tourists now travelling the world each year, 

tourism has become a powerful and transformative force that is making a genuine 

difference in the lives of millions of people. The potential of tourism for sustainable 

development is considerable. As one of the world’s leading employment sectors, 

tourism provides important livelihood opportunities, helping to alleviate poverty and 

drive inclusive development (UNWTO, 2016). 

Tourism industry in Tanzania, has contributed to largest amounts of foreign currency 

earnings. Annual foreign currency earnings from the tourism sector are around $ 2 

billion which is 25 percent of the annual foreign currency revenues in the country 
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(Tanzania tourism sector survey, 2016). The development of tourism sector in 

Tanzania has been supported by development of infrastructure, quality hospitality 

services and maintenance of peace, security and political stability. Through such 

improvements, it provides a good platform for tourists to choose Tanzania as the 

favorite place to visit. 

Most of tourists who visit Tanzania, come from different parts of the world. 

However, a total of 16,639 visitors visited Tanzania from 122 different countries like 

United Kingdom, Kenya and United States of America (Tanzania tourist sector 

survey, 2016). In 2015, the number of visitors from Kenya increased from 9.7 percent 

to 11.7percent, and in 2016 Kenya was identified as the second largest source market 

in Tanzania. This implies that, most visitors come from neighboring countries for 

different purposes; countries like Uganda and Burundi were among the top 15 source 

markets for Tanzania. People from landlocked counties like Uganda, Congo and 

Burundi mostly visit Tanzania for business purposed as they use the ports in Tanzania 

to import their commodities. 

The tourism industry of Tanzania's thrives and remains to be amongst the key areas 

that produce remote trade throughout the years. The Tourism kept on creating in 

2016, with the quantity of guests’ entries expanding by 12.9 percent that is from 

1,137,282 to 1,284,279 as recorded in 2015. However, Tanzanian’s tourism pay rose 

by 12 percent from $ 1902M out of 2015 to $ 2131.6M out of 2016. By virtue of 

Zanzibar, landings expanded by 40.7 percent up to 284,519 coming to fruition to an 

overflow in visitor profit to $ 383M out of 2016 contrasted with $ 2935M of on 2015 

( Tourism segment review, 2016).  
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Figure 1. 1: International Tourist arrivals to the World 2007-2017 in Millions 

 

Source: UNWTO, 2018 

It ought to be noticed that extreme promotions of tourism in East Africa is in the 

national parks, while it is unjustifiably overlooked in the chronicled and social 

attractions, in spite of the fact that a great deal of them are recorded as world legacy 

destinations and are under the security of UNESCO, (UNWTO, 2015). Be that as it 

may, the vacation spots are encountering low take-up from household visitors 

notwithstanding setting low extra charges. Deloitte, (2016) notices that; what's more, 

the utilization of electronic access cards is as yet confronting specialized experiences 

caused by poor web network that is vital for the working of access cards.  

WTO (1998) indicated that, there are a great deal of gatherings assessments as well as 

charges identified with vacationer exercises. They incorporate visa liberates 

identified with visitor exercises. They incorporate visa expenses, passage and leave 

charges, air and ship transport (airplane terminal and harbor obligations and charges, 

charges on movement tickets, commitments and assessments on fuel, impose on 

travel, lodging and convenience (more than 42 diverse duties and charges), eatery 
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charges (included duty, extract on liquor), street activity (the toll and extract on gas), 

auto rental (city and nearby expenses), expenses and charges on visiting vacation 

spots and duties on recreations of chance which pay the club and betting houses.  

Anderson et al., (2017) stated that, tourism pulls in maintained individual and expert 

improvement which might be because of its monetary and social advantage. The 

administration impact on tourism exercises through various move made and 

arrangements shaped which either creates or harms the part. Out of 136 nations, the 

world monetary gathering (WEF) positioned Tanzania as 91 regarding tourism 

intensity contrasted with its dauntless adversaries. South Africa was at position 53, 

Mauritius was at position 55, Kenya was at position 80 and Namibia was at position 

82, positioned as Africa’s most focused economies (WTTC, 2017). 

1.1.1 Challenges of Tourism Industry in Tanzania 

The tourism business in Tanzanian, as in different nations, faces a great deal of 

difficulties. This examination has distinguished twelve primary difficulties 

confronting the tourism part, which are accounted in the writing and which ought to 

be of a worry to Tanzania.  

To start with, are the natural difficulties to the tourism business which is a worldwide 

issue (WTO, 1995; Neto, 2002). The business faces various issues which incorporate 

contamination of national stops because of visitor exercises, for example, the 

squanders released from hostels, air contamination from vehicles conveying the 

travelers and land debasement (Kulindwa et al., 2001; MNRT, 2002, TTB, 2006) and 

additionally the transfer of other waste like plastic packs.  

Another genuine natural danger related with tourism is the consumption of dark trees, 

which are utilized for making carvings available to be purchased to sightseers 

(Kulindwa et al., 2001). This item has been a standout amongst the most favored by 

vacationers from a few nations. These trees set aside a generally long opportunity to 

develop and develop contrasted with different species, suggesting that if the 

circumstance is left to proceed with the species may wind up wiped out. The natural 

dangers to tourism in Tanzania and in the neighboring nations are of more remarkable 
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concern in light of the fact that the tourism business is dominatingly untamed life 

based (TTB, 2006).  

While due consideration has been given natural worries in Tanzania terrain, in 

Zanzibar and in the territory waterfront regions, for likeBagamoyo, vacationer 

exercises have prompted the obliteration of mangrove trees through Hotel 

development, the releases of untreated waste from hotels into the ocean and shoreline 

disintegration (Kulindwa et al., 2001).  

The second test to the tourism business, as recognized by this investigation, is the 

absence of exact examinations connecting advancement endeavors to the 

development of tourisms. For instance, TTB (2006) contends that, other than ongoing 

endeavors and measures to publicize and offer Tanzania as a visitor goal, the strategy 

has not accomplished much in pulling in more voyagers or in giving motivators for 

exercises identifying with tourism for it to thrive. When all is said in done there is an 

absence of thorough interest ponders which include various factors, for example, the 

examinations in merchandize exchange by Rutasitara (1999) and Nyoni (1996).  

The current investigations in tourism industry in Tanzania need observational 

confirmation of the columns whereupon tourism demand rests. The absence of such 

learning can prompt hypothetically right however for all intents and purposes 

unwarranted contentions with respect to tourism request. For instance, despite the 

2008 worldwide monetary emergency how has the segment been influenced? This 

inquiry must be addressed if there is an unmistakable comprehension of what decides 

tourism request in Tanzania.  

A third test the tourism business faces is the thing that duty strategy ought to be set 

up for expanding government income without hampering the development of the 

area. This worry is significant on the grounds that tourism charges in Tanzania, 

especially for convenience, are moderately high contrasted and those of neighboring 

nations (Kulindwa et al., 2001; MNRT, 2002; TTB, 2006).In perspective of this issue 

Kulindwa et al (2001) recommend that the nation needs to discover the quality of the 
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uniqueness of its attractions by knowing regardless of whether tourism request is 

value versatile.  

The fourth test confronting the tourism business is rivalry in the utilization of 

common assets between the vacationer parks and the indigenous populace 

encompassing the parks (Kulindwa et al., 2001, MNRT, 1999).The Masai individuals 

of Serengeti and Ngorongoro zones are great precedents of this opposition. These 

individuals are regularly steers herders with an incredible requirement for the 

brushing territories, which is to the detriment of national parks. While tourism has 

furnished some with business, it has additionally caused joblessness among dairy 

cattle herders. There is a need to know what number of individuals have experienced 

joblessness and what number of are utilized because of the extension of tourism 

exercises.  

A fifth test confronting Tanzanian tourism is the issue of money related spillage that 

describes a lot of creating nations (Sandbrook, 2008). Sandbrook (2008) account that 

55 percent of tourism income in creating nations returns to the created nations 

through the importation of products and enterprises requested by voyagers. The vast 

majority of the merchandise sold in visitor inns, especially mixed drinks and rich 

nourishments, are transported in from remote nations. Besides, a portion of these 

lodgings and visit working organizations are either entirely claimed by nonnatives or 

mutually by the Tanzanians. The final product might be that a portion of the gathered 

benefits likewise leave the nation. For instance, Anderson (2013) affirm that most 

resorts in Zanzibar are possessed overseen and worked by non-local people and that 

just 16 percent of the resort prerequisites are sourced inside  

MNRT (2002) gives a somewhat amazing record that is not the same as that of Boo 

(1990), as it demonstrates that just 27 percent of visitors' consumption leaves 

Tanzania as spillage. Nonetheless, MNRT (2002) investigation depended on a couple 

of lodgings and cabins chose in the Northern circuit. Given the spillage doubt, there 

is a requirement for an extensive study of all tourism ventures to discover the real 

measure of spillage.  
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The sixth test confronting the tourism business in Tanzania is the little advantages of 

tourism industry to the neighborhood populace, particularly those individuals 

encompassing traveler destinations. Sandbrook (2008) found that in excess of 75 

percent of the tourism income accumulated from the neighborhood Bwindi 

Impenetrable National Park of Uganda leaves the region as spillage. Kulindwa et al. 

(2001) additionally give a record of a similar issue in the regions encompassing 

Tanzanian National Parks. As indicated by Kulindwa et al. (2001), despite the fact 

that TANAPA has purported Community Based Conservation (CBC) programs 

which intend to supplier social administrations to the encompassing network, these 

projects have not been comprehensive. Talked with individuals contend that the cash 

from these projects is constantly insufficient and once in a while it is postponed or 

not given by any stretch of the imagination. This issue of absence of advantages for 

the nearby populace is somewhat added to the way that tourism is overwhelmed 

generally by bundle visits whereby voyagers pay their bills for the individual inns 

ahead of time, by means of the movement specialists thus they spend almost no cash 

in the networks they go through..  

The seventh test confronting the tourism business is social in nature. The happening 

to travelers has gotten a few societies seen as dangerous. The development in tourism 

has prompted the development of refreshment focuses, for example, gambling clubs 

(Kulindwa et al., 2001) and shoreline lodgings where prostitution is incredibly 

empowered by the proprietors of these speculations. The examination by Mgani 

(2007) indicates how Arusha has surrendered to prostitution because of its being the 

center town of traveler exercises in the Northern circuit. Prostitution has prompted 

the spread of venereal diseases, especially AIDS. Different issues related with social 

obstruction incorporate extreme smoking and medication utilize. The eighth test 

confronting the tourism area in Tanzania and Africa by and large is the absence of 

household tourism (Andrew, 2008). The facts demonstrate that inbound tourism is the 

best as it acquires outside income, however as we have seen it makes a few issues 

joblessness amid low pinnacle seasons, expansion because of the cash being drawn 

into the nation, valuing nation's conversion scale which adversely influences other 

fare businesses (Blake, 2008), taking a chance with the nation on account of 
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conciliatory clashes with key source markets and discontinuous political 

emergencies, for instance, the Kenyan race of 2008. These issues can be altogether 

diminished if local tourism is advanced. In different nations, for example, Australia, 

household tourism shapes the center of the business and contributes generously to 

GDP (Athanasopoulos and Hyndiman, 2006). 

1.2 Problem Statement. 

Despite of its outstanding performance in the economy, tourism sector in Tanzania 

faces some setbacks such as poor infrastructure, weak institutional capabilities, and 

poor marketing of its destinations as well as out-of-date regulatory frameworks 

(Anderson, 2015). Mahangila and Anderson (2016) argue that,  the tourism 

regulatory framework comprises of open collection system, taxes and levies, 

distributed among several national and local government entities. Charles (2016) 

argues that this regulatory framework is expensive for businesses.  

