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ABSTRACT 

The Government of India instigated a new Indirect tax regime in the country by implementing ‘Goods and Services Tax 
(GST)’ on July 1, 2017. The focus of this act is on reforming indirect tax structure, creating a unified tax system in the whole country, 
simplifying tax administration procedures, and mitigating cascading or double taxation. This government initiative is anticipated to 
play a significant role in driving tourism industry which was working in a multiple tax regime covering service tax, value added tax 
and luxury tax. Indian tourism industry is a major service sector of the country which is seventh in the world in terms of GDP 
contribution and third largest foreign exchange earner for the country. However, this sector is facing several complexities related with 
taxation because choice of a tourism-specific tax regime is difficult as compared to other service sector. Moreover, the tourism 
industry is adversely affected by the Covid-19 pandemic due to its characteristics of perishability and people orientation.  Reflecting 
on this, present study is an attempt to conceptually evaluate the GST reforms for tourism industry of India and to identify the 
challenges emerged for tourism entrepreneurs in post GST regime. This study adopts descriptive approach to carry out the research 
work and employs secondary sources to collect data.  This study highlights the GST provisions applicable on tourism industry and 
develops an argument to reduce the rates and simplify the structure of GST to provide price based competitive advantage to tourism 
industry.    
 
Keywords: GST Reforms, Indirect Tax, Tourism Industry, Competitive Advantage.  
 
1. INTRODUCTION 
Indian tourism industry is a major service sector of the country which is seventh in the world in terms of GDP contribution and third 
largest foreign exchange earner for the country. According to the FICCI-Yes Bank report (2019), India is a tourism powerhouse and 
the largest market in South Asia. Tourism in India contributes 9.2 per cent of country’s GDP, employs 8.1% of the population, with 
the total contribution to foreign exchange at approximately USD 28 billion (Tiwari, S. 2021). Indian tourism industry is not only 
contributing substantially in India’s foreign exchange reserves but also generating huge taxes for the country.  
 

Goods and Services Tax (GST) was instigated in July 2017 and considered to be the most significant reform in Indian tax 
structure. This government initiative is anticipated to play a significant role in driving tourism industry which was working in a 
multiple tax regime covering service tax, value added tax and luxury tax. It was anticipated on launching of GST in India that new 
reforms regime will contribute in the growth of tourism industry by eliminating double taxation i.e. application of both VAT and 
service tax, reducing tax rates on many auxiliary services, improving transparency via e-billing system, and ensuring fast, economical, 
and better quality services. On the contrary, there were views on the negative effect of GST regime on tourism industry such as 
increase of tour package cost due to levy of taxes on some earlier free services, state-wise mandatory registration of service providers, 
high compliance cost of new tax system etc. Indian tourism industry has been working in new GST reforms regime since last three 
years. GST has benefited the industry in varied ways but has also extended some challenges for the tourism service providers.  
 

Tourism industry-Aviation, Hospitality, Travel services- is an industry that is highly susceptible to repercussions of adverse 
events (WTTC, 2020). The tourism industry is adversely affected by the Covid-19 pandemic due to its characteristics of perishability 
and people orientation. The tourism industry is facing an immediate challenge of managing fixed costs, payroll and cash flows when 
the enterprises are continuing to lose business (Kaushal & Srivastava, 2021). The estimate of losses in India’s tourism sector is INR 10 
Lakh Crore (PTI, 2020). Leveraging GST reforms to mitigate these losses and to give boost to tourism industry is need of the hour. 
Reflecting on this, present study is an attempt to conceptually evaluate the GST reforms for tourism industry and to identify the 
challenges emerged for tourism entrepreneurs in post GST regime. The vision of this paper is “The successful implementation of 
‘Goods and Service Tax’ reforms is imperative for the price based competitive advantage of tourism industry”.  

