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A. Some Descriptive Statistics
Table A1: Summary – Changes in Taxation
	
	State
	

	
	BA
	RJ
	MG
	SP
	Total

	Dates of Changes in Taxation
	12/1996
04/1997
07/1997
01/2000
12/2001
09/2003
12/2005
04/2012
12/2014
06/2016
	10/2000
11/2002
12/2002
10/2005
01/2015
01/2019
03/2019

	01/2006
06/2006
08/2008
12/2002
03/2012
12/2013
02/2020

	01/1997
12/1998
12/1999
09/2000
01/2001
09/2003
12/2007
09/2008
04/2011
01/2016
01/2021
04/2021
	

	Increases in Tax rates
	33
	26
	0
	29
	98

	Reductions in Tax rates
	35
	16
	42
	29
	122

	Total
	68
	42
	42
	58
	220

	Notes: Number of changes (increases and reductions in tax rates) calculated for products such as those defined by the IBGE to calculate the IPCA (see section 2.1 for more details).
Source: Authors’ elaboration.



Figure A1: Histogram – Changes in Taxation 
Change in the Tax Rate (p.p.)
Frequency

Source: Authors’ elaboration.


B. Description of Products
[bookmark: _35nkun2]Table B1: Items (Categories) and Subitems (Products) Included in the Sample
	  Items (Categories)
	  Subitems (Products)

	Code
	Description
	Code
	Description

	1101
	Cereals, legumes, and oilseeds
	1101002
	Rice

	
	
	1101052
	Black beans 

	
	
	1101073
	Navy beans (carioca)

	1102
	Flour, starches, and pastas
	1102006
	Spaghetti

	
	
	1102008
	Corn meal

	
	
	1102012
	Wheat flour

	
	
	1102023
	Manioc flour 

	1103
	Tubers, roots, and legumes
	1103002
	Sweet potato

	
	
	1103003
	English potato

	
	
	1103005
	Manioc

	
	
	1103017
	Pumpkin

	
	
	1103021
	Choko

	
	
	1103026
	Pepper

	
	
	1103028
	Tomato

	
	
	1103029
	Green beans

	
	
	1103042
	Beets

	
	
	1103043
	Onion

	
	
	1103044
	Carrot

	1104
	Sugars and derivatives
	1104003
	Refined sugar

	1105
	Greens and vegetables
	1105001
	Lettuce

	
	
	1105005
	Kale

	
	
	1105006
	Cauliflower

	
	
	1105010
	Cabbage

	
	
	1105013
	Watercress

	
	
	1105019
	Broccoli

	1106
	Fruits
	1106003
	Pineapple

	
	
	1106005
	Banana d’água

	
	
	1106008
	Banana 

	
	
	1106012
	Sweet orange

	
	
	1106015
	Lime

	
	
	1106017
	Apple

	
	
	1106018
	Papaya

	
	
	1106020
	Passion fruit

	
	
	1106021
	Watermelon

	
	
	1106022
	Melon

	
	
	1106023
	Pear

	
	
	1106027
	Tangerine

	
	
	1106028
	Grape

	
	
	1106039
	Orange
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Table B1: Items (Categories) and Subitems (Products) Included in the Sample 
	  Items (Categories)
	  Subitems (Products)

	Code
	Description
	Code
	Description

	1107
	Fresh meat and entrails
	1107009
	Liver

	
	
	1107018
	Pork

	
	
	1107084
	Sirloin

	
	
	1107085
	Filé mignon

	
	
	1107087
	Topside beef

	
	
	1107088
	Rump

	
	
	1107089
	Knuckle

	
	
	1107090
	Round roast

	
	
	1107091
	Flat roast

	
	
	1107093
	Muscle

	
	
	1107094
	Shoulder

	
	
	1107095
	Chops

	
	
	1107096
	Breast

	
	
	1107099
	Rib

	1108
	Seafood
	1108001
	Fish filet

	
	
	1108004
	Sea bream

	
	
	1108012
	Sardines

	
	
	1108038
	Fish

	1109
	Meats and industrialized fish
	1109007
	Hot dogs

	
	
	1109008
	Sausage

	
	
	1109010
	Baloney

	
	
	1109023
	Cod fish

	
	
	1109056
	Dried meat

	
	
	1109058
	Dried and smoked pork

	1110
	Fowl and eggs
	1110009
	Chicken

	
	
	1110044
	Chicken eggs

	1111
	Milk and derivatives
	1111004
	Pasteurized milk

	
	