Fair share of taxation and supporting public sector to survive should be contributed 

by the tourism sector as it expands naturally. Alternatively, tourism sector demand 

falls abruptly that results to loss of jobs as well as deteriorating the economy due to 

taxation that are poorly conceived and implemented (WTTC, 2018). Tourism sector 

and its customers shouldn’t face a Havier tax burden than other industries. Since 

travel and tourism is a competitive advantage export sector for countries, which needs 

higher consideration on export of its services so as to gain competitive advantage to 

the countries it competes with such as Kenya, Uganda, South Africa, Rwanda, plus 

Egypt. Taxes should be used to stimulate and promote, not hinder economic growth 

and job creation. As a labour intensive industry, travel and tourism has a large impact 

in the economy. However in 2017, in terms of easy destinations to conduct tourism 

business, Tanzania was ranked the 102 out of 136 states. This was because of 

complicated regulatory system (WTTC, 2017). To that end therefore, the researcher 

argued investigate the effect of value added tax on tourism sector and understand the 

perceptions of the tourists as well as the tourism service providers.  
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1.3 Research Objectives. 

1.3.1 General Objective. 

The main objective of this study was to examine the effect of Value added tax on the 

tourism demand in Tanzania, which is measured in terms of the probability of a 

tourist to visit the country. 

1.3.2 Specific objectives 

i) To investigate tourists as well as the tourism service provider’s perception on 

the value added tax of tourism services in Tanzania 

ii) To investigate the effect of value added tax plus other related factors on 

determining the probability of a tourist to visit Tanzania 

1.4 Research Questions 

i)  What is the perception of tourists as well as tourism service providers on the 

value added tax of tourism services in Tanzania? 

ii) What are the effects of value added tax plus other related factors on 

determining the probability of a tourist to visit Tanzania? 

1.5 Significance of the Study. 

The study helped to bring an understanding to the public and the government, on if 

the 18percent VAT has some effect on the tourism demand in Tanzania (the 

probability of a tourist to visit the Tanzania). It also highlights some 

recommendations on what should be done to improve the tourism sector performance 

in Tanzania so as to gain revenue which is vital for development of the country’s 

economy and gain competitive advantage from other contending nations like Kenya, 

Uganda, Rwanda, Egypt, Zimbabwe and South Africa. 

1.6 Scope of Study 

The study focuses on investigating the effect of tax on the tourism demand in 

Tanzania. This study was conducted at Arusha town, with the aim of gathering 

opinions from tourists and tourist service providers on the effect or implication of the 

18 percent VAT and other related factors on tourism services in Tanzania. 
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2 CHAPTER TWO 

LITERATURE REVIEW 

2.0 Introduction 

The chapter targets to provide a systematic analysis on the theoretical as well as the 

empirical evidences on the effect of the value added tax on tourism demand in 

Tanzania (the likelihood of a tourist to visit Tanzania). It is presented through the 

definition of key terms, theoretical review, empirical review and a conceptual frame 

work. 

2.1 Definition of Key Terms. 

2.1.1 Tourism. 

Tourism refers to the act of moving from one area to another area for either leisure, 

business or other purposes. It involves moving from the usual residential destination 

to another place and staying there for not more than a year (UNWTO, 2016). 

2.1.2 Tourism Product. 

As tourism covers an extensive accumulation of exercises and is experienced by 

guests in different particular goals, at that point tourism item can be alludes to an 

arrangement of merchandise and enterprises devoured by guests or sightseers. 

Tourism item are characterized as a package of exercises, administrations plus 

advantages that constitute the general tourism encounter. (Medilike and Middle 

1988). The packs incorporate goal offices, attractions, availability and pictures. 

Anyway tourism originates from several related divisions and businesses in the 

economy that incorporate, media outlet, untamed life and normal assets.) 

2.1.3 Tax. 

Musgrave and Musgrave (1984), assess infers to the cost of development which isn't 

deliberate installments however required inconveniences, payable in accordance with 

whatsoever obligation compromised by the statute. It is further described force as an 
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obligatory exaction of money by an open expert for open purposes enforceable by 

law. Woellner et al (2002). Yet there are some minor complexities on the 

implications of obligation, there are some standard qualities. They contain the going 

with (ibid). 

2.1.4 Tourism tax 

Slightly, government intercession is charging charge on tourism zone. The 

intercession could have various legitimizations such as extending government wage 

or else improving the capability and practicality in assignment of advantages.  

WTO (1998) argued that; tourism charges allude to the expenses that could be 

portrayed as appropriate particularly to the tourism division plus those that are 

connected diverse in vacationer goals. For instance Tanzania charges 18 percent of 

significant worth included expense tourism administrations. 

2.1.5 Different tourism Tax typologies  

Aimed at increasing clear comprehension on the issues relating tourism tax 

assessment, it’s important to examine diverse kinds of tourism duties, classes and 

distinctive parts influenced by the tourism charges. 

2.1.5.1 First Classification. 

Tourism dashes was demanded by Forsyth and Dwyer (2002), into two streams, to be 

particular general appraisals and exceptional or different tourism charges. Whereby, 

the general tourism charges are those constrained mostly on the, pay salary from 

tourism business supply of tourism stock and undertakings and pay to delegates of the 

tourism business. For example, VAT, deals impose, individual wage charge, finance 

assess, custom obligations and betting expense. While particular tourism charges are 

charges charged particularly on tourism items or tourism segments and its specialist 

organizations (Gooroochurn et al., 2003). Fore occasion, obligation of an air traveler, 

charge on visa, travel allow, fuel assess, charges on toll, eco-tourism impose. This 

particular sort of assessment is ordinarily charged by way of an expansion to general 

duty and there are additional particular expenses than the general duties. 
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2.1.5.2 Second Classification 

This grouping is set up, bearing in mind the gathering on which the expense is forced. 

Hence charges on tourism administrations are arranged as takes after, charges 

specifically forced on voyagers and duties forced on client business (Gooroochurn 

and Sinclair, 2003; WTO, 1998). Mainly, charges that are charged straightforwardly 

to vacationer are particular expenses whereas those that are charged on tourism 

business are the general duty. 

2.1.6 Value Added Tax (VAT). 

Esteem added impose alludes to the duty charged on utilization assessable 

merchandise, administrations, stable property of any monetary action at whatever 

point esteem is included at each phase of creation and at the last phase of offer. 

Esteem included expense can be forced both privately created merchandise and 

enterprises and on imports. Esteem included duty is charged by individual enrolled 

for VAT as it were. 

2.2 VAT on Tourism Service in Tanzania. 

VAT was implemented in Tanzania in 1998 following the enactment of the law 

established in 1997. The law was revoked and replaced with a new value added Act 

2014 in which started to be operational with effect 1stJuly 2018. The value added act 

2014 has two rates, 18 percent and 0 percent rates. Before the establishment Value 

added Act 2014, there were a sales tax that proved to have some loop holes on not 

being able to generate sufficient revenue due to narrowing the tax base. From here, 

Value added Act 2014 was introduced because it was neutral, broaden the tax base 

which ensures efficient collection of revenues and promotes exports. Value added tax 

was more favorable from sales taxes because it charged all goods and services except 

those with specific exemptions or are zero rated but also due to its simplicity to 

administer. 

The tax base gets narrow when there are some exemptions and special VAT reliefs 

which affects the country’s revenue earnings capacity. From the 1997 VAT, there 
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were 56 items which are zero rate or having tax exemptions. From the 56 items, 

tourism was one of the items that was zero rated or having a special relief. The 

changing of the VAT act to Value added Act 2014 was done with the sole purpose of 

widening the tax base, match VAT law with the worldwide best practice and decrease 

the responsibility from the ministry of finance and planning on the VAT 

management. The Value added Act 2014 helped to remove a number of special 

reliefs that were costing the government in earning revenues. Tanzania defense force 

and insurance had not enjoyed any relief of tax anymore due to the establishment of 

VA Act 2014. 

In the 2016/2017 budge, the minister of finance and planning, Honorable DR. Phillip 

Mpango announced an introduction of 18 percent VAT on tourism service including 

game driving, water safaris, supplies of tourist chaperons, animal or bird watching, 

park fees and ground transport with the effect from 2016/2017 fiscal year. The 

decision was based on a comparison index with Kenyan and South Africa tourist 

destinations which were imposing Vat until the year 2015. The introduction of VAT 

proved to be very unpopular in Tanzania. 

However, this was challenged by TATO and other stakeholders who were urging the 

government to reconsider the plan as it would cost the country’s image and reputation 

I the competitive tourism market. The introduction of 18 percent VAT on tourism 

services was a result from amendment of the finance Act.1 It further stipulated that, 

there will be an exemption or zero rate on supply of service outside the country. 

The VAT shall be charged on any supply of goods, services and immovable property 

of any economic activity in mainland Tanzania where it is a taxable supply made by a 

table person in the course of economic activity carried by him. The importation of 

taxable supply from any place outside mainland Tanzania shall be charged VAT and 

normal customs laws and procedures shall apply. All supply consumed or enjoyed 

outside mainland Tanzania shall be zero rated upon proof. VAT is chargeable on the 

                                                             
1Finance Act, No. 9 of 2016 
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taxable supplies of goods and services. The rates are 18% for standard rated supplies 

and 0% for exports of goods and services.2 

“S.61a: The supply of service shall be zero rated if; 

a) The customer is outside united republic of Tanzania at the time of supply and 

effectively uses or enjoys the services outside united republic”3 

So through this the government was acting upon the international best practice that, 

tourism sector is not to enjoy tax exemption and there should be less tax reliefs, 

special exemptions of tax. 

Tourism is different from travel. In order for tourism to happen, there must be a 

displacement: and individual has to travel, using any type of means of transportation 

(he might even travel on foot: now a days, it is often the case for poorer societies, and 

happens even in more developed ones, and concerns pilgrims, hikers) but all travel is 

not tourism. 

Three criteria are used simultaneously in order to characterize a trip as belonging to 

tourist. The displacement must be such that; 

 It involves a displacement outside the usual environment: This term is of 

utmost importance and will be discussed later on. 

 Type of purpose: the travel must occur for any purpose different from within 

the place visited: The previous limits, where tourism was restricted to reacted 

to reaction and visiting family and friends are now expanded to include a vast 

array of purposes. 

 Duration: Only maximal duration is mentioned, not a minimal. Tourism 

displacement can be with or without overnight stay. We shall discuss the 

particularity of in transit visits, from a conceptual and statistical point of view. 

                                                             
2www.tra.go.tz/index.php/value-added-tax-vat 

 
3Government budget speech 2016/2017 

http://www.tra.go.tz/index.php/value-added-tax-vat


15 

 

Keeping in mind the end goal to widen the base assessment, the administration of the 

assembled Tanzania chose to charge VAT on tourism administrations starting from 

first July 2016. Tourism amongst the quickest developing segments in the country 

and venture projections are very high. As per insights more occasion creators are 

visiting the nation because of specific vacation spots and good venture condition.  

Tourism administrations incorporate visit managing, amusement driving, water 

safaris, creature and feathered creature watching, stop expenses and ground transport.  

Assessable individual means an enrolled individual or else a man who needs to be 

enlisted for VAT under the VAT act, (Cap 148). In this way, assessable individual 

who supply tourism organizations need to be selected for VAT purposes paying little 

respect to their income as specified by territory 29 of VAT act. 

Despite the Tanzania government of expanding the tax base by imposing VAT to the 

tourism industry, there has been several opposition of the tax, to both the tourism 

service providers and members of parliaments. Due to this, Atashasta Nditiye4, 

argued that, the National Assembly needs to further discuss on the matter and the 

Controller and Auditor General (CAG) should be given an authority to review the 

introduction of VAT in the industry and advise the government. Hon. Nditiye further 

said that the CAG review should concentrate in both parties the Government and the 

tourism service providers. Since tourism industry is one of the major sources of 

national income, it should be given proper assertion (Machira, 2017). 

Also VAT imposition was strongly opposed by Hon. Esther Matiko, expressing that 

out of more than 1,050 tourism service providers, only 300 of them have tried to 

comply with the VAT law.  

