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Executive Summary 

This study presents the findings from an economic impact assessment of a potential increase in 

the VAT rate on the Greek hotel industry from the currently applicable reduced band of 6.5% to 

the middle band of 13%.  

The analysis was conducted at the request of Institute SETE (INSETE) and accounts for the 

economic impacts that may arise within the hotel industry, as well as those that would accrue to 

other tourism-related sectors.  

The economic impact approach employed in the study considers how levels of economic activity 

are impacted by the price increase in the hotel industry following the change in the VAT regime. 

The analysis draws on assumptions and inputs on the responsiveness of demand to price 

changes (demand elasticity) with the aim of establishing a range of the potential impact for the 

hotel and the wider tourism industry. A key underlying assumption in this context is that all else 

will remain equal, namely the analysis does not account for any other exogenous developments 

that may affect economic activity in the country.  

Utilising the theoretical basis of economic multipliers, the analysis goes beyond the direct 

effects from VAT increase and explores also the indirect and induced impacts arising from knock 

on effects to different sectors across the economy. While the direct effects are those directly 

associated to the reduced demand in the hotel and wider tourism industry, the indirect effects 

correspond to changes in spending through the supply chain of each activity, and the induced 

effects refer to changes in the spending of the income earned directly or indirectly from the 

impacted activity.   

The change in the VAT rate is assumed to come into force in 2015, while the impact on hotel 

accommodation prices will be gradual peaking from 2017 onwards. On the basis of this we 

estimate that, compared to no change scenario, overall expenditure on hotel accommodation 

could fall between 290 and 480 million euro in the first year of the new regime. By 2020 this 

reduction in expenditure is estimated to be between 700 to 1,200 million euro. This suggests 

that between 4 and 6.7 million overnight stays in hotels and related establishments could be 

lost in 2015, which is expected to increase to 9-15 million over the next five years.  

For the hotel industry, its suppliers and employees the impact appears to be most significant. In 

the first years of the new VAT regime, we estimate that between 415 and 680 million euro will 

be lost in the Greek economy in terms of Gross Value Added from direct, indirect and induced 
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channels. This loss is expected to increase by 2020, reaching approximately 1,000 and 1,700 

million. In the hotel industry alone this would translate into a loss of 10,000-17,000 full time 

equivalent positions over the next 5 years. 

Accounting for the wider tourism impacts, namely those in other tourism related sectors, we 

estimate that the decline in demand would lead to additional losses between 330 and 540 

million euro in the first year of the new regime, which by 2020 is expected to increase at around 

700 and 1,200 million euro.  

Based on the above, the analysis suggests that the total combined impact ranges from 

approximately 750 to 1,200 million euro in 2015, increasing to circa 1,800 to 3,000 million 

euro over the next five years. These losses correspond to around 0.39% - 0.64 % of GDP in 

2015, and 0.83% - 1.36% of GDP over the next five years.  This decline in overall economic 

activity would in turn translate into an initial total loss of about 18,500-30,000 jobs for the 

economy, which could reach nearly 44,000 to 73,000 jobs by 2020. 

In terms of total impact on tax revenues, we estimate that fiscal gains are realised mostly in the 

short term. In the first year of the new VAT the total impact on government revenue is expected 

to be an increase by 200-250 million euro depending on the elasticity. As the full impact is 

realised over the next five years, we find that in the longer term the total tax revenues could be 

smaller. By 2020 the total impact on government revenues is expected to increase to between 

100 to 200 million. 

Table 1: Summary of total impacts 

 2015 2016 2017 2018 2019 2020 

Lower bound of effects 
(in million euro) 

GVA   (748) (1,241) (1,609) (1,669) (1,731) (1,795) 

GVA as % of GDP (0.39%) (0.63%) (0.80%) (0.81%) (0.82%) (0.83%) 

Employment  
(number of FTEs)  (18,491) (30,685) (39,781) (41,257) (42,787) (44,374) 

Tax Revenue   253  214  190  199  209  220  

Upper bound of effects 
(in million euro) 

GVA   (1,227) (2,036) (2,640) (2,738) (2,840) (2,945) 

GVA as % of GDP (0.64%) (1.04%) (1.32%) (1.33%) (1.35%) (1.36%) 

Employment  
(number of FTEs)  (30,340) (50,348) (65,273) (67,695) (70,207) (72,810) 

Tax Revenue   201  129  79  84  89  95  

Source: EY Analysis  
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DISCLAMER 

This Executive Summary forms part of a Study that was prepared at the request of Institute 

SETE (INSETE) and assesses certain macroeconomic impacts relating to the contemplated 

increase of the VAT rate on the Greek hotel industry.  

The Study was prepared in accordance with the contractually agreed scope of work and 

INSETE’s input with regards to the response of the industry to the increase in the VAT including 

the pass through rate of the cost to prices, as well as other information important to this 

exercise (arrivals, overnight stays, expenditure and elasticities). 

When compiling this Study EY drew on the available data sources, which we make reference to 

in the Study. Expert assessments, from experts working under INSETE’s instruction, of the 

above mentioned inputs were also used as a source if relevant market data were not available. 

While performing the calculations, EY assumed the correctness of all publicly available 

statistical data. The demand elasticity and its modelling is based upon the assumptions which, 

under some circumstances, may not fully reflect the reality of economic environment. Without 

stating those assumptions it would not be possible to estimate the economic impact 

(assumptions applied are further listed in the study). 

To the extent that this Executive Summary and/or the Study rely on third-party market data, 

statistical estimates and assumptions any material change in those data or estimates might 

significantly affect projected results and conclusions. No responsibility or liability is accepted for 

loss and/or damages resulting from the accuracy of such data or the occurrence of such 

changes. 

The present Executive Summary and the Study have been prepared having INSETE’s 

instructions and expectations in mind. Therefore this Executive Summary should not be relied 

upon by any third party for whatever reason without EY’s prior written consent. EY assumes no 

responsibility, obligation or duty of care whatsoever for unauthorized reliance on the Executive 

Summary and its contents. 

Our work should not be described, or referred to, in documents provided to third parties without 

our prior consent.  

The Impact Assessment is subject to the assumptions and limiting conditions presented in this 

Report. 


