	
	
	



Written evidence submitted by the 
Federation of Small Businesses

FSB welcomes the opportunity to provide a response to the above consultation.
FSB is a non-for-profit, grassroots and cross-party business organisation that represents members in every local community across the UK. Set up in 1974, we are the authoritative voice on policy issues affecting the UK’s 5.7 million small and medium businesses, micro businesses and the self-employed.
Small businesses in the food and accommodation sectors form the core of the tourism industry and face an exceptionally difficult economic environment. FSB analysis shows confidence in the food and accommodation sector remains very low at -62.6 in the first quarter of 2026, up from a major dip the previous quarter of -104. Overall small business confidence sits at -52.5 points in Q1 2026.
These negative scores reflect an unbearable accumulation of business costs. At the end of 2025, FSB research showed more firms expecting contraction (35%) than growth (21%) for the first time in the index's history. Surging employment expenses, consecutive increases to the National Living Wage, higher employer National Insurance contributions, and new Statutory Sick Pay rules are severely stretching margins. Small firms face an average 52 per cent increase in business rates for the retail, hospitality, and leisure sectors over the next three years, paired with a projected 44 per cent spike in energy standing charges in April 2026.
FSB has answered a selected set of questions within this call for evidence to focus purely on the regulatory and economic issues most impactful to small businesses operating in the visitor economy, and especially the impact of proposed powers to raise a visitor levy in England.
FSB responses in summary:
1. Introducing a new visitor levy in England through legislation in 2026 is particularly bad timing for small businesses. If implemented, it must use a flat fee to avoid operational friction, be managed at a single regional level to prevent overlapping taxes, and strictly ringfence proceeds for local infrastructure.
2. In terms of competitiveness, the UK's 20% hospitality VAT already makes England uncompetitive globally (compared to 5-10% rates elsewhere). Uncapped municipal levies risk spiraling visitor costs and reducing disposable income for local high streets.
3. The regulatory and administrative burden is high with tax alone costing small businesses £25 billion and 44 hours annually. Visitor levy collections must be excluded from VAT turnover thresholds, and enforcement should be "support-first," avoiding intrusive home-premise inspections.
4. Rural and coastal communities face specific challenges. Allocating funds based on overnight stays unfairly favors cities. Rural areas absorb the wear and tear of day-trippers without the revenue, worsening existing infrastructure gaps—such as broadband issues, which affect 32% of rural businesses compared to just 17% of urban ones.

Questions
1․ How effective are government policies in supporting the growth, competitiveness and long-term resilience of the tourism sector? v. What are the arguments for and against the proposal to give mayoral strategic authorities the power to introduce an overnight visitor levy? If a levy is introduced, how should it best be spent to attract tourism and investment?
FSB analysis shows that this is especially bad timing to be introducing a new potential tax on small businesses. Small business confidence has fluctuated significantly in the food and accommodation sector over the past year reflecting a lot of uncertainty. For this sector confidence remains very low at -62.6 in the first quarter of 2026 up from a major dip the previous quarter of -104. The picture is not favourable for other businesses on the high street either as confidence for small businesses overall sits at -52.5 points in Q1 2026 up from the previous quarter with a confidence score of -71 points.[footnoteRef:2] [2:  2026, Federation of Small Businesses, Small Business Index, Quarter 1, 2026.] 

As FSB’s analysis of small business costs since 2022 shows, this low confidence score can be attributed, in large part, to the fact that business costs have been accumulating to an unbearable level. At the end of 2025, FSB research shows more firms to expect contraction (35%) than growth (21%) for the first time in the index's history. This severe cost crisis is heavily fueled by surging employment expenses, specifically consecutive increases to the National Living Wage and higher employer National Insurance contributions, alongside new Statutory Sick Pay rules that remove waiting days and lower earnings limits.[footnoteRef:3] [3:  2026, Federation of Small Businesses, Small Business: Costs Analysis.] 