2.3 Theoretical Review.  

The theoretical essence of charging value added tax on tourism and its aligned 

services is established for the sole purpose of widening the tax base and improve the 

                                                             
4 The chairperson of the parliamentary committee on Lands, Natural resources and Tourism 
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tourism sector service delivery through protecting natural resources from poachers, 

building capacity and improving other tourism support services (Ndumbaro, 2016). 

However, the basic demand theory states that, as the price of a commodity increase, 

the demand for the specific quantity of the commodity also decreases as well as when 

the price of the commodity decreases, also the quantity of commodity demanded 

increase, holding other factors constant. This also happens in tourism industry, were 

the prices of tourism services are high, it reduces the desire of a tourist to visit that 

destination and when the prices of tourism services are relatively low, they attract 

tourist to visit the destination.  The high prices of tourism services can be cause by 

taxes charged on tourism services, which leads to decrease competitiveness of the 

destination compared to other destinations that have lower prices of the commodities. 

On other hand, this can lead to decrease in foreign currency revenues in a destination. 

It is obvious that tourism sector is vital for Tanzania’s economy, as it has contributed 

to the economic development through earning revenues. However, the tourism 

industry has created over 1.2 million jobs which account to 11 percent of the total 

employment. This calls for a close monitoring on the tourism sector in order to ensure 

its growth and increase its competitiveness from other states such as Rwanda, Kenya 

plus South Africa. This will lead to increase earning of revenue that is vital for the 

growth of the country’s economy. Most of the stake holders in the tourism sector 

claimed that, value added tax exemptions on tourism sector are vital to the country’s 

economy, as it ensures progressive economic growth in the country (Ndumbaro, 

2016). 

On the other hand removing VAT exemption would harm the whole sector and the 

economic growth of the country. 

“The nature of tourism business does not allow risking the trust gained at the high 

cost time and resources. It will be so difficult to rebuild the reputation as reliable 

safari destination after a year of trial if we allow this current move. We wish to 
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Figure 2. 1: Tax incidence on tourism 
 

Figure 2. 2: Tax incidence on tourism 
 

Figure 2. 3: Tax incidence on tourism 
 

Figure 2. 4: Tax incidence on tourism 

further explain that the impact will go down to the social cohesion as it will affect the 

employment and entire value chain particularly from ordinary people point of view”5 

Price water Coopers (2017) explained the underlying economic theories of the effect 

of taxation. By turning value signs, expenses can diminish monetary proficiency and 

welfare. The harmony cost and amount that wins in the market for the tourism item or 

administration is dictated by the crossing point of the market demand and supply 

curves. This is delineated by the utilization of a free market activity curves shown in 

Figure 2.1 below. 
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From the figure above, the demand for tourism product is represented by the curve D, 

while the supply of tourism services is represented by the supply curve S. Therefore 

the equilibrium price and quantity of tourism product are determined when the 

                                                             
5Tanzania association of tour operators (TATO) Executive secretary, SiriliAKo 
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demand curve for tourism product D intersects with supply curve for tourism product 

S, at point E is where the equilibrium point is. That is before tax was imposed. 

Now, suppose the government levies tax at a rate t on the consumption of tourism 

products. So every time a purchase is made, a tourist is entitled to pay tax. So, along 

the demand curve D a combination of maximum prices that tourists are able and 

willing to pay at different required quantities are shown. When there is an imposition 

of a unit tax t, the maximum price that tourists are able to pay will remain unchanged. 

Therefore, as perceived by suppliers, each tourist’s demand since all individual 

demand curves are shifted down by t as suppliers perceived it. From here, the new 

demand curve D1 shows how much suppliers receive for each unit sold and after the 

unit tax is imposed, there is a new market equilibrium at E2 where the supply equal 

the demand as perceived by suppliers. 

From this scenario, tax induced price changes, quantity change, tax income and 

deadweight loss can be further elaborated. When tax is levied on tourism products, a 

new equilibrium E2 is formed whereby there are two prices, the price paid by tourists 

and prices received by tourism suppliers. So, the prices paid by tourists have 

increased to PD and the price paid by tourism suppliers have decreased to PS. 

therefore, a wedge is created between the price paid by the tourist and price received 

by supplier of tourism services (From PEtoPS). So, here both tourists and tourist 

service suppliers are made worse off by the unit tax levied. 

From this scenario, there are evidence of two diverse effects of a unit tax which are 

the generation of deadweight loss and changes of quantity. However, a tax induced 

price increase has decreased the equilibrium quantity from QE to Q1 at point E2. The 

other adverse effect is the deadweight loss or welfare loss, which is explained by the 

use of tourist’s surplus or consumer surplus and the suppliers’ surplus. Therefore, 

before imposition of tax, consumer surplus is given by the triangle AEPE and 

supplier surplus are decreased by the amount shown by the shaded rectangle and the 

triangle E1EE2. The shaded rectangle PDE1E2PS is received by the government as tax 

income. However, the triangle E1EE2 belongs to neither of the parties, which in turn 

is considered as a deadweight loss or welfare loss due to imposition of tax. 
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From here, arises a question on who is going to bear the burden of increased portion 

of the price. So according to the figure, both of the tax tourists and suppliers share 

equally the burden. However, it is well known as a principle in economics that this 

incidence depends upon the appropriate elasticity of demand and supply of the 

product in subject. The general rule is that, the less elastic point of the market pays a 

relatively higher proportion of tax compared to the ore elastic side of the market pays 

less tax.  

Basing on the tourism context, if the suppliers are more price sensitive than the 

tourists, the burden of tax will basically be passed to the tourists and if the tourist are 

more price sensitive, then the burden of tax will fall on tourist service suppliers. From 

this context, the partial equilibrium effects of a tourism tax can be categorized into 

price changes quantity changes and changes in consumer welfare. So based on the 

above explanations, a tax on tourism can lead to an increase in the price paid by 

tourists and decrease in the income received by the tourism service suppliers, which 

in turn creates a wedge between two prices. The increased price paid by the tourists 

leads to a decrease in demand for tourism services and thus reduces the equilibrium 

quantity of tourism demanded. From the context, it implies that both consumer 

surplus and producer surplus on tourism would decrease. These kind of changes are 

termed as welfare changes but they cannot be considered as total welfare lost since 

part of the reduction is transferred to the government as tax revenue. 

In spite of big contributions of revenue from tourism sector to the government, there 

were some loop holes of non-tax compliance. Dishonest tour operates who conduct 

their business without even registering themselves which lead to loss of revenue in 

the tourism sector. The stake holders went further claiming that the introduction of 18 

percent VAT would be suicidal to growth and development of the sector which is the 

leading contributor in the foreign income. 
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2.4 Empirical Literature Review 

Imposing tax on tourism service could lead to positive or negative consequences to an 

economy. Here are some empirical evidences showing the effects of value added tax 

on tourism industry performance in a country. 

Wan slope (1995), agreed that the tourism industry of the Irish grew essentially in the 

midst of late 1980's. The all-inclusive landing created over 60 percent, alternatively 

tourism utilize extended by over 50 percent. Wan slope energize fought that, the 

greatest indispensable driver of the Irish tourism advancement could be lessened 

VAT and special cases offered to the tourism portion plus an extension in the esteem 

force. 

Results from findings showed that, tourism expenditure on holiday centers and 

overnights in hotels increased by 6 percent in Denmark. This was due to lowering of 

the value added tax on holiday and hotels in Denmark (Jenson et al., 2002). 

Jensen et al, (2002), tended to the subject of whether decrease of significant worth 

included assessment convenience increment productivity of Denmark’s economy and 

further assessed that, by using a Keynesian macroeconomic system with an 

interregional input-yield show. An abatement of 50 percent of comfort, esteem 

included assessment was considered and models were completed. Nonetheless, the 

recreation results showed that esteem added impose decrease prompts an expansion 

in guest's evenings and aggregate tourism spending. By and large, it was inferred that 

the esteem included in tourism part expense changes that could result to a positive 

efficiency. 

Other two investigations of tourism overseers and its clients argues that, a lessening 

in VAT might moderately expand guests' landing and increment outside trade income 

from tourism. This extension in tourism may expand this business openings in the 

UK. In spite of a decrease of VAT, it thusly causes a generous decrease in all out 

VAT income and the economy then again swings to be in an ideal situation (Wan hill, 

1995).  
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Knollenberg (2015) led an examination on how political pioneers in the tourism 

business built up associations with individuals from the traveler business in order to 

improve political impact in Virginia. After various meetings with 26 tourism 

advocates, it stipulated that; strategy producers just considered business to be a 

principle instrument for impose age and the business get no regard from the 

arrangement creators. 

Revenues from tourism services can decrease due to imposition of tax on tourism 

servicesas it affects the decision of a tourist to visit a destination due to high prices. 

This implies that, destinations which charge tax on tourism services do not attract 

tourist due to high prices on their services (Deloitte and Touch, 1998). 

Vjekoslav et al., (2012), inspected the concealed taxation rate with effect on 

improvement of the tourism area and aggressiveness of the business in Croatia. From 

the examination, it uncovered that, Croatia's monetary framework incorporated a 

broad rundown of concealed charges. Notwithstanding, the duties and tolls that were 

coordinated to the tourism industry showed to be oppressive to the private part. 

According to findings done in the period between 1970 -1997, there is an inverse 

relationship between constitutional corporate taxes and the growth of the economy of 

70 countries. This implies that the tax charged on an organization results to a negative 

effect to economic growth, since it will make firms to increase prices of their services 

which would match with the charged tax. However, this can lead retrenchment of 

some workers due to the fact that operations would have got to be expensive (Lee and 

Gordon, 2005). 

According to Neto (2003), tourism industry is the major service sector that records 

trade surplus that any other sector in the economy. This makes the tourism industry to 

be most reliable source of foreign exchange earnings compared to exports in the least 

developed countries. 

In 2011, Ireland adopted a reducing Vat on tourism services to 9 percent VAT. This 

was introduced as part of Ireland government’s 2011 jobs initiative to support 
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tourism industry through employment. However, this resulted to travels to Ireland 

increase which was good for revenue collections (Indecon, 2017). 

Tourism sustainable development should focus on poverty eradication or reduction 

rather than focusing social economic development. This will help to reduce poverty 

constrains like unemployment and inflated prices of tourism services in the country, 

which will help the growth of the tourism sector and the whole economy of the 

country (Luvanga and Shitundu, 2003; Goodwin, 2006; Quirin, 2010). 
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According to finding from OECD, (2008), Income taxes are more harmful to the 

economic growth in a country as compared to other taxes like consumption, 

environment and property taxes which are less harmful. There is a negative effect or 

corporate taxes on the productivity of firms and industries across the OECD 

countries. This means that, any tax charged on an industry or organization will lead to 

poor performance in the competitive market of the tourism industry. This hinders the 

growth of the economy (Arnold, 2008: and Vartia, 2008). 

According to (Dombrovski and Hodzic, 2010), Value added tax charged on goods 

and services in Croatia is categorized into three rates, whereby there are 23 percent, 

10 percent and 0 percent. Some of the tourism services in Croatia like 

accommodation, full board and half board in all types of commercial objects and 

agency for state services were 10 percent VAT rated. This caused a massive dropout 

of visitor in a succession of years especially in the travel and overnight stays in 

Croatia.  

This reduced the competitiveness of tourism sector in Croatia due to escalation of 

value added tax from nearby countries with lower tax rate on similar services, as they 

are able to capture a larger number of tourist compared to Croatia. However, this will 

lead to loss of returns due to fall in demand of tourist services offered in Croatia 

which are charged high on VAT (Dombrovski and Hodzic, 2010).   