	1111009
	Powdered milk 

	
	
	1111019
	Yogurt

	
	
	1111023
	White cheese

	
	
	1111024
	Yellow cheese

	
	
	1111031
	Butter

	1112
	Bakery goods
	1112015
	French bread

	
	
	1112018
	Sliced bread

	1113
	Oils and fats
	1113013
	Soybean oil

	
	
	1113040
	Vegetable margarine

	1114
	Beverages and infusions
	1114022
	Ground coffee

	1115
	Canned goods and jams
	1115039
	Canned sardines

	1116
	Salt and condiments
	1116010
	Garlic

	
	
	1116041
	Vinegar


Source: Authors’ elaboration.

[bookmark: _1ksv4uv]Table B2: Subitems (Products) Excluded from the Sample – Collected in Only One Metropolitan Region
	  Items (Categories)
	  Subitems (Products)

	Code
	Description
	Code
	Description

	1101
	Cereals, legumes, and oilseeds
	1101051
	Mulatto beans 

	
	
	1101053
	Beans macassar (fradinho)

	1103
	Tubers, roots, and legumes
	1103020
	Pumpkin

	
	
	1103025
	Pepper

	
	
	1103031
	

	1105
	Greens and vegetables
	1105003
	Chicory

	
	
	1105004
	Cilantro

	
	
	1105007
	

	
	
	1105017
	Lemongrass

	1106
	Fruits
	1106001
	Plantains

	
	
	1106011
	Naval oranges 

	
	
	1106013
	Select oranges

	1108
	Seafood
	1108002
	Anchovy fish

	
	
	1108003
	

	
	
	1108005
	Cavalinha fish

	
	
	1108009
	Pescadinha fish

	
	
	1108015
	Redfish

	
	
	1108019
	Cavala fish

	
	
	1108057
	Surubim fish


Source: Authors’ elaboration.
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[bookmark: _44sinio]C. Results of Robustness Tests and Alternative Specifications 
[bookmark: _2jxsxqh]Table C1: Results from Estimates Using Equation (1) – Including Only Measurements of Costs Taken from SINAPI
	
	Categories

	
	All
	1101
	1102
	1103
	1104
	1105
	1106
	1107
	1108
	1109
	1110
	1111
	1112
	1113
	1114
	1115
	1116

	
	-0.002
	-0.107
	-0.095
	
	-0.910
	0.324***
	0.137
	-0.085
	0.041
	0.153
	-0.064
	0.009
	0.190
	-0.044
	0.190
	0.497**
	0.052

	
	(0.053)
	(0.206)
	(0.085)
	
	(0.711)
	(0.040)
	(0.146)
	(0.065)
	(0.144)
	(0.114)
	(0.069)
	(0.028)
	(0.152)
	(0.057)
	(0.154)
	(0.197)
	(0.135)

	
	0.014
	
	
	
	0.668***
	0.399***
	0.101
	0.013
	-0.125
	
	0.042
	0.040
	-0.117*
	
	0.125
	0.105
	-0.003

	
	(0.025)
	
	
	
	(0.170)
	(0.044)
	(0.098)
	(0.013)
	(0.095)
	
	(0.053)
	(0.043)
	(0.071)
	
	(0.211)
	(0.079)
	(0.115)

	
	0.024
	
	
	
	0.133
	0.325***
	0.149**
	-0.005
	0.153
	
	0.055*
	-0.027
	0.103**
	
	0.293
	-0.156***
	-0.084*

	
	(0.020)
	
	
	
	(0.203)
	(0.047)
	(0.066)
	(0.059)
	(0.110)
	
	(0.030)
	(0.042)
	(0.041)
	
	(0.332)
	(0.047)
	(0.049)

	
	0.030
	
	
	
	0.333***
	0.228***
	
	0.028
	0.173***
	
	0.055
	0.027
	
	
	-0.151
	-0.019
	0.167***

	
	(0.018)
	
	
	
	(0.073)
	(0.037)
	
	(0.028)
	(0.066)
	
	(0.072)
	(0.039)
	
	
	(0.104)
	(0.101)
	(0.040)

	
	0.064**
	
	
	
	0.128
	0.320***
	
	0.017
	
	
	0.059
	-0.007
	
	
	-0.071
	0.344**
	0.338*

	
	(0.027)
	
	
	
	(0.150)
	(0.040)
	
	(0.019)
	