 
2. OBJECTIVES AND METHODOLOGY 

Stating over the issue of taxation and tourism many recent studies has declared some common and many differential versions 
to significance and influence of taxation on competitiveness of tourism service providers. Vhankate (2017) illustrated various positive 
as well as negative effects of GST on tourism and hospitality sector and points out that negative effects will change to positive ones 
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over the long haul. Binoy & Kumara (2017) highlighted that tourism industry is expected to attract more overseas tourists due to the 
positive impact of GST in the form of standardized and uniform tax rates and easy utilization of input tax credit. Acharjee (2018) 
pinpointed that GST system will facilitate cost optimization and free flow of transactions for hotel and tourism industry. Khatik, S.K. 
& Nag (2019) highlighted that GST regime provides many administrative benefits to hotel and tourism industry but it increases cost of 
services as well.  Srivastava (2020) also described many pros and cons of GST reforms for hospitality and tourism sector of India and 
opined that over the period of time GST will end up as a valuable regime. Samaddar et al. (2020) explained the demand side and 
supply side effect on aviation and tourism industry. Authors proposes many fiscal policy changes for Pandemic hit tourism industry 
such as GST Relief to manufacturing and retailing industries as well as easing of tax and compliance in the short run. Now, after three 
years of introduction of GST reforms in India, there is a need to conceptually evaluate the GST reforms for tourism industry of India 
and to identify the challenges emerged for tourism entrepreneurs in post GST regime. 
 
Present study seeks to achieve the following research objectives: 
RO1: To conceptually evaluate the ‘Goods and Services Tax’ reforms for Tourism Industry.  
RO2: To pinpoint the challenges emerged for tourism entrepreneurs in GST Regime.  
 

This study adopts descriptive approach to carry out the research work and employs secondary sources to collect data such as 
annual reports and press releases of Ministry of Tourism, Economic Surveys, Media Reports, and Web resources.  
 
3. TOURISM INDUSTRY AND TAXATION  

Taxing a tourism product is a complex procedure as tourism is a combination of varied goods and services offered by large 
number of suppliers. The tourism value chain includes hotels, transport companies, and travel intermediaries such as travel agents, 
tour operators, rental agencies etc (Image 1). From tax perspective, all the goods and services that constitute a tourist’s expenditures 
are affected by different kinds of levies such as Taxes and Fees, Commissions, International and Domestic Travel, Lodging and Out of 
Pocket Cost (FIAS, 2007). Broadly, taxes are levied on transport expenses i.e. tickets, local transit fees, visa fees etc.; lodging 
expenses i.e. room fares, hotel taxes etc.; out of pocket expenses i.e. fees for site access, local taxes, food etc.; and travel 
intermediaries charges such as commission, service taxes etc.  
 
Image 1: Tourism and Hospitality Sector 

 
Source: Adapted from IBEF’s Report, April 2018. 
 

Tax can be levied on service providers related with tourism industry or directly on tourists. General tax rates or special 
tourism tax rates can be applied on tourism sector. Choice of a tourism-specific tax regime is challenging as compared to other service 
sector given the following characteristics of this sector (Corthay & Loeprick, 2010; IMRB Report, 2014): 
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 Tourism is a highly competitive market and sensitive to fiscal incentives and tax competition. 
 Taxing inbound travel is similar to taxing exports as it reduces price competitiveness.  
 Tourism industry is by and large a service industry but it utilizes tangible inputs to provide intangible outputs.   
 Tourism services meet both final demand (consumption by a tourist) and intermediate demand (purchase by a firm). 
 Tourism value chain comprises both large and small firms so a different tax regime is required for both. 

 
Thus, taxing a tourism product is complex because choice of a tourism-specific tax regime is difficult as compared to other 

service sector. Until mid-2017, Indian tourism industry was no exception as multiple taxes have been levied at multiple level in the 
country i.e., central, state and local level by varied government agencies.  The procedure and pattern of charging taxes was varied 
from state to state i.e., service tax, value added tax, and luxury tax. There was incidence of multiple taxation i.e., tax on tax on a single 
tourism product along with high tax rates on final product. But on July 1, 2017 a new Indirect tax regime has been implemented 
namely “Goods and Services Tax (GST)” by government. This act is aimed to reform indirect tax structure, create a unified tax system 
in the whole country, simplify tax administration procedures, and mitigate cascading or double taxation.  
 
4. GST AND TAXATION IN TOURISM INDUSTRY  

Goods and Service Tax is a comprehensive, multistage and destination-based tax levy on supply of goods and services. GST 
is operational in almost 160 countries of Asia, Europe, and Africa in some form. European countries and some other developed 
coutries like Australia and NewZealand have implemented single GST rate structure. But India has chosen Canadian model of dual-
GST due to factors like huge wealth gap.  
 