It was stipulated by Ellis et al (2017) that tight bearings and various evaluations 

charged to tourism pro associations are among the genuine blocks for the 

improvement of tourism region. The business condition for money related experts in 

Tanzania is some way or another cruel, and the quantity of duties being paid, permits 

required as well as other administrative weight to a great degree. Additionally to the 

different charges plus expenses charged to big business, tourism specialist 

organizations are monstrously influenced by extra consistence necessity from 

enrollment to phase of activity (Raheem et al., 2010)  
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The relative mind-boggling expense of tourism administrations is somewhat caused 

by finished directions plus tax collection thus which, powers visit administrators and 

other specialist organizations to charge higher costs with a specific end goal to 

procure a few benefits (Rugimbana, 2016). 

There was 40 percent drop of accommodation demand and requestsinArushaafter the 

announcement of the 18 percent VAT inmposed on services offered by the tourism 

sector in Tanzania. However, some motels were closed causing retrenchment on 

different tourism service provider companies (Goodluck, 2017).Regardless of the 

endeavors of tourism specialist organizations attempting to request effortlessness 

time of a half year for them to illuminate their clients, however the administration of 

Tanzania declined and the arrangement was instantly actualized in. By and large, this 

infers the more the expense is forced the less the general population might want to 

utilize the administrations I an economy. 

Externalities such as environmental degradation and increase congestion in the road 

can be addressed by the tax revenue from the tourism industry (Sinclair and Stabler, 

1997). This implies that through tax revenues in the tourism sector, different issues 

can be solved and improved so s to increase its efficiency in service delivery in an 

economy. 

Dombrovski and Hodzic (2010) stipulated that tourism industry is most sensitive to 

prices and mostly the high prices are being associated by relative tax charged on 

different goods and services. They further argued that VAT has a big impact on 

tourism price of services and good which in turn affect the competitiveness a nation 

compared to another nation that does not impose tax. 

In compliance to the laws of best global practice, tourism sector shouldn’t enjoy tax 

exemption since tax is among the main sources of revenue in a developing economy 

and the law encourages nations to have broader tax base (Ndumbaro, 2016). Charging 

value added tax on tourism is important for improving people’s welfare in the 

economy. According to Ndumbaro (2016), foreign direct investment (FDI) is 

attracted more when there is an easy and conducive business environment in a 
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country but not tax exemptions. Improvement of infrastructure, promoting of peace 

and security, efforts to fight against poaching, environmental conservation efforts, 

capacity building to the tourism service providers, better destination marketing 

beyond the national parks and improvement of visa processing time should be 

financed by tax revenues obtained from the tourism sector. 

The government of Tanzania had the mandate to scrap the 18 percent value added tax 

on tourism because the international best practice does not allow tourism sector to be 

exempted from tax compliance. However, the 18 percent value added tax exemption 

tourism sector was enjoy had no economic justification (Ndumbaro, 2016). 

2.5 Impact of VAT on Tourism. 

A few scholars have researched the potential effects of VAT on tourism, both 

positive and negative. VAT is charged on the supply of significant products and 

enterprises made throughout business by an assessable element, except if the 

providers are liable to particular reliefs. All organizations must enroll for VAT if 

their turnover of assessable merchandise or potentially benefits surpass a base edge, 

which shifts by nations. VAT gathers on the extra estimation of every exchange, and 

is gathered at each phase of generation and circulation, a business in this manner 

brings about VAT on its buys (input VAT) and charges VAT on its business (yield 

VAT). As a rule, VAT enrolled organizations can recuperate the information VAT 

caused on buys. Subsequently the estimation of VAT gathered and paid over on a net 

premise by any gathering in the store network is what identifies with the esteem 

added to the supply by that gathering.  

European commission (2016) expounded that, VAT on tourism-related exercises is 

regularly viewed as profoundly distortive and harming to the value aggressiveness of 

tourism goals. Therefore, numerous EU nations apply decreased rates to visitor 

administrations, where allowed under the present EU VAT administration. This is to 

a limited extent because of the apparent versatility of the expense base and the 

flexibility of interest for traveler administrations, and additionally a cognizant choice 

by some MS governments to advance the business. The degree to which 
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organizations pass on diminished VAT rates to purchasers as lessened costs relies 

upon the relative versatilities of interest and supply inside the tourism business with 

generally more inelastic interest or flexible supply and in this manner prone to see 

higher rates of go through. 

Then again, Chang and Hu (2011), regarded tourism charges as a methods for 

amending the negative externalities related with tourism, for instance the ecological 

repercussions of expanding levels of tourism, both with respect to shoppers (for 

instance, littering by voyagers) and makers (for instance, natural corruption to create 

vacation destinations). The presence of negative externalities results in over-

utilization and over-generation of tourism merchandise and enterprises, as sightseers 

and makers don't consider the outside expenses of their movement (and just think 

about their private advantages and expenses) in their utilization or creation choices. 

In doing as such, they expend or deliver more than they generally would on the off 

chance that they were required to pay the full social expense of their activities (the 

entirety of their private and outside expenses). 

While the negative externalities created by tourism ought not to be overlooked, there 

are additionally positive externalities related with tourism which are likewise not 

represented in the choices of makers and customers. For instance, tourism furnishes 

local occupants with presentation to different nationalities and societies, and an ideal 

tourism involvement in a nation can produce altruism that can impact global 

relations. 

There are additionally clear more extensive financial advantages of tourism, reflected 

by the commitment of the business to giving work and empowering development. 

There is in this way a solid case for decreasing visitor assessments to build the value 

aggressiveness of a goal and, subsequently, tourism request. The advantages of 

expanded tourism anyway should be adjusted against a misfortune in government 

incomes from decreasing traveler charges. The effect of lessening visitor imposes 

likewise at last relies upon two key elements: 
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 The value versatility of tourism request: if tourism request is generally value 

flexible, request is touchy to changes in cost and a decrease in the VAT rate 

on tourism-related merchandise and enterprises can substantially affect 

tourism request; and 

 The degree to which makers pass on lessened expenses to buyers as 

diminished costs: the more noteworthy the degree to which makers can pass 

on charges, the more prominent the effect on the costs paid by buyers and the 

more prominent the potential effect on request. Proof recommends that any 

cut in VAT on tourism-related exercises is probably going to be passed on to 

the customer. 

Financial hypothesis recommends that if tourism request is generally versatile, a 

decrease in the VAT rate on tourism-related merchandise and ventures, for example, 

inns and eateries will prompt an expansion in by and large consumption by 

sightseers, and the other way around. Notwithstanding, this depends on the expense 

or cost-sparing of the adjustment in VAT being "went through" to the customer, 

influencing the value that they confront. The level of go through relies upon the 

relative flexibilities of free market activity. Hypothetically, the power of rivalry in the 

division should build the likelihood of disregard through the medium-term. 

Monetary hypothesis recommends that if tourism request is moderately flexible, a 

decrease in the VAT rate on tourism-related merchandise and enterprises, for 

example, inns and eateries will prompt an expansion in by and large consumption by 

travelers, and the other way around. Be that as it may, this depends on the expense or 

cost-sparing of the adjustment in VAT being "went through" to the buyer, influencing 

the value that they confront. The level of go through relies upon the relative 

versatilities of free market activity. Hypothetically, the force of rivalry in the part 

should expand the likelihood of disregard through the medium-term. 

The Impact of Taxes on the Competitiveness of European Tourism The rate of go 

through of an adjustment in VAT to costs; and the affectability of tourism request to 

an adjustment in value (the value flexibility of interest). The general monetary effect 
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related with an adjustment in VAT will then be driven by the linkages between the 

tourism business and different areas in the economy. 

The effect of diminished VAT on tourism and the more extensive economy depends 

essentially on the degree to which lessened VAT is passed on by organizations to the 

last customer. We allude to this instrument as "go through"; this is the level of an 

adjustment in a duty that is reflected in shopper costs by means of a decrease or 

increment in costs. For instance, if the normal lodging cost for one night is €120 

including a 20 percent expense (suggesting a preceding assessment cost of €100), a 

40 percent decrease in charge (to 12 Percent), with 75 percent go through would 

lessen the normal inn cost to €114, ceteris paribus. 

Durbarry and Sinclair (2003) contended that VAT does not just effect of cost on 

request rely upon the source and goal of visitors, the value flexibility of interest 

differs likewise by reason for movement. Business explorers, for instance, are 

probably going to be substantially less touchy to an adjustment in cost of movement 

than relaxation vacationers who have more prominent adaptability in picking elective 

goals or lengths of remain. This is bolstered by Peng et al (2015's) meta-examination 

of universal tourism request flexibility contemplates; they locate a normal value 

versatility of business voyagers over the universe of - 0.35. This proposes a 1% 

expansion in the cost at the goal just lessens business travel on The Impact of Taxes 

on the Competitiveness of European Tourism normal by 0.35%. It ought to likewise 

be noticed that in a few nations, organizations are permitted to deduct VAT 

installments. Therefore, for this situation business voyagers will be totally value 

inelastic to an adjustment in cost coming about because of an adjustment in charge; at 

the end of the day, an adjustment in value which is produced by an adjustment in 

expense will have no effect on request from business travelers. 

Different scholastics have utilized macroeconomic models to evaluate the net effect 

of changes in the VAT rate on development and business. In the UK, for instance, the 

Cut Tourism VAT battle and HM Treasury have authorized a few examinations to 

evaluate the effect of lessened VAT rates on British tourism and the more extensive 

economy utilizing Dynamic Partial Equilibrium (DPE) and Computable General 
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Equilibrium (CGE) models. Investigation by Deloitte, Wason and Nevin (2011), for 

instance, utilized a DPE model to evaluate the monetary effect of diminishing VAT 

on guest settlement and attractions from 20 percent to 5 percentage.Their 

examination appraises the production of 78,000 occupations subsequently (64,000 in 

convenience and 14,000 in guest attractions).Similarly, in 2012, examination directed 

by the Cut Tourism VAT crusade for HM Treasury utilizing a CGE demonstrate 

recommended that decreasing VAT on convenience and guest attractions from 20 

percent to 5 percent could create over £19billion more than 9 years in marked down 

terms. 

2.6 Research Gap. 

Since tax is the major source of revenue in Tanzania, imposition of value added tax 

on tourism services has led to increase in revenue to the government. Tourists mostly 

prefer to select destination that offer tourism services in lower price compared to 

other place because they are sensitive to prices. This raised the urge to the researcher 

to investigate on the effect of value added tax on tourism sector performance in 

Tanzania. 

2.7 Conceptual Framework. 

2.7.1 Context Background. 

This aims to explore the effect or role of value added tax imposed on tourism sector 

in Tanzania (Probability of tourists visiting Tanzania). The contextual background 

explains on the perception of the stakeholders over the imposed value added tax on 

services offered by the tourism sector and how to it affects the tourism sector 

performance (in terms of tourists’ likelihood to visit Tanzania) in Tanzania. This 

shapes their decision on how to adapt to changes in policies and other factors. 

This section of the study presents a conceptual model that will explain how tourist’s 

likelihood to visit a country can be affected or influenced by tax, level of 

infrastructure, income, environmental conservation, national security level and 

political stability.  



30 

 

 

 

 

 

 

 

 

Figure 2. 5: CONCEPTUAL FRAME WORK 

 

Figure 2. 6: CONCEPTUAL FRAME WORK 

 

Figure 2. 7: CONCEPTUAL FRAME WORK 

 

Figure 2. 8: CONCEPTUAL FRAME WORK 

 

Figure 2. 9: CONTEXTUAL BACKGROUND 

For this study, the conceptual background includes socio-economic factors, 

institutional factors and economic structures. The socio-economic factors include age, 

gender, education, hobbies, sex and marital status, while institutional factors includes 

law, policies and priorities set by the government on tourism sector. The economic 

structure include market condition and destination alternative.  
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Source: Researcher’s own construct 

From the figure above, the socio-economic, institutional and factor may lead on 

decision making by the tourists to visit areas for different reason like research, leisure 

and adventure. This in turn leads to increase in the number of tourists visiting an area, 

which earns revenue to the host country and hence lead to development of tourism 

sector. 