Apart from the very welcome support seen for pubs and live music venues in 2026,[footnoteRef:4] small firms are being hit by an average 52% increase in business rates for the retail, hospitality, and leisure sectors over the next three years, as well as a projected 44% spike in energy standing charges in April. To prevent widespread downsizing and closures, FSB urgently recommends targeted government interventions, including indexing the Employment Allowance to the National Living Wage, introducing a Statutory Sick Pay rebate for small employers, extending business rate discounts, and removing a significant portion of Renewable Obligation costs from non-domestic energy bills.[footnoteRef:5] [4:  2026, HM Treasury, Pubs and Live Music Venues Relief.]  [5:  2026, Federation of Small Businesses, Small Business: Costs Analysis.] 

Having highlighted these challenges, FSB's response to proposed visitor levy powers focuses on how a levy can be best designed to mitigate the impact on small businesses, and tourism economies if implemented. We must learn lessons from the implementation of similar levies in Wales, and especially in Scotland, where earlier in 2026 a new amendment bill was needed to rectify serious implementation issues with the levy. Any design must avoid these pitfalls to support a fair trading environment.  
A flat fee is preferred to a percentage levy. The recent struggles with the Scottish implementation demonstrate percentages calculations create operational friction and confusion. In most cases any proportionality gained by a percentage fee is outweighed by the administrative cost incurred.[footnoteRef:6] The percentage model forces businesses to separate the accommodation element from other charges such as food and drink, and use of facilities.   [6:  2025, Law Society of Scotland, Scotland's Visitor Levy divides city and countryside as reform calls grow.] 

Powers must reside at a single regional layer, avoiding the cumulative cost and confusion of overlapping levies. No region should face duplicated or additional visitor levies from both a city and a regional authority, for example. The levy should be limited to a single charge rather than multiple overlapping or duplicated levies. Multiple levies put off tourists and multiply the administrative work for the businesses implementing the system.  
Proceeds of any levy must be ringfenced. Spending should focus on tourist infrastructure and mitigating local impacts. Accountability mechanisms must be strong to prevent the levy from becoming a tool for filling general funding gaps. Local business communities need a formal role in deciding where these revenues go to prevent the diversion of funds.  
Evidence from FSB Scotland in its Big Small Business Survey shows when SMEs were asked what revenues should be spent on, they prioritised tangible improvements that enhance the visitor experience infrastructure/transport (62%), facilities like public toilets and bins (60%), and street cleaning (54%). These preferences show that small firms value physical upgrades that directly help their trading environment.[footnoteRef:7] [7:  2023, FSB Scotland, Big Small Business Survey: Results from FSB Scotland's findings from its biggest ever state of the nation survey for Small Businesses.] 


i. What are the main barriers to international competitiveness? How effectively does the UK promote itself overseas as a destination and what more could be done to strengthen its international profile?
A primary concern for FSB is the structural taxation baseline. The UK applies a standard 20% VAT to hospitality. Competitor destinations often apply reduced rates of 5-10%. Research conducted by the Tourism Alliance finds that international destinations with tourist taxes usually have these lower VAT baselines to offset the cost.
Adding an uncapped municipal levy on top of 20% VAT creates an exceptionally high total tax burden. When evaluating how effectively the UK promotes itself overseas, it must be acknowledged that this renders England structurally uncompetitive in tourism markets.
A major factor exacerbating this barrier is the lack of limits on future taxation. Without a statutory upper limit and defined areas of spend, a risk exists of rate creep where local authorities under financial pressure gradually increase levies to punitive levels. This damage hits the visitor economy and displaces domestic tourism, alongside acting as a major deterrent to international guests.
This risk is compounded by the threat of cumulative taxation across different regions. It must be that only one levy is raised for a certain locality. Levels of taxes quickly add up. This is caused when different layers of government or neighboring authorities apply cumulative taxes, resulting in spiraling costs for those travelling across the country.
The ultimate consequence of these spiraling costs directly harms local growth. This compounds with multiple stays and limits visitors' ability to plan regional tours. This decrease in subsequent spend and disposable funds available to visitors to spend in retail and hospitality centres strangles the benefits that come with tourism. Guests dine out less often since their accommodation costs are artificially high, and local shops also lose out on trade.