In India, Goods and Services Tax (GST) was introduced on July 1, 2017, as the most significant indirect tax reform in Indian 
tax structure. The movement of reforming the indirect tax structure of the country started in the year 2000 with the formation of a 
committee to formulate a model of GST. The tax reformation took more than one and a half decade to come into existence (Table 3). 
The main purpose of this reform is to provide ease of doing business in the country by: 

 Formation of a Common National Market 
 Simplification of the Tax Regime 
 Reduction in Multiplicity of Taxes 
 Construction of a Self-Regulating Tax system 
 Creation of a Non-Intrusive Electronic Tax System 

 
Table 1: Background of GST Implementation in India 

Year Description 
2000 A committee was formed to prepare the complete model of GST. 
2006 The Finance Minister of India proposed the implementation of national level GST from 1st April, 

2010 in his budget speech. 
2007 An Empowered Committee of State Finance Ministers was constituted to study the impact of GST 

on revenue. 
2010 The Finance Minister of India announced that GST will be implemented from 1st April, 2011. 
2011 The 115th Constitution Amendment Bill was introduced in the parliament regarding levy of GST 

on all goods and services. 
2014 The Constitution (122nd Amendment) GST bill was introduced in the Lok Sabha regarding GST. 
2016 Rajya Sabha passed the GST on August 3, 2016. Lok sabha passed the bill on September 8, 2016 

President's approved “The Constitution (One Hundred And First Amendment) Act, 2016”.  
2016 The Union Cabinet accorded approval to set up of GST Council as per the Article 279A of the 

amended Constitution on September 12, 2016. 
2017 The Central GST bill, Integrated GST bill, Union Territories (without legislature) GST bill and 

GST (Compensation to States) bill passed by the Lok Sabha on 29.03.2017 and by the Rajya 
Sabha on 06.04.2017. 

2017 GST launched in the country from the midnight of July 1, 2017 and India truly became ‘One 
Nation One Tax’ by joining of GST by the State of Jammu and Kashmir on July 8, 2017. 

Source: Compiled from gstcouncil.gov.in 
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During the pre-GST regime, Indian tourism service providers was working in a complicated indirect tax regime featured with 
taxes like Value Added Tax, service tax, luxury tax, sales tax etc. The state government was charging VAT, entertainment tax, luxury 
tax whereas the central government was levying taxes such as service tax, central sales tax, excise duty and customs duty. The 
centrally administered service tax had been levied at 9 percent in the hotel industry and 6 percent in the food & beverage sector. The 
end consumers were liable to pay tax on taxes. The complex tax structure has the chances of discretionary interpretation like in luxury 
room tax in which taxes are unevenly applied across states (Singh, 2002). During post GST regime, tourism service providers can 
calculate taxes in three categories i.e., Central GST (CGST), State GST (SGST) and Integrated GST (IGST). New ‘Central Goods and 
Services Tax’ law places tourism sector in ‘supply’ category. The law describes in detail regarding location of supplier and recipient 
of services, mixed and composite supply, location of supply, input services as well as input tax credit rules. Tourism services 
providers can avail tax credit on capital goods investments and inputs as per the new provisions.  
 

During pre-GST regime, tax structure of India was plaguing with multiplicity of tax slabs and highest among all Asia Pacific 
countries. The indirect tax levied on the tourism and hospitality sector’s offerings in India was considerably higher at 18-25 per cent 
than that levied by some of the major tourist destinations globally, where it is below 10 per cent (The Economic Times, August 2016). 
High taxes rates lead to high cost of tourism in the country which reduces the competitive strength of tourism industry. The 
expectations of tourism industry from GST were high like a single, uniform and lowest tax slab on tourism industry. Notwithstanding 
this, GST council approved five different slabs i.e., 0%, 5%, 12%, 18% and 28%. Tourism industry players such as hotels and 
restaurants, travel agencies, tour operators, transport operators, tourism attractions creation companies have been kept in more than 
one tax slab. GST council initially approved four different tax slabs for the hotel industry of India but later reduced the tax slabs to 
only three in 2019 (Table 1).  
 