This study attempts to understand how the contextual background in figure 2.2 shapes 

the decision of tourist to visit a country and the impact of this decision on tourism 

performance. The magnitude of the effect will depend on the contextual background. 

This study intends to empirically find the factors that influence the likelihood of 

tourists to visit Tanzania. 

2.7.2 Dependent Variable. 

Dependent variable refers to variable whose results are affected by occurrence of 

other variables. It is also known as an explained variable. The likelihood of a tourist 

to visit a country (tourism performance) is the dependent variable. This can be 

influenced by independent variable and some other socio-economic variables. 

2.7.3 Independent Variables. 

This refers to the variable whose characteristics affect the results of another variable. 

It is also known as explanatory variable, since it influences the results of another 

variable basing n it characteristics. The explanatory variables can include socio-

economic factor, institutional factors and economic structures. Ndumbaro (2016), 

INSTITUTIONAL 
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says, there is a need for the tourism division to enhance the foundation, security and 

peace, insurance of creatures particularly imperiled species from poachers, inquiries 

about laws to enhance biology, control devastation of regular resources, limit 

expanding on tourism specialist co-ops, enhance handling time for Visa, quality 

marking of the country’s tourism past, huge national stops also amusement holds 

such as Ngorongoro, Serengeti, Kilimanjaro, Zanzibar and Manyara.  

The following are the independent variables in this study including the socio-

economic factors that affects the probability of tourists to visit the country. 

2.7.3.1 Taxes. 

When the government to charge numerous taxes and fees, tourism service providers 

may shift the burden to the tourists that are beneficiaries of the service and thus affect 

their decision to visit the country due to high prices of the services for tourism 

services. The relative staggering expense of tourism administrations is caused mostly 

by finished controls and tax assessment which thus, powers visit administrators and 

other specialist organizations to charge higher costs keeping in mind the end goal to 

acquire a few benefits (Rugimbana, 2016). 

2.7.3.2 Level of Infrastructure. 

The level of infrastructure is vital to the tourism sector since it can connect the 

different geographical location to provide easy access by every person. Therefore, 

when the infrastructure is well structure it will attract tourist to visit a country since it 

can assure them to get to place of their own interest. 

2.7.3.3 Income. 

The income level of a person can determine if a person is able to travel and visit some 

other areas for leisure, research or adventure. So, personal income determines highly 

the likelihood of an individual to visit another area for different reasons. 
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2.7.3.4 Political Stability and National Security. 

When an area is well guided and has a stable political system, it attracts people to 

visit since they will have the feel of safety when they at the particular area. So, a well 

guided country with stable political system may determine the probability of a tourist 

to visit the country. 

2.7.3.5 Environmental Conservation. 

Most people like to visit an area which has strong laws that protect the environment. 

However, through environmental conservation a lot of natural attraction get to 

protected and thus attract individuals from different areas to visit a specific area for 

different purposes. 

2.7.3.6 Destination Marketing 

The researcher thinks that, advertisement and branding of a destination is very 

important in attracting a tourist to visit a certain location. So by investing in 

marketing activities by a country it can really stimulate the tourist inflow in the 

country.  

2.7.4 Socio-economic Factors. 

2.7.4.1 Age. 

People get to be interested in different things basing on their age group. However, 

tourism has no restriction in terms of age, so the research assumes that the age can 

matter on the decision of tourist to visit an area for difference reasons. 

2.7.4.2 Marital Status. 

Marital status can be one of the factors that determine the decision for a person to 

visit another area, this can either be influenced by one party within the family or both 

party’s interests since must times, tourist get to travel to various areas with their 

families. Therefore, the marital status can be another standing factor to determine the 

likelihood of individuals to visit a country. 
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2.7.4.3 Gender. 

Gender can be another influencing factor to determine the tourist’s decision to visit a 

country since different people get to be attracted to different things basing on their 

gender. 

2.7.4.4 Education Level. 

The level of education can be a factor that determine the decision of a tourist to visit 

an area since, other people may visit an area for academic and research purposes and 

another for leisure which is psychological healthy. 
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3 CHAPTER THREE 

RESEARCH METHODOLOGY 

3.1 Introduction. 

Chapter three focused on the planned and logical analysis of the study proficiency in order 

directly understand the study. The chapter consisted the research design, the study area, data 

sources that were used, sampling and sample size, techniques for data collection, as well as 

ethical matters. The study approach used both quantitative and qualitative methods, whereby a 

quantitative method explained, estimated and created data depending on the theories existing 

(Jenifer, 2002) and a qualitative study was also used to understand exposure, institutions, 

social development, connections as well as definition in them (Jenifer, 2002). 

3.2 Research Design. 

This helped to transform the study objectives into a practicable study project (Saunders, et al., 

2009). The study design covered the choices, strategies, stages as well as timeline which 

convoy the researcher in the study. Usually the study design used would depend on the nature 

of the study. Descriptive design was used by the researcher, as it consist of describing the 

cause effect association between the variables. 

 

3.3 Area of Study. 

The zone of concentrate designated for the examination was Arusha locale, where sightseers 

and the tourism specialist co-op were taken after to answer to a few inquiries in the polls and 

some met. Arusha district has been delegated in light of the fact that it possesses unique 

vacation destination locales such as the Arusha national stop (Momela), Manyara, Ngorongoro 

and Tarangire , that are effortlessly drawn closer through a great deal of travelers that visit the 

nation. This was so strong to the analyst to deliver a simple methodology of points of interest 

from the respondents. 
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3.4 Target Population. 

Population is a group of elements,, people events, objects or households that are to be used for 

a specific task like an investigation (Ngechu, 2004). According to Mugenda (2003), the target 

population should have some aligning characteristics that match with what the researcher 

intends to investigate o as to draw some results. In retrieving the effect of VAT on the tourism 

sector in Tanzania, the investigator’s center of interest was on tourists plus tourism service 

providers. Considering they were the key group aimed for the study. 

3.5 Sample size and sampling techniques 

Sample design refers to as plan designed by a researcher before any data are collected to obtain 

a sample from a defined population. 

3.5.1 Sample size 

This was the act of estimating the number of respondents to be included in a statistical sample. 

The sample size is more important feature of any critical study. Therefore the selection of 

sample size involved the use of the following statistical technical. 

The formula for calculating sample size for finite population (Cochran, 1963) was used to 

determine the sample size for the study as below; 

qpzNe

Nqpz

n
..)(

...

22

2

1 
  

Where: 

p= sample proportion, q=1-p; 

z=the value of standard variate at a given confidence level. 

n = sample size 

N = population size 



37 

 

An example of vacationers were chosen from every stratum by applying Neyman relative 

assignment technique. In this way, utilizing corresponding distribution strategy, the quantity of 

sightseers chose inside a level is given by: 

n
N

N
n h

h   

Where by: 

nn  = number of tourists in the sample from the hth level  

n = Sample size 

hN = Number of tourists in the hth stratum  

N= Population size 

Out of 110 selected population, 100 comes from tourists and 10 comes from tourists’ service 

provider. 

In this particular study, the following data were utilized to ensure precision of results. 

N=115, p=0.5 (is the largest, it provides maximum variance) 

z = 1.96 for a 95% confidence level 

e = 0.02 (As the estimate must be within 2% of true value for this actual study) 

Therefore, the sample size (n) becomes:        

 

Sample size for stratum i is given by
ii nPn  , for i=1, 2 and 3; 

Where by: 
N

N
P i

i   =proportion of population in stratum i, 

iN = Population size of stratum i. 

Therefore, sample size of tourists  

 

Sample size of tourism service provider stratum 
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3.5.2 Sampling Techniques. 

This investigation employed equally judgmental sampling technique as well as simple random 

sampling to gather information from the selected population. Respondents were 

unsystematically selected with judgment on the probable capacity of answering to the inquiries 

asked from the surveys. 

3.6 Data Types. 

The investigation utilized essential information which helped the analyst to assess the 

association between the reliant variable as well as explanatory variable. 

3.7 Data collection Methods. 

This implicated all procedures that were used to gather data. Considering this study employed 

both primary and secondary data, the procedure below were used. 

3.7.1 Questionnaire. 

According to Williams (2011), questionnaire is tool that comprises different questions (closed 

and open ended) regarding a certain issue that is investigated. It is among the best tools for 

collecting quantitative and qualitative data. Through questionnaires, a research can formulated 

questions and receive replies without even talking to every respondent. 

Both open finished and shut finished survey were utilized. They were utilized in order to 

acquire genuine suppositions or perspectives from the respondents It is the least difficult 

system of get-together essential information thinking of it as helps to assemble data straightly 

from the field as it is reasonable to the respondents, cheap and fast to administer. 

3.7.2 Interviews. 

Both Structure and unstructured interviews were used so as to allow the investigator to 

recognize the innermost desire of the respondents of their thoughts on value added tax on 

tourism in Tanzania. 
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3.7.3 Journals and other published reports 

The researcher used different journals and publications as source of secondary data to finalize 

the work. The published documents used in this study were most from the internet. 

3.8 Model Specification. 

The study engaged the binary logit model. The values of dependent variables are run around 

by this logit model to presume a value of 0 to 1. Where the value of “Yi” is the probability of a 

tourist to re-visit a country (the performance of the tourism sector shall be upgraded by this.  

This model therefore presumes that, all applicable variables are involved in this model 

wherein, their results are calculated with no error and are independent (Gujarat, 2003). 

……………………………. (i) 

 

Yi speaks to the odds or probability of a visitor to visit, this depends on independent variable 

“Xi”, with its obscure coefficient “β” and the blunder term ε. Therefore the probability of a 

visitor to visit a nation “Yi=1/Xi” may be as a result of various free factors i.e. “Xi” such as 

instruction level, age, conjugal status, wage level, sex, impose, the status of the security nation 

and political soundness, vocation, goal promoting and ecological protection arrangements.  

 

Assuming a total appropriation is strategic; the vacationer’s probability to visit (overhaul 

tourism industry's introduction) shall be ascertained utilizing the calculated likelihood 

demonstrate expressed as takes after (Woodridge, 2001) 

) ……………………………………. (ii) 

 

Whereby the logistic cumulative distribution function is represented by “F” 
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This model indicates that; decreasing size of the marginal impacts of every independent 

variable and their coefficients provides the indication of the impact size for each independent 

variable on the probability that a tourist will visit (Upgrade the presentation of tourism sector 

in the country). Nevertheless the logistic model that was used in this study was acquired from 

the log probabilities of the outcome variable (upgrade presentation in the tourism sector in the 

country) as below: 

 

 

But, the Probability of success is  

And the probability of failure is  

Let   λ  

The probabilities ratio is given by  

The probabilities ratio (known as relative risk) calculates the chances that Y = 1 in relation to 

the chances that Y = 0. 

 

So, considering , hence  

Natural logarithm is introduced to both sides, the logistic regression model can be calculated 

as; 

 

3.9 Ethical Consideration. 

This study perceived the confidence of the character of the respondent by confidentiality. The 

specialist likewise maintained a strategic distance from each kind of phony and falsifying of 
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information in order to sidestep unlikely results. Through right reference, the entire work will 

be recognized in order to sidestep scholastic robbery of substance. 

3.10 Reliability and Validity 

The extent to which an aspect is measured in quantitative studies is known as validity. 

Alternatively, Heale and Twycross, (2015) state that reliability is the consistency of the 

measure. The study adhered to reliability and validity aspects by undertaking comprehensive 

literature review, having consultations with the supervisor as well as fellow students in regard 

to the methodologies as well as data collection plus making sure there is conformity between 

the objectives, findings, research questions and study recommendations. 
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4 CHAPTER FOUR 

DATA ANALYSIS AND INTERPRETATIONS 

4.0 Introduction. 

Chapter four covers two major sections, the data analysis and the general interpretation of the 

study. It presents an in-depth empirical finding of the study providing both quantitative and 

qualitative approaches to explain the effect of VAT on tourism performance in Tanzania. The 

main objective being to investigate the effect of VAT on tourism demand (probability of 

tourists to visit) in Tanzania, followed by other specific objectives in order to come up with 

possible conclusion and recommendations which are vital for the Tanzanian government and 

other stakeholders in the tourism industry for the development of the performance of the 

tourism sector in Tanzania. 