	
	(0.069)
	(0.032)
	
	
	(0.096)
	(0.146)
	(0.201)

	
	
	
	
	
	0.261**
	0.247***
	
	0.038*
	
	
	0.042
	0.048**
	
	
	0.086***
	0.023
	

	
	
	
	
	
	(0.127)
	(0.040)
	
	(0.023)
	
	
	(0.042)
	(0.022)
	
	
	(0.022)
	(0.044)
	

	
	
	
	
	
	0.270***
	
	
	
	
	
	0.062**
	
	
	
	0.254**
	0.307***
	

	
	
	
	
	
	(0.056)
	
	
	
	
	
	(0.027)
	
	
	
	(0.111)
	(0.106)
	

	Accumulated Effect 
	0.130*
	-0.107
	-0.095
	
	0.883
	1.842***
	0.387***
	0.006
	0.243
	0.153
	0.251*
	0.089
	0.176
	-0.044
	0.726
	1.101***
	0.470

	
	(0.077)
	(0.206)
	(0.085)
	
	(0.622)
	(0.110)
	(0.110)
	(0.118)
	(0.308)
	(0.114)
	(0.130)
	(0.106)
	(0.142)
	(0.058)
	(0.466)
	(0.292)
	(0,299)

	Number of Observations
	70,909
	2,563
	4,405
	9,303
	949
	4,890
	12,504
	12,429
	2,802
	4,935
	2,457
	5,159
	2,036
	2,471
	1,216
	1,228
	1,879

	Number of Products
	79
	3
	4
	11
	1
	6
	14
	14
	4
	6
	2
	6
	2
	2
	1
	1
	2

	Notes: This table presents the results from the estimation of the model described in equation (1) for products whose prices are collected in at least two metropolitan regions in the period. The values for the constants, the fixed effects (for product-month-year, month, metropolitan region, and month-region), and the parameters associated with the cost variables were omitted for convenience.  refers to the parameters associated with the 𝑘-th lag in the variation of the ICMS nominal tax rate. The accumulated effect is the sum of the parameters related to all of the lags included in the models. Maximum number for lags () chosen for the sequential procedure described in Han et al. (2017), with . No product in category 1103 experienced alterations in tax rate, preventing the estimation of a pass-through rate of ICMS to prices. The standard deviations, robust for heteroscedasticity, serial autocorrelation, and spatial dependence (Driscoll and Kraay, 1997), are in parentheses. The symbols *, **, and *** indicate parameters statistically different than zero to 10%, 5%, and 1% in significance, respectively.
Source: Authors’ elaboration.




[bookmark: _z337ya]Table C2: Results from Estimates Using Equation (1) – Including Only Aggregated Local IPCA as a Measurement of Cost
	
	Categories

	
	All
	1101
	1102
	1103
	1104
	1105
	1106
	1107
	1108
	1109
	1110
	1111
	1112
	1113
	1114
	1115
	1116

	
	0.000
	-0.103
	-0.089
	
	-0.911
	0.312***
	0.133
	-0.085
	0.050
	0.154
	-0.065
	0.011
	0.205
	-0.040
	0.185
	0.494***
	0.048

	
	(0.053)
	(0.211)
	(0.082)
	
	(0.699)
	(0.041)
	(0.143)
	(0.066)
	(0.146)
	(0.114)
	(0.068)
	(0.028)
	(0.156)
	(0.058)
	(0.160)
	(0.188)
	(0.137)

	
	0.013
	
	
	
	0.643***
	0.398***
	0.105
	0.018
	-0.141
	
	0.043
	0.042
	-0.117*
	
	0.099
	0.107
	0.002

	
	(0.025)
	
	
	
	(0.188)
	(0.041)
	(0.109)
	(0.013)
	(0.102)
	
	(0.054)
	(0.043)
	(0.070)
	
	(0.219)
	(0.077)
	(0.115)

	
	0.026
	
	
	
	0.125
	0.310***
	0.138**
	-0.004
	0.169
	
	0.055*
	-0.028
	0.095**
	
	0.282
	-0.160***
	-0.077

	
	(0.019)
	
	
	
	(0.194)
	(0.047)
	(0.063)
	(0.059)
	(0.110)
	
	(0.030)
	(0.042)
	(0.041)
	
	(0.322)
	(0.047)
	(0.050)

	
	0.030*
	
	
	
	0.352***
	0.233***
	
	0.027
	0.168**
	
	0.056
	0.027
	
	
	-0.160*
	-0.009
	0.162***

	
	(0.018)
	