Table 2: GST Rates Applicable on Hotels 

Initial Rates (2017) Revised Rates (2019) 
Tariff Range 
(Per Room Per Day) 

GST Rate Tariff Range  
(Per Room Per Day) 

GST Rate 

Less than Rs. 1000 No Tax Less than Rs. 1000 No Tax 
Rs. 1000-2499 12% Rs. 1000-7499 12% 
Rs. 2500-4999 18% More than Rs. 7500 18% 
More than Rs. 5000 28%   

 
Besides that, GST is applicable on food and beverage industry on the basis of restaurant’s turnover and services rendered by 

them. Transport sector has also got affected by the implementation of GST in India. The tax rate on train fair has increased from 4.5 
percent to 5 percent. Travelling in first-class and Air-conditioned train coaches has made a bit expensive. The tourists travelling by air 
has also got affected by new indirect regime as the applicable tax rate on airplane tickets of economy class has been set at 5 percent 
whereas tax rate for business and first-class tickets has been increased to 12 percent. However, the effective GST rates can be lesser 
due to availability of input tax credit.  
 

The implementation of GST resolves many taxes related policy issues plaguing Indian tourism sector (IBEF report, 2014) 
such as high incidence and multitude of taxes, multiple taxation of service offerings in case of a tour package, differential taxes across 
states which vary frequently, interstate travel issues, service tax on tour packages, entertainment tax on services provided by hotels, 
etc. Notwithstanding this, the tourism entrepreneurs demand a single, uniform and minimum rate of tax on the tourism services as well 
as some other incentives to attain the price competitiveness of the service providers.   
 
5. POSITIVE OUTCOMES OF GST REFORMS  
 Reduction in business transaction costs: GST reforms are directed towards ‘one nation, one tax’ policy. Rules have been 

framed to bring uniformity in tax administration and streamline the taxation process. Removal of various procedural formalities 
and lesser points of corruption due to electronic filing facility have contributed in reduction of business transaction cost.  

 Harmonization of taxes: Tourism industry was working in complicated indirect tax regime featured with multiplicity of taxes 
like Value Added Tax, service tax, luxury tax, sales tax etc. New ‘Central Goods and Services Tax’ law places tourism sector 
in ‘supply’ category. Taxes are being levied in only three categories i.e. Central GST (CGST), State GST (SGST) and 
Integrated GST (IGST). Elimination of various taxes and cesses during post GST reforms regime have brought harmony  

 Transparent and simple tax administration system:  It is necessary for every service provider to get themselves registered 
and maintain a transparent accounting system. E-billing system and maintenance of proper sales records have ensured an 
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efficient system for both the taxpayers and government. Given the simple tax administration system, GST returns filers 
increased from 9.8 million in 2017 to 13 million in 2020. 

 Benefits to Small Scale service providers: Most of the tourism service providers falls in to Medium, Small and Micro 
Enterprises (MSME) categories. A minimum tax range of 5-12% as per annual turnover is beneficial for small scale service 
providers.  

 Benefits of Technology Enabled System: GST reforms regime is technology centric and cost of compliance is minimal. E-
portal for registration, filing of GST returns and tax payment facilitates GST compliance. Construction of a self-regulating tax 
system and creation of a non-intrusive electronic tax system is particularly beneficial for service providers.  

 Availability of input taxes: GST reforms enabled the seamless flow of input tax credit form one state to another to ensure a 
common and seamless Indian market. It allows the supplier of taxable goods and/or services to avail credit. However, the 
restrictions on availing credit on goods, services, and works contract services used in the construction of an immovable 
property, [Section 17(5) of CGST] is a major setback for the hotel and hospitality sector (WTTC, 2020). 

 Improvement in quality of services: Simplification of the tax rates and reduction in multiplicity of taxes ensures faster 
processing of a transaction at a reasonable cost. Consequently, service providers can offer quick, low-priced and better services 
to customers. This helps in attracting new customers and provide value to customers. 