The survey of the study took place in Tanzania mainly Arusha region with a total of 110 

respondents, where by 100 of them were tourists (visiting) and 10 of them were service 

providers. Arusha was selected as the area that the study could take place because there exists 

national parks such as the Arusha National Park, Manyara game reserve and Tarangire national 

park that are usually visited lots of tourists from different countries. During data collection, 

open ended as well as closed ended questionnaires were used as a means of collecting primary 

data and also journals and other related published documents were too used to gather 

secondary information. 

Tourists and tourism service providers were provided with questionnaires which were used to 

collect data for them to answer general information and also directives were provided to them 

in order to manage accurate and proper answers to the research questions. The questionnaires 

provided were divided into two parts for the respondents to fill the answers first being an 

investigation on vacationer's and tourism specialist organization's recognitions on the VAT on 

tourism presented by the administration of Tanzania and the last part being an examination on 

the impact of VAT and different variables on the off chance that they decide the probability of 
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voyagers to visit Tanzania. This changed over the examination inquiries into a useful research 

venture and to give an unmistakable understanding about the investigation. Likewise the data 

was utilized to clarify, anticipate and produce data to expand upon the current speculations. 

4.1 Descriptive Analysis. 

Below are some descriptive analysis from the study, “The effect of VAT on tourism demand 

(the probability of a tourist to visit) in Tanzania”. It focuses on the institutional factors and 

socio-economic factors like age, gender, marital status, income, employment, peace and 

security, marketing and infrastructure. These factors help to show individual characteristics of 

tourists and their drive towards visiting different attractive areas for leisure, adventure or 

research. 

Table 4. 1: Descriptive Statistics 
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table 

4.1, 

the study had 100 respondents aged between 17 years and 73 years with the mean of 30.12 

years as illustrated on the table below. This implies, that most individuals who are up for 

traveling to different places for adventure, leisure or research are the people who are middle 

age group. The people with such an average age are regarded to be most active economically 

and productive. 

Variable Observation Mean Std. Dev. Min Max 

Gender (Male:0 and Female:1) 100 0.85 0.35887 0 1 

Age 100 30.12 12.3822 17 73 

Marital (Married:0 and Not Married:1) 100 0.64 0.482418 0 1 

Employment (Not Employed:0 and 

Married:1) 100 0.76 0.429235 0 1 

Income 100 1094.91 954.071 0 5000 

First time visit (Yes:0 and No:1) 100 0.92 0.27266 0 1 

Expenses for services 100 478.97 188.1413 148 1500 

Price opinion (Cheap:0 and Expensive:1) 100 0.83 0.377525 0 1 

VAT (Low:0 and High:1) 100 0.95 0.219043 0 1 

Infrastructure (Bad:0 and Good:1) 100 0.9 0.301511 0 1 

Peace and security (Absent:0 and Present:1) 100 0.69 0.464823 0 1 

Marketing (No:0 and Yes:1) 100 0.65 0.479373 0 1 

Environment  conservation (No:0 and Yes:1) 100 0.97 0.171447 0 1 

Willing to Revisit (No:0 and Yes:1) 100 0.87 0.337998 0 1 
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However marketing and advertisement of a place visited by people from the age group can be 

perfectly done since, it is the age that people are outgoing and are exposed to social media. By 

this age analysis, it is easier for Tanzania to effectively engage in social media marketing, as 

most of the visitors are active in the social media. This type of marketing will in turn lead to 

people being attracted to visit country from recommendations of their friends or relatives from 

such an age group. 

4.1.2 Income. 

Findings from this study show that respondent’s average income is $ 1,094 (Ths. 2,406,800/=), 

with the maximum income $ 5,000 (Tshs. 11,000,000) and a minimum income of $ 0 as shown 

in table 4.1. This shows that, people with different income levels still visit different places for 

leisure, adventure or research. But the average income indicate that the high income 

individuals form Tanzania engage in tourist activities as the average income of Tanzanians in 

approximately $1. Thus is to say tourism in Tanzania is for rich people. 

4.1.3 Expenses for Services. 

In table 4.1 it is illustrated that the average price for tourism services (transport, meals and 

accommodation) is around $ 478.97 (Tsh. 1,053,734/=), with the maximum price of $ 1500 

(Tsh. 3,300,000/=) and a minimum price of $ 148 (Tsh. 325,600/=). This means that, a 

tourist’s likelihood to visit the country may depend on the prices charged to the services 

offered in the country. Whereby when the prices are low a tourist is most favorable to visit an 

area and when prices are relatively high, it discourages the tourist to visit an area due to high 

prices. 

4.1.4 Gender. 

Tourism activities are inclusive regardless the gender, and most people from different areas 

with different biological characteristics get to travel to different areas in the world for leisure, 

adventure or research depending on their interests. 

 However findings from this study it has been depicted that 85 percent of the respondents was 

males and 15 percent were females. This implies that, men are more outgoing compared to 

women. From this is easy to conclude that there is low education on women socialization. It 
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seems most of women are not free to socialize, even considering a new generation. As a result 

most women are finding it insecure leaving their homes for tourism activity. 

Further it indicates that, the tourism authorities have not initiated or effectively advertised the 

family package, where by the individuals who come as a family that is (Husband, wife and 

children) should have lower prices, than those who come single. 

4.1.5 Marital. 

Out of the respondents 70 respondents (64%) were not married while 40 respondents (36%) 

were married. This signify that a large part of population are unmarried people travel to 

different parts of the world compared to people who are married, this can be due to having less 

responsibilities of the family.  

4.1.6 Employment. 

In order to survive in this fast growing world, every individual is expected to have job that 

earns him or her income. It can either be employed by another person or self-employed. 

Through employment individuals are able to increase their saving and expenditure through the 

income from their employments. To the employed people it easy to fulfill their needs like 

transport, accommodation, meals and leisure needs 

Regarding the interviewee only 83 which is 76 percent of them were employed and 27 out of 

them were unemployed.  However, this implies that people who were employed had a bigger 

opportunity to travel for tourism purposes compared to the unemployed group. 

4.1.7 Education. 

In any society literacy is most valued, and through literacy comes different sound ideas and 

plans for development. In tourism industry most people get to visit different areas to either 

learn about different culture within a setting or just for leisure and adventure. It encouraged 

that teachers in various schools should incorporate studies which details the knowledge of 

tourism sites in the country so as to stimulate the urge for student to visit the places later on.  
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From the findings it has been depicted that, only 58 percent of the population, were educated 

up to the tertiary or college level while on the other hand it is only 42 percent of the 

population, are educated up to the secondary level. This can determine the likelihood of tourist 

to visit a place, since from different education level a person can go for tourism activities at an 

area for either academic purposes or for relaxation. 

4.1.8 First Time Visit. 

The results obtained portrayed that the population in which it’s the first time to visit Tanzania 

make a 92% of the respondents while only 8 percent of the population visited for several times. 

It is first occasions for the most of the tourists to visit Tanzania, since the excitement of new 

site seeing rarely lasts for the second time as result the majorities come for the first time. 

This alerts the tourism authorities to enhance their marketing efforts. Marketing tactics should 

include, improve the appearance of tourism sites, lower prices, and add various services that 

invite people over again. Frequent advertising of the tourism sites, helps to create a sense of 

newness to people and hence attracts people to visit tourism places over and over. 

4.1.9 Price Opinion. 

People are most sensitive to prices of goods and services. However, people tend to be more 

sensitive when prices are too high or too cheap on a certain good or service. From the 

outcomes obtained most of the participants revealed to be affected by the high prices charged 

on the tourism services like transport, accommodation and meals, while few of them viewed 

prices on the tourism services as cheap. Hence service price and customers in the tourism 

industries have a negative relationship. The higher the price the lower the customers and vice 

versa. 

4.1.10 VAT. 

Taxes have been the main sources of revenue for different countries in the world, and through 

the revenues, the money is being allocated to different development and recurrent activities. In 

Tanzania, there is an 18 percent of VAT on tourism services. This has poised to bring some 

questions on if the tax can affect the tourist decision to visit a country.  
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However, findings showed that 95 percent of the interviewee views the 18 percent VAT on 

tourism services as high and 5 percent of the total population view the VAT on tourism 

services as low.  

The imposition of VAT, leads to increase of service costs that is service providers increase the 

cost of services in order to compensate the VAT returns submitted to TRA. At the end of the 

day the tax burdens falls to the customers. As portrayed above, customers have a negative 

relation with service prices, that the increase of prices will cause a decrease in customers, 

leading t losses in the tourism sites. Thus, in real sense the party which is completely affected 

negatively by the VAT policy is the tourism service providers. 

4.1.11 Infrastructure. 

The presence of good infrastructure for the accessibility towards the different areas can pave 

the way and attract the interest of the tourist to visit a country or area. Good infrastructure also 

includes availability of transport inside the sites. The sites should be able to provide reliable 

transport services to visitors inside the sites.  

Findings from the study showed that 99 respondents (90%) were comfortable with the 

infrastructure in Tanzania to different areas of interest like National parks and game reserves, 

while 11 respondents (10 percent) were not pleased by the infrastructure. This implies that, a 

large number of visitors in Tanzania are comfortable with the transport and communication 

system in the country compared to a low number of visitors who are not comfortable with 

transport and communication system in Tanzania. 

4.1.12 Peace and security 

Once the peace and security of a country is properly maintained, it attracts the tourist to visit 

and explore a particular area, since there is a guarantee of their wellbeing and safety of people 

within that particular area.  

Due to peace and security status in the country 69% of the participants were attracted to visit 

Tanzania and 31% of them visit Tanzania not because of peace and security. This means that, 

the larger group who visited Tanzania considered the peace and security status before visiting. 
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4.1.13 Environment 

The presence of conducive natural environment which seems attractive to the other people as 

the beauty of nature can also determines the likelihood of tourist to visit an area. The natural 

environment includes, maintain the tourism sites in its natural flora and fauna, introducing 

strict ant poaching rules so as not to distinguish the animals in the sites. Further, the service 

providers can go an extra mile by introducing more species of flora and fauna to increase the 

attraction of the sites. 

Moreover efforts to conserve the environment and fight against poaching can be an attractive 

factor for a person to visit an area. Findings from the study showed that, 97 percent of the 

population visited the country because of the environmental conservation and fighting against 

poaching efforts, while 3 percent of the population visited the country not because of the 

environmental conservation policies and fighting against poaching efforts in Tanzania. This 

implies that environmental conservation and efforts to fight against poaching attract a larger 

number of visitors in an area. 

4.1.14 Revisit. 

The favorable tourism conditions in both social and economic aspects massively contribute to 

decisions of the tourist to revisit the area. Conditions like poor advertisement, poor services, 

high prices and insecurity in the tourism sites leads to people to lose interest in revisiting the 

sites. 

Out of the respondents 96 (87%) are willing to revisit the country with the same condition, 

while 14 (13%) are not willing to revisit the country again with the same conditions. This 

implies that a larger number of visitors were satisfied with the conditions within the country 

from their experience, but a lower number won’t be willing to revisit the country due to not 

being satisfied by some conditions, which are to be addressed as soon as possible. 