5․ How effectively is the domestic tourism sector functioning across the UK and what factors are shaping current levels of demand and recovery? i. To what extent have rising operational and workforce costs affected the affordability and viability of domestic trips for both operators and consumers?
The evidence set out in response to Q1v sets out the challenges in business confidence, growth prospects, and cumulative costs that have been relentlessly increasing since 2022.
Beyond these overarching economic pressures, there are other significant cost and administrative burdens that are burdening small businesses in the hospitality and tourism sectors that tourism relies so heavily upon. These non-operational hurdles drain vital resources and time that could otherwise be invested in competitive pricing, staff retention, or improving the overall consumer experience.
A prime example of this drain is the current administrative load associated with taxation. The cost of tax compliance to the small business community amounts to nearly £25 billion per year. Alongside this immense financial weight, small business owners spend an average of 44 hours per year on tax admin.[footnoteRef:8] [8:   2025, Federation of Small Businesses, Taking a Toll: Small businesses and the cost of tax compliance.] 

When evaluating the additional risks of proposed visitor levies in England, the structural design of such policies poses a direct threat to affordability and viability. Imposing any new tax collection mechanism must explicitly be excluded from turnover calculations to prevent pushing a business artificially over the VAT registration threshold. Pushing small businesses over this threshold would severely damage viability, creating a duplication of taxes that operators would be forced to pass on to domestic consumers.
Finally, how these costs and regulations are managed by authorities plays a critical role in the sector's ability to function effectively. Enforcement of new regulatory costs must prioritise a support-first approach rather than immediate punishment. It is essential to completely avoid intrusive physical inspections of premises, as for many small operators, business premises are also family homes. Treating compliance with heavy-handed enforcement risks being disproportionately harsh and undermines the very businesses driving the domestic tourism recovery.

6․ How can tourism better support regional growth, community prosperity and wider Government objectives? What are the particular opportunities and challenges for tourism in: a) coastal areas, and b) rural areas
FSB highlights significant structural and funding disparities which would be especially worsened by a visitor levy in England. A primary challenge emerges when considering how support and resources are distributed. Allocating revenue based on the location of the overnight stay can inadvertently favour established cities over surrounding areas. This approach ignores the reality of the pressure on local services regardless of where a visitor sleeps.
The nature of rural tourism often means that visitor footfall does not cleanly translate into local overnight spend. Outlying locations often bear the brunt of day-tripper wear and tear, or being quick stops on touring routes, without the benefit of any accommodation revenue from a levy or direct overnight spending. This creates a challenging dynamic where rural areas must manage the physical impact of high tourism volume without the corresponding financial support.
Compounding this issue is the baseline condition of local facilities. Urban centres often already possess existing strong infrastructure. In stark contrast, rural or outlying areas suffer from deficits in basic amenities. Growth depends on addressing these gaps across the entire region, ensuring that rural tourism destinations are equipped to handle visitor demand safely and effectively.
This structural disparity extends significantly into digital infrastructure, which is absolutely essential for modern tourism businesses to operate, take bookings, and market themselves. Highlighting this difference, FSB's policy report The Growth Belt shows infrastructure disparity and found that almost a third (32%) of rural small businesses report issues with the reliability of their broadband, compared to 17 per cent of urban businesses.[footnoteRef:9] [9:  2023, Federation of Small Businesses, The Growth Belt: Supporting Rural Small Businesses.] 

Ultimately, while rural locations offer immense opportunities for the visitor economy, these foundational challenges must be addressed. Funding distribution and investment must reflect this reality, ensuring that rural businesses are not structurally disadvantaged and can unlock their full potential within the domestic and international tourism landscape. 

Yours sincerely,
Paul Wilson
Policy Director
Federation of Small Businesses 
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