	
	
	(0.073)
	(0.036)
	
	(0.027)
	(0.068)
	
	(0.072)
	(0.040)
	
	
	(0.090)
	(0.091)
	(0.041)

	
	0.062**
	
	
	
	0.115
	0.321***
	
	0.015
	
	
	0.059
	-0.009
	
	
	-0.086
	0.356**
	0.337*

	
	(0.027)
	
	
	
	(0.148)
	(0.039)
	
	(0.019)
	
	
	(0.068)
	(0.031)
	
	
	(0.090)
	(0.145)
	(0.197)

	
	
	
	
	
	0.279**
	0.246***
	
	0.041*
	
	
	0.042
	0.053**
	
	
	0.112***
	0.030
	

	
	
	
	
	
	(0.123)
	(0.040)
	
	(0.023)
	
	
	(0.041)
	(0.022)
	
	
	(0.033)
	(0.051)
	

	
	
	
	
	
	0.275***
	
	
	
	
	
	0.061**
	
	
	
	0.226**
	0.300***
	

	
	
	
	
	
	(0.053)
	
	
	
	
	
	(0.026)
	
	
	
	(0.103)
	(0.110)
	

	Effect Accumulated 
	0.131*
	-0.103
	-0.089
	
	0.879
	1.819***
	0.376***
	0.012
	0.246
	0.154
	0.250*
	0.096
	0.182
	-0.040
	0.658
	1.118***
	0.473

	
	(0.078)
	(0.211)
	(0.082)
	
	(0.613)
	(0.109)
	(0.105)
	(0.123)
	(0.320)
	(0.114)
	(0.129)
	(0.105)
	(0.151)
	(0.058)
	(0.444)
	(0.286)
	(0.299)

	Number de Observations
	70,909
	2,563
	4,405
	9,303
	949
	4,890
	12,504
	12,429
	2,802
	4,935
	2,457
	5,159
	2,036
	2,471
	1,216
	1,228
	1,879

	Number de Products
	79
	3
	4
	11
	1
	6
	14
	14
	4
	6
	2
	6
	2
	2
	1
	1
	2

	Notes: This table presents the results from the estimation of the model described in equation (1) for products whose prices are collected in at least two metropolitan regions in the period. The values for the constants, the fixed effects (for product-month-year, month, metropolitan region, and month-region), and the parameter associated with the cost variable were omitted for convenience.  refers to the parameters associated with the k-th lag in the variation of the nominal ICMS tax rate. The accumulated effect is the sum of the parameters related to all of the lags included in the models. Maximum number for lags () chosen for the sequential procedure described in Han et al. (2017), with . No product in category 1103 experienced alterations in tax rate, preventing the estimation of a pass-through rate of ICMS to prices. The standard deviations, robust for heteroscedasticity, serial autocorrelation, and spatial dependence (Driscoll and Kraay, 1997), are in parentheses. The symbols *, **, and *** indicate parameters statistically different than zero to 10%, 5%, and 1% in significance, respectively.
Source: Authors’ elaboration.
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Table C3: Results from Estimates Using Equation (1) – Excluding All Measurements of Cost
	
	Categories

	
	All
	1101
	1102
	1103
	1104
	1105
	1106
	1107
	1108
	1109
	1110
	1111
	1112
	1113
	1114
	1115
	1116

	
	-0.002
	-0.106
	-0.093
	
	-0.914
	0.321***
	0.142
	-0.087
	0.045
	0.155
	-0.065
	0.008
	0.190
	-0.045
	0.192
	0.495***
	0.052

	
	(0.053)
	(0.211)
	(0.083)
	
	(0.701)
	(0.039)
	(0.146)
	(0.064)
	(0.144)
	(0.115)
	(0.068)
	(0.028)
	(0.153)
	(0.057)
	(0.155)
	(0.189)
	(0.135)

	
	0.016
	
	
	
	0.646***
	0.402***
	0.094
	0.020
	-0.135
	
	0.043
	0.040
	-0.116*
	
	0.109
	0.109
	-0.003

	
	(0.026)
	
	
	
	(0.186)
	(0.042)
	(0.102)
	(0.013)
	(0.101)
	
	(0.054)
	(0.044)
	(0.070)
	
	(0.219)
	(0.077)
	(0.114)

	
	0.024
	
	
	