4.2 Interpretation Data on the Logistic Regression Model. 

In this section, results were presented in a Logistic regression model summary in table 4.2 

below. The logistic regression model shows the magnitude of how Tourism demand in 

Tanzania (likelihood of a tourist to revisit Tanzania) is affected by the explanatory variables. 
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Table 4. 2: Results from Logit Model 

Explanatory Variables Coefficient Marginal Effect  (dy/dx) 

Constant -6.071  

 (2.804)  

Gender 1.259 0.057 

 (1.290) (0.110) 

Age -0.02192 -0.0006242 

 (0.070) (0.002) 

Education 1.542** 0.053 

 (0.740) (0.037) 

Employment 0.909 0.033 

 (1.168) (0.055) 

Income 0.001 0.000 

 (0.001) 0.000 

Expenses for services 0.003 0.000 

 (0.002) (0.000) 

Price opinion -3.013** -0.046 

 (1.341) (0.025) 

VAT 3.305* 0.386 

 (1.723) (0.400) 

Infrastructure 4.200*** 0.550 

 (1.067) (0.177) 

Peace and security -2.935*** -0.065 

 (1.107) (0.034) 

Marketing 1.456* 0.054 

 (0.750) (0.029) 

Environment 1.497 0.086 

 (1.450) (0.137) 

_  Number of observation 100  

Log likelihood -25.545046  

Wald chi2(12) 35.10  

Prob> chi2 0.0005  

Pseudo R2  0.3389  

Source: Author’s computation 

Note: (***) indicates significant level at 1%, (**) significant at 5% and (*) significant 

at 10% 
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According to findings, education has a positive relationship with the likelihood of a 

tourist to visit and significant at 5% significant level (p = 0.037). However, the 

marginal effect shows that education level of a tourist can increase the likelihood of a 

tourist to visit by 5.3%. This implies, visitors or tourists who are well educated are 

most likely to visit Tanzania. Most times, educated people are the most likely group 

of people who can set some time for leisure and also visit other place for research.   

Findings from this study show that, price opinion has a negative relationship with the 

likelihood of a tourist to visit Tanzania and significant at 5% significant level (p = 

0.025). The marginal effect shows that a negative price opinion decreases the 

likelihood of a tourist to visit Tanzania by 4.6%. When prices for services are 

relatively expensive, people tend to be cautious and not visit an area because of the 

relatively high prices. KPMG, (2016) argued that; after the burden of VAT on 

tourism administrations the business feels the squeeze, for example, visit managing, 

amusement jumping, water safaris, creature or flying creature watching, stop fees in 

addition to road transport administrations, whereas this intends to build impose base, 

it appropriately will make the tourism bundle in the country become more costly. In 

any case, the tourism administrations swung to be less expensive. In this manner, 

most visitors have a tendency to select the most moderate goal. This can diminish the 

goal's value aggressiveness. This may prompt diminish the tourism capacity and thus 

decrease remote trade profit, work openings and the neighborhood yield (Myers et al, 

1997). 

Results show that, VAT has a positive relationship with the performance of tourism 

sector in Tanzania (Likelihood of a tourist to visit Tanzania) and significant at 10% 

significant level (p = 0.055). The marginal effect indicates VAT can increase the 

likelihood of a tourist to visit Tanzania by 3.8%. This implies that, an increase in 

VAT leads to an increase in the likelihood of a tourist to visit Tanzania (improve 

performance of tourism industry). In basic terms, VAT always contribute to increase 

prices of different goods and services, so if the VAT increases it will relatively 

decrease the purchasing power of people due to the high price. This was supported by 

Rugimbana, (2016), whereby he stipulated that, the relative mind-boggling expense 
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of tourism administrations is caused somewhat by over directions and tax collection 

which thusly, powers visit administrators and other specialist co-ops to charge higher 

costs keeping in mind the end goal to procure a few benefits. So, through increase of 

VAT it can lead to increase prices for services (transport, accommodation and meals), 

which will relatively fend away visitors due to high prices. 

On the other hand, VAT is vital for a country as it contributes to the revenues of the 

country which can be injected in the tourist sector for development projects in the 

industry. This was highlighted by Ndumbaro (2016), compliance to the laws of best 

global practice, tourism sector is not supposed to enjoy tax exemption since tax is 

among the main sources of revenue in a developing economy and the law encourages 

nations to have broader tax base. Charging value added tax on tourism is important 

for improving people’s welfare in the economy. Foreign direct investment (FDI) is 

attracted more when there is an easy and conducive business environment in a 

country but not tax exemptions. Improvement of infrastructure, promoting of peace 

and security, efforts to fight against poaching, environmental conservation efforts, 

capacity building to the tourism service providers, better destination marketing 

beyond the national parks and improvement of visa processing time should be 

financed by tax revenues obtained from the tourism sector Industry (Sinclair and 

Stabler, 1997).  

Figure 4.1 Through, introduction of VAT or taxes would lead to development of the 

tourism sector which in turn, would attract more visitors to visit countries because of 

well-developed and diversified system. 

Finding from indicate that, Infrastructure has a positive relationship with the 

probability of tourist to visit a country (performance of the tourism sector in 

Tanzania) and significant at 1% significant level (p = 0.000). The marginal effect 

shows that, improvement of Infrastructure can increase the probability of a tourist to 

visit by 55%. This implies that, better infrastructure increases the probability of a 

tourist to visit (improve tourism performance in Tanzania).  Always tourists get to 

respond according to the present transport and communication systems. When, the 

transport and communication means are of a better quality, people are being attracted 
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and confident to visit an area compared to when an area has poor infrastructure. 

According to Ndumbaro (2016), the tourism sector needs to improve the 

infrastructure, so as to make convenience for people to get to different place in an 

easy way. Through better and reliable transport and communication system, tourists 

will always choose to visit such destinations since it ensure them to reach to the most 

desired areas easily. 

Results from findings indicate that, Peace and security has negative relationship with 

the likelihood of tourist to visit Tanzania (performance or tourism sector in Tanzania) 

and significant at 1% significant level (p = 0.008). However, the marginal effect 

indicates Peace and security can lead to decrease the probability of a tourist to visit 

by 6.6%. This implies that, as peace and security status is improved it decreases the 

probability of a tourist to visit. In normal situations, people most prefer to visit a 

place that is being well protected. This was empirically highlighted by Ndumbaro 

(2016), the tourism division needs to enhance peace and security, assurance of 

creatures (particularly jeopardized species from poachers), investigates on law to 

enhance biology, regulate pulverization of regular resources. This implies that, people 

will visit areas have peace and security so as they could enjoy their moments in a 

peaceful manner. 

According to results from the findings, Marketing has a positive relationship with the 

likelihood of a tourist to visit (performance of tourism industry in Tanzania) and 

significant at 10% significant level (p = 0.052). The marginal effect shows that, 

marketing activities for tourism products can lead to an increase in the likelihood of a 

tourist to visit Tanzania by 5.4%. This means that, the more marketing efforts 

(advertisement) are being established, the more they increase the possibility of a 

tourist to visit. It is advised that improvement of the capacity building of the tourism 

service providers, thus branding of Tanzania tourism industry that goes beyond the 

big national parks. Here the author has highlighted how tourism performance can be 

improved through marketing by proper branding and advertisement of the available 

tourist attraction in Tanzania. This will help to boost the likelihood of a tourist to visit 

since people will be attracted to the details that are advertised and branded. 
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4.3 Summary of Findings. 

Data collected from this study was from 100 respondents, whereby 85 percent of the 

respondents were males and 15 percent of the respondents were females. However, 

the respondents from the selected sample population were aged between 17 years and 

73 years with the mean of 30.12 years. This implies, that most individuals who are up 

for traveling to different places for adventure, leisure or research are the people who 

are middle age group. The people with such an average age are regarded to be most 

active economically and productive.  

However, out of the 100 respondents, 64 percent of the total population was not 

married while 36 percent of the total population was married. This implies that a 

large part of population are unmarried people travel to different parts of the world 

compared to people who are married, this can be due to having less responsibilities of 

the family. On the other hand, 76 percent of the total population was employed and 

24 percent of the total population was unemployed.   

Nevertheless, this implies that people who were employed had a bigger opportunity 

to travel for tourism purposes compared to the unemployed group. Since the 

employed group are more able to set a reliable budget for travelling to different parts 

of the world compared to the unemployed group. Moreover, 58 percent of the 

population was educated to the tertiary or college level while only 42 percent of the 

population was educated to the secondary level education level. This means that, a 

well-educated person is most likely go for tourism activities at an area for either 

academic purposes or for relaxation. 

92 percent of the population has visited Tanzania for the first time while only 8 

percent of the population has visited for another time. On the other hand respondent’s 

average income was $ 1,094 (Ths. 2,406,800/=), with the maximum income $ 5,000 

(Tshs. 11,000,000) and a minimum income of $ 0. This shows that, people with 

different income levels still visit different places for leisure, adventure or research. 
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However the average price for tourism services (transport, meals and 

accommodation) was around $ 478.97 (Tsh. 1,053,734/=), with the maximum price 

of $ 1500 (Tsh. 3,300,000/=) and a minimum price of $ 148 (Tsh. 325,600/=). This 

means that, a tourist’s likelihood to visit the country may depend on the prices 

charged to the services offered in the country. Whereby when the prices are low a 

tourist is most favorable to visit an area and when prices are relatively high, it 

discourages the tourist to visit an area due to high prices. 

Results also showed that 83 percent of the respondents were affected by the high 

prices charged on the tourism services like transport, accommodation and meals, 

while 17 percent of the respondents viewed prices on the tourism services as cheap. 

This means that, tourists are more sensitive to price which can determine the 

likelihood of the tourist to visit Tanzania 

Findings from this study showed that 95 percent of the total population views the 18 

percent VAT on tourism services as high and 5 percent of the total population view 

the VAT on tourism services as low. This implies that, a large number of visitors are 

being sensitive to the VAT imposed on tourism services. Findings from this study 

show that, 90 percent of the respondents were comfortable with the infrastructure in 

Tanzania to different areas of interest like National parks and game reserves, while 

only 10 percent of the respondents were not pleased by the infrastructure. This 

implies that, a large number of visitors in Tanzania are comfortable with the transport 

and communication system in the country compared to a low number of visitors who 

are not comfortable with transport and communication system in Tanzania69 percent 

of the total population was attracted to visit Tanzania due to the peace and security 

status in the country and 31 percent of the total population visit Tanzania not because 

of peace and security. This means that, the larger group who visited Tanzania 

considered the peace and security status before visiting 97 percent of the total 

population visited the country because of the environmental conservation and 

fighting against poaching efforts, while 3 percent of the total population visited the 

country not because of the environmental conservation policies and fighting against 

poaching efforts in Tanzania. This implies that environmental conservation and 
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efforts to fight against poaching attract a larger number of visitors in an area. 

However, 87 percent of the total population is willing to revisit the country with the 

same condition, while 13 percent of the population is not willing to revisit the country 

again with the same conditions. This implies that a larger number of visitors were 

satisfied with the conditions within the country from their experience, but a lower 

number won’t be willing to revisit the country due to not being satisfied by some 

conditions, which are to be addressed as soon as possible. 
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5 CHAPTER FIVE 

CONCLUSION, POLICY IMPLICATION AND 

RECOMMENDATIONS 

5.0 Introduction. 

This chapter presents the conclusion relevant to the results and highlighted opinions 

and challenges facing the tourism sector in Tanzania. Then further, policy implication 

and recommendations are being presented from the discussion of findings and the 

conclusion, and some further areas for research are being suggested. 

5.1 Conclusion. 

Results from the logistic regression model shows that Education, Price opinion, VAT, 

infrastructure, peace and security and destination marketing had a significant effect 

on determining the probability of a tourist to visit.  While age, gender, marital status, 

income, expenses for services, first time visit, employment and environmental 

conservation efforts were not significant factors to affect tourist’s decision on visiting 

Tanzania.  

Despite the obtained results from this study, there were some comments from the 

tourists on the high prices due to a high VAT on tourist services, poor infrastructure, 

payment systems of taxes, fees and other charges, poor destination marketing and 

which should be addressed immediately. 

The tourist service providers also had some complaints about the following: 

The VAT on tourism services forced them to increase prices of services which fends 

off visitors. The VAT has also reduced their annual turnover.  