 
6. CHALLENGES FOR TOURISM INDUSTRY IN POST GST REGIME 

GST can reduce the tax burden of tourism service providers substantially. However, there are many challenges to resolve. 
Firstly, compliance with a new tax administration system is quite challenging for the tourism enterprises. Under new GST regime it is 
mandatory to file quarterly as well as annual GST return for each state in which the service firm is registered. Besides, all the 
invoices/receipts pertaining to inward and outward supply need to be uploaded.  Secondly, changes in financial management system 
and adherence to the new rules, provisions, accounting procedures, strong audit mechanism, billing system, etc. is a big challenge for 
tourism service providers. Thirdly, adoption of electronic filing and paperless trading system proposed in the new GST system is a 
challenge. A new ‘Goods and Service Tax Network (GSTN)’ was deployed under the GST system for generating a ‘common invoice’ 
identifiable to both the seller and the recipient of goods and services. Fourthly, there is possibility of increased in cost due to training 
of existing staff and/or new appointments of efficient tech savvy accounting professionals to follow the procedures of E-way bill 
system, to avail input tax credit and to file timely returns. Fifthly, the tax bracket of 0% to 28% is too wide for service providers. GST 
rates are higher in India as compared to its Asian counterparts like Singapore, Malaysia, Thailand, Sri Lanka, etc. that negatively 
affect price based competitive advantage, especially for outbound tour service providers of India.  
 
7. GST REFORMS: THE WAY AHEAD 

The travel and tourism industry are undoubtedly the worst hit in these times of crisis. Tourism services providers are asking 
for incentives and various direct and indirect tax concessions. The Indian Association of Tour Operators (IATO), which represents 
more than 1,600 operators for inbound tourists, demands rationalization of taxes. “Tourism is a heavily taxed sector, which makes 
India an unattractive destination in comparison to our neighboring nations such as Sri Lanka, Singapore, Malaysia, and Thailand-
IATO President”. To increase the price-based competitiveness, IATO proposes the following provisions pertaining to GST on tourism 
industry (Tewari, S. 2021):  

 Exemption from the integrated goods and services tax (IGST) similarly to IT sector 
 Lower the GST rates as tour operators are paying GST between 18% and 23% on various services 
 Provision of ‘Input tax credit’ on total billing on which presently 5% GST is being levied  
 Removal of Integrated Goods and Services Tax (IGST) and 5% Tax Collected at Source (TCS) for composite tours in various 

countries 
 

Federation of Associations in Indian Tourism & Hospitality (FAITH), which represents ten major travel and hospitality 
organization of India, proposed the following changes in current GST regime for tourism, travel, and hospitality industry: 

 Reduction of GST rates on hotel room tariff  
 Setoffs for GST on input indirect costs such as taxes on fuel, Inter-state transportation taxes, property taxes, liquor excise, 

power cess, cess on parking charges, etc.  
 GST rate on service of tour operators should be 1.8% with full setoffs 
 Abolition of Tax Collected at Source (TCS) 
 Provision for hotels to provide GST credits to Indian corporates  
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In general, stakeholders of tourism industry are proposing the following changes: 
 Single, uniform and minimum rate of tax 
 Easy and quick refund of input tax credit 
 Better tax administration system 
 Awareness and incentive programs  
 Skill-based training to employees 
 Tax incentives to boost investment in tourism infrastructure 

 
Travel and Tourism sector is the promising sector for the India economy. Outbound tourism attracts a substantial amount of 

foreign exchange for the country so a 5% or 10% tax slab should be declared for this sector.   Moreover, tax administration system i.e., 
registration under new GST and filing of return should be simplified and user friendly. Many specialized awareness and incentives 
programs should be initiated to assist the ‘Medium, Small and Micro Enterprises (MSME)’ engaged in tourism. Furthermore, as 
recommended by World Travel and Tourism Council (2020), to ensure seamless flow of input tax credit, B2B and B2C transactions 
should be treated separately, and business tax credit should be provided on immovable property and civil properties as well.  
 
8. CONCLUDING REMARKS 

Taxation policy is an economic instrument to increase the growth of tourism sector in India. In the long run, it is expected 
that GST regime will usher in ease in administrative of taxes, clarity for taxpayers as well as consumers and will improve the quality 
of services.  Leveraging the new indirect tax regime can prove to be an effective measure to create transparency and credibility in the 
tourism sector and to achieve cost-based competitiveness, which is 34 as per Travel and Tourism Competitiveness report 2019. To 
achieve the target set for tourism sector to achieve 1 per cent share in World’s International tourist arrivals by 2020 and 2 per cent 
share by 2025, effective implementation of ‘GST’ program is need of the hour. 
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