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Context and Purpose: According to the VAT law in Iran and the activities of the
tourism industry that are subject to VAT exemptions, this study examines the
sections of "Accommodation, transportation, and travel agencies" separately.
Design/methodology /approach: This study uses an input-output model to
analyze the price effects of VAT in the Iranian tourism industry. Introducing VAT
in the production chain of products is one of the advantages of using this model.
The effects analysis has been done in different scenarios.

Findings: The results showed that (1) in the accommodation sector: VAT
exemption for 4- and 5-star hotels (first scenario) will not have a significant
impact on tourism development. Also, by extending tax coverage to all hotels,
apartment hotels, and guesthouses (second scenario), a relatively more
noticeable effect will occur. (2) In the transport sector: the imposition of taxes on
passenger services (rail and air) will have far-reaching distributional effects on
the tourism industry, although overall it will have little effect on the general
Iranian economy. (3) In travel agency services: the imposition of VAT (9%) on the
services of travel agencies and tour operators and the price effects it has on the
whole economy is 97% direct and only 3% indirect. (4) The backward and forward
linkages related to tourism sub-sectors show the importance of transportation
sub-sectors in the inter-sector relationship with other economic bodies.
Conclusion: In tax policies, travel agency services should be supported because
they are most effective from the price policies of the tourism industry. Also,
transportation services are important due to the extent of inter-sectorial
relations. Any policies that have price effects on the tourism economy should be
done with more consideration. Also, depending on the type of tourist and the
policy maker's purpose of tax, side analyses should be done in this regard.
Originality /value: The Input-Output analysis in tax explanation in Iran's tourism
sector is used for the first time in this study. In addition to innovation in the
methodology, there is also innovation in the field and subject of research.
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1. Introduction

Tax policies and reform of tax rates in the
tourism sector are among the measures
that tourist countries have paid special
attention to in the last two decades. In the
last two decades, countries have generally
implemented tax exemption policies with
the aim of developing tourism. One of the
factors that cause price changes and
changes in the cost of providing services
to tourists is the duties and taxes paid by
economic actors in the tourism sector.
Since 1400, wider tax exemptions have
been imposed on the tourism industry to
boost the sector. But the question is, what
effect will the creation or elimination of
tax exemptions on tourism facilities and
changes in VAT have on the tourism
sector?

The answers to these questions can
only be examined with a macroeconomic
planning methodology that considers
tourism operators in a separate package.
This approach allows for a separate
analysis of each of the activities in the
tourism service chain. The present study
uses the input-output model to examine
the effects of the tax change in different
sectors of the country's tourism industry.

2. Research Methodology

This study uses an input-output model to
analyze the price effects of VAT in the
Iranian tourism industry. Introducing VAT
in the production chain of products is one
of the advantages of using this template.
According to the VAT law and activities of
the tourism industry that are subject to
VAT exemptions, this study examines the
accommodation, transportation, and
travel agencies separately. Using an input-
output table in terms of base prices is one
of the requirements of the table that is

considered the basis of calculations. On
the other hand, due to the existence of
product technology in the preparation of
the national table in 1390, the results of the
table of activities will be valuable in the
analysis of tax effects. The statistical basis
of this research is the updated national
input-output table of 1397, which is based
on the national statistical table of 1390
prepared by the Statistics Center of Iran.
Also, the VAT law and the exemptions
regulated in this law are another statistical
basis of the research.

Typically, there are two general
methods for calculating and applying VAT:
the credit method and the subtraction
method. These two methods generally
have the same effects on prices as well as
the activity of enterprises. The present
study uses a differential method to
measure the effects of changes in VAT. The
principle of origin and the principle of
destination are considered two important
principles in this method. Since VAT in
Iran is very similar to consumption tax and
is practically a tax base of the consumption
type, in this study, the principle of
destination has been utilized to use the
subtraction method. In this methodology,
it is necessary to deduct the investment
and compensation of public sector
services from GDP and to consider the rest
as a tax base.

3. Research Findings

Due to the need to reduce dependence on
oil revenues, taxation is considered one of
the most important tools of government
financing. This study uses an input-output
model to analyze the price effects of VAT
in the Iranian tourism industry.
Introducing VAT in the product chain is
one of the advantages of using this
template. According to the VAT law and
the activities of the tourism industry that
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are subject to VAT exemptions, this study
has separately examined the
accommodation, transportation, and
travel agencies. The results showed that (1)
in the accommodation sector: in the first
scenario (applying VAT exemption for 4-
and 5-star hotels), eliminating VAT for 4-
and 5-star hotels will not have a significant
impact on tourism development. In the
second scenario (extending the tax
coverage from 4- and 5-star hotels to all
hotels, apartment hotels, and
guesthouses), a relatively more noticeable
effect will occur. The collection of VAT
from accommodation units that provide
hotel and accommodation services to
tourists has a 4-fold effect compared to
the first scenario (tax exemption for 4- and
5-star hotels). (2) In the transport sector:
the imposition of taxes on passenger
services (rail and air), which are currently
tax-exempt, will have far-reaching
distributional effects on the tourism
industry, although overall it will have little
effect on the general Iranian economy. (3)
In travel agency services and tour guides:
the imposition of VAT (9%) on the services
of travel agencies and tour operators and
the price effects it has on the whole
economy is 97% direct and only 3%
indirect. In travel agency services, due to
the purity of their performance in the
tourism industry, virtually any policy in
this sector will have very significant direct
and indirect effects and consequences on
the economy. For example, the indirect
effects of shocks to this sector, which
affect other sectors such as transport, are

only in the field of tourism (in fact, these
effects are only on passenger transport).

4. Conclusion

It is suggested that the level of VAT
coverage covers a wider range of hotel
services and would have direct benefits for
the government and indirect benefits for
tourists without having a significant
impact on demand change and the
resulting impact on the accommodation
sector. Taxation on agency and tourism
services has high direct effects and any
taxation on this group of tourism industry
activists (due to the very low level of
domestic /national tourist demand for this
type of service and also the low share of
foreign tourists in the total tourism
industry), will actually affect the
development of travel agency services.
Therefore, VAT coverage is not
recommended for this group of tourism
industry activists.
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