Poor government support on providing the tourism industry with some experts to 

timely train them on how to develop the quality of their services so as to be efficient 
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in the competitive market, the government has focus more on collection of taxes and 

fees rather than highlighting issues to develop the tourism sector. Health support 

trainings and facilities also are short from the government as their frequent eruption 

of diseases. 

The tourism development levy revenues had never been re-turned or re-injected in the 

tourism sector o as to influence its development. 

Uneasy access of professional candidates in the top rank position (managerial) and 

vital positions like receptionists, food and beverage workers in the hospitality sector 

(hotels). 

5.2 Policy implication and Recommendations. 

As findings from this study have been presented on chapter four, this section will 

present and explain a number of policy implications and recommendation to the 

government, the tourism service providers and for further studies to be undertaken 

over the effect of value added tax on tourism demand in Tanzania (Probability of a 

tourist to visit Tanzania). 

5.2.1 The Government. 

The government of united republic of Tanzania through TANAPA and Tanzania 

tourist board (TTB) in collaboration with tourist service providers should focus on 

marketing their products through advertisement and brand development on the 

available tourist services in the country so as to capture more tourists. Proper 

advertisement through, Television sessions, radio shows, through Air Tanzania 

(through fliers and magazine) will help the tourism sector to expect more of clients 

from different parts of the world. Tanzania has to go further, to invest in 

advertisement on things or sports that people follow the most or watch the most like 

football (England premier league) or the NBA in USA. This will broaden the spread 

of information about the attractive sites found in Tanzania, which might attract a 

tourist to visit a country. Infrastructure improvement in wildlife in wildlife reserves 

for effective management of wildlife population. Since most of tourist and tourism 
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service providers complained that, in rainy seasons most of the roads in the national 

parks are being unreliable hence causing some problems like sleeping in the national 

parks or game reserves which in turns make tem incur extra cost from their original 

budget.  The government should focus on developing the transport and 

communication systems on the game reserves and national parks. 

However, the airports should be expanded to allow bigger planes or air craft’s to land 

so as to reduce the inconveniences of traveling to Dar es Salaam that is the center 

destination of all international flights in Tanzania. This will help to develop other 

areas of potential growth. For instance, if a visitor visits Tanzania from Belgium and 

the destination is Serengeti, he or she must land at Dar es Salaam then, later travel to 

Arusha and start the journey to Serengeti, while if the infrastructure could be 

developed when, international flights would have been landing straight at 

Kilimanjaro international airport or Arusha airport. This will help to reduce the cost 

for a visitor who plans to visit Tanzania for tourism purpose in Serengeti. 

The government should establish Anti-depredation squads, anti-poaching squads and 

trekkers are engaged for protection of wildlife. Through these teams, the poaching 

activities will be posed under great risk extinction. On the existence of these, team; 

there should be some frequent training and recruitment of new staff that will increase 

the power units of the teams. The frequent training provides room for team members 

on learning new techniques to fight against poaching in the national parks and game 

reserves. This will help reduce the extinction of some animals which in turn leads to 

the attracting more visitors to visit a country for tourism purpose. 

The government should focus on establishing  restrict menace of wildlife (elephants) 

to human habitations, solar fencing, trenches and stone waling are being provided in 

the depredation prone localities and also habitat improvements and restoration of wild 

life corridors. The government also should learn how to give back to the 

community(setting an area special from grazing livestock) surrounding the game 

reserves or national parks so as to avoid the native to intrude the national park or 

game reserves for grazing their cattle. This will ensure the safety of the animals in the 
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national parks and game reserves which will lead to increase in the number of tourist 

to visit Tanzania. 

The government should be transparent and accountable for all the collected 

contribution they take from the tourist service providers like tourism development 

levy. All the revenue that are being collected should later injected back to the sector 

to enhance development since it is vital for the sector to be developed. 

The government of Tanzania should also focus on establishing international 

institutions and colleges that provide the best education and training on tourism 

service providing. 

The government should maintain peace, security and respecting human right with 

rule of law in the country so as to ensure that the country is a safe place to visit for 

anyone.  

The government should establish an effective law enforcement which is essential to 

ensure the corrupt are punished and break the cycle of impunity or freedom from 

punishment or loss. This will help to rescue a lot of funds that would be used in the 

growth of the tourism sector, hence attract visitors to visit Tanzania. 

The government should at least try to reduce the taxes and fees to be paid by a visitor 

who visit the country for tourism purposes, this will help to raise the competitive 

advantage for Tanzania in terms of prices of services and hence capture more visitors. 

For instance, there is a $ 100 discrepancy between fees airport fees and visa 

processing fees for tourist between Kenya and Tanzania. This gives room for tourist 

to choose landing at Jomo Kenyatta international airport and take a shuttle to 

Tanzania so as to save the $ 100 that is to be charged. However the government of 

Tanzania should also be flexible on reducing the VAT for a wide range of tourism 

services so as to gain competitiveness through lower prices which will result to 

higher demand, production and consumption of tourism services that will lead to 

earning of more revenues in the country. 
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5.2.2 Tourism Service Providers. 

Placement of awards on overall employee behavior mainly based on hospitality 

towards the tourist. This will help to boost the efficiency of workers in an 

organization. However, it will build an atmosphere whereby every work would want 

to be as efficient as the winner so as to attain the reward for the worker with the best 

hospitality services. 

The tourism service providers should also invest in frequent training of their 

employees (at least once per month) in collaboration with the government, so as to go 

with the current competitive market of hospitality. This will build a high capacity for 

workers in taking care of customers in a more professional and friendly manner. 

Despite the professional trading, there should be some language classes, which will at 

least make the workers be able to speak more than 3 languages which will be vital for 

communication with the non-English speaking visitors. 

Establish awareness programs to the workers and the local residents around the 

organization on hygiene and proper ways to prevents diseases. This will help prevent 

spreading of communicable diseases like cholera. The tourism service providers 

through the ministry of health gender, elderly and children, community development 

should work with the government, on training and providing them with necessary 

materials to use on preventing them with outbreak of diseases. This will provide 

awareness about the possible diseases to outbreak and what are the steps to be taken 

so as to eliminate the threat. This will at least help to mitigate the risk of spreading 

and outbreak of communicable diseases.  

The tourism service providers should invest on recruiting the natives (Tanzanians). 

This will help to provide experience and a diverse knowledge about different things. 

The natives have high chances of working in a patriotic manner since he or she works 

with a sole purpose of developing the country.  

All the tourism service providers should be registered to TATO (Tanzania association 

for tour operators). This will help to reduce the scamming tendency of a lot of ghost 

tourism provider companies to the visitors. Most of the visitors tend to be scammed 
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since there some unregistered tourism companies that take money from tourist and 

run away. These kind of traits normally fend of visitors because it ruins the reputation 

of other tourism service providers and the country as a whole. So through TATO, 

companies can be tracked easily in case of any problem.  

5.3 Recommendation for Further Research. 

Further are to be made on different disciplines in tourism since in this study, the 

effect VAT on tourism demand in Tanzania has been the topic of interest. I would 

still recommend further studies to be done on the following. 

1. The effect of other factors like high taxes and fees on tourism performance in 

Tanzania.  

2. More studies could be done on the effects of VAT on tourism performance in 

Tanzania with a larger sample and cover the whole country and not a single 

setting (Arusha). 

3. Promotion of Domestic tourism 

4. How VAT on tourism affects the country’s competitiveness compared to 

other countries like Kenya or South Africa.  
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7 APPENDICES 

7.1 APPENDIX 1: Questionnaire for tourists 

A: Introduction 

Dear respondents, my name is Henry Nyimbi student from Mzumbe University Dar 

es Salaam Campus College pursuing a Master’s degree on applied economics and 

business. This questionnaire is for academic purpose, it aims to investigate on the 

effect of Vat on the the tourism demand in Tanzania (through the probability of a 

tourist to revisit a country). The information gathered in this questionnaire is vital in 

the completion of my dissertation and will be kept confidential. 

Instructions:  

a) Please select the most suitable answer by ticking on the box or fill in the 

space provided in each question.  

b) Once you have filled and submitted one questionnaire do not attempt to fill 

another questionnaire. 

c) Give your honest answer on each question asked in the questionnaire. 

B: General Information 

1. Sex of the respondent  

Male              Female    

2. Age ………………. 

3. Marital status 

i) Not married   

ii) Married   

4. Education level 

i) Primary education   

ii) Secondary education   

iii) Tertiary/College education   

iv) None     

5. Employment status 

i) Employed  

ii) Unemployed  

6. What is your average monthly income…………………… 
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7. Is this your first time to visit Tanzania? 

i) Yes   

ii) No   

8. How much have you paid for tourism services (transport services, 

accommodation and tour guide services)? USD ------------- 

9. How do you find the prices of tourism services (transport services, 

accommodation and tour guide services)? 

i) Cheap    

ii) Expensive   

10. How do you find the VAT (18%) on tourism services (transport services, 

accommodation and tour guide services)? 

i) High   

ii) Low   

11. Are the infrastructure to the national parks and other place of interest 

convenient for people to reach to the desired destinations? 

i) Yes    

ii) No    

If No, What should be done? 

…………………………………………………………………………………

…………………………………………………………………………………

…………………………………………………………………………………

………………………………….........................................................................

............................................................................................................................ 

12. Has the peace and security status of the country influenced your decision to 

visit Tanzania? 

i) Yes    

ii) No    

13. Do you think marketing strategies (Advertisement through social media, 

banners, and brochures) have a role to play in your decision to visit Tanzania? 

i) Yes    

ii) No    
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14. Are the environmental conservation policies and efforts to fight against 

poaching one of the attracting reasons to visit Tanzania? 

i) Yes    

ii) No    

15. With the same condition, will you revisit Tanzania for tourism? 

i) Yes     

ii)  No   

16. If no, what should be changed/added to convince you to revisit Tanzania? 

 

…………………………………………………………………………………………

…………………………………………………………………………………………

…………………………………………………………………………………………

…………………………………………………………………………………………

…………………………………………………………………………………………

…………………………………………………………………………………………

…………………………………………………………………………………………

………………………… 

 

 

 

 

 

 

 

THANK YOU 
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7.2 APPENDIX 2: TOURISM SERVICE PROVIDER’S 

QUESTIONNAIRE 

A: Introduction 

Dear respondents, my name is Henry Nyimbi student from Mzumbe University Dar 

es Salaam Campus College pursuing a Master’s degree on applied economics and 

business. This questionnaire is for academic purpose, it aims to investigate on the 

effect of Vat on the  tourism demand in Tanzania (through the probability of a tourist 

to revisit a country). The information gathered in this questionnaire is vital in the 

completion of my dissertation and will be kept confidential. 

Instructions:  

a) Please select the most suitable answer by ticking on the box or fill in 

the space provided in each question.  

b) Once you have filled and submitted one questionnaire do not attempt to 

fill another questionnaire. 

c) Give your honest answer on each question asked in the questionnaire. 

B: General Information 

1. Name………………………………………. 

2. Position……………………………………. 

3. Name of the organization…………………………………………………….. 

4. Sex of the respondent  

Male              Female    

5. Age ………………. 

6. Marital status 

i) Single  

ii) Married  

7. Education level 

i) Primary education     

ii) Secondary education    

iii) Tertiary/College education   

iv) None      
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8. What is your average monthly income…………………… 

9. Has the VAT on tourism services bring effects on the serviceproviding on this 

company? 

i) Yes    

ii) No   

 If Yes, how? 

 ………………………………………………………………………………… 

 ..……………………………………….………………………………………

……………..……………………………………………………………………

……………………………….…………………………………………………

……………………………………………….…………………………………

……………………………………………………………….…………………

…………………………………………………………………………….…… 

 

10. What are the main challenges facing tourism industry in Tanzania? 

……………………………………….…………………………………………

…………………………………………………………………………………

…………………………….……………………………………………………

…………………………………………….……………………………………

…………………………………………………………….……………………

………………………………………………………………………….………

…………………………………………………………………………………

…….…………………………………………………………………………… 

 

 

THANK YOU 