	0.126
	0.324***
	0.148**
	-0.007
	0.162
	
	0.055*
	-0.027
	0.099**
	
	0.285
	-0.153***
	-0.083*

	
	(0.020)
	
	
	
	(0.196)
	(0.047)
	(0.065)
	(0.059)
	(0.113)
	
	(0.030)
	(0.042)
	(0.042)
	
	(0.324)
	(0.046)
	(0.048)

	
	0.030
	
	
	
	0.344***
	0.231***
	
	0.029
	0.162**
	
	0.055
	0.028
	
	
	-0.157
	-0.016
	0.167***

	
	(0.018)
	
	
	
	(0.069)
	(0.036)
	
	(0.026)
	(0.065)
	
	(0.072)
	(0.039)
	
	
	(0.096)
	(0.092)
	(0.039)

	
	0.064**
	
	
	
	0.118
	0.318***
	
	0.017
	
	
	0.059
	-0.008
	
	
	-0.074
	0.353**
	0.337*

	
	(0.027)
	
	
	
	(0.151)
	(0.039)
	
	(0.019)
	
	
	(0.069)
	(0.031)
	
	
	(0.094)
	(0.147)
	(0.198)

	
	-0.002
	-0.106
	-0.093
	
	0.273**
	0.248***
	
	0.039*
	
	
	0.042
	0.049**
	
	
	0.106***
	0.020
	

	
	(0.053)
	(0.211)
	(0.083)
	
	(0.116)
	(0.040)
	
	(0.022)
	
	
	(0.041)
	(0.022)
	
	
	(0.031)
	(0.042)
	

	
	0.016
	
	
	
	0.280***
	
	
	
	
	
	0.061**
	
	
	
	0.246**
	0.302***
	

	
	(0.026)
	
	
	
	(0.051)
	
	
	
	
	
	(0.026)
	
	
	
	(0.104)
	(0.109)
	

	Accumulated Effect 
	0.132*
	-0.106
	-0.093
	
	0.874
	1.843***
	0.384***
	0.011
	0.234
	0.155
	0.251*
	0.089
	0.172
	-0.045
	0.707
	1.111***
	0.470

	
	(0.077)
	(0.211)
	(0.083)
	
	(0.612)
	(0.109)
	(0.108)
	(0.120)
	(0.318)
	(0.115)
	(0.129)
	(0.106)
	(0.146)
	(0.058)
	(0.459)
	(0.287)
	(0.297)

	Number of Observations
	70,909
	2,563
	4,405
	9,303
	949
	4,890
	12,504
	12,429
	2,802
	4,935
	2,457
	5,159
	2,036
	2,471
	1,216
	1,228
	1,879

	Number of Products
	79
	3
	4
	11
	1
	6
	14
	14
	4
	6
	2
	6
	2
	2
	1
	1
	2

	Notes: This table presents the results from the estimation of the model described in equation (1) for products whose prices are collected in at least two metropolitan regions in the period. The values for the constants, the fixed effects (for product-month-year, month, metropolitan region, and month-region), and the parameters associated with the cost variables were omitted for convenience.  refers to the parameters associated with the 𝑘-th lag in the variation of the ICMS nominal tax rate. The accumulated effect is the sum of the parameters related to all of the lags included in the models. Maximum number for lags () chosen for the sequential procedure described in Han et al. (2017), with . No product in category 1103 experienced alterations in tax rate, preventing the estimation of a pass-through rate of ICMS to prices. The standard deviations, robust for heteroscedasticity, serial autocorrelation, and spatial dependence (Driscoll and Kraay, 1997), are in parentheses. The symbols *, **, and *** indicate parameters statistically different than zero to 10%, 5%, and 1% in significance, respectively.
Source: Authors’ elaboration.
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[bookmark: _4i7ojhp]Table C4: Results from Estimates Using Equation (1) – With Inflation Removed from Prices according to the National IPCA 
	
	Categories

	
	All
	1101
	1102
	1103
	1104
	1105
	1106
	1107
	1108
	1109
	1110
	1111
	1112
	1113
	1114
	1115
	1116

	
	0.001
	-0.104
	-0.088
	
	-0.907
	0.315***
	0.129
	-0.083
	0.046
	0.152
	-0.064
	0.012
	0.200
	-0.039
	0.183
	0.497**
	0.048

	
	(0.053)
	(0.206)
	(0.087)
	
	(0.709)
	(0.042)
	(0.144)
	(0.066)
	(0.146)
	(0.113)
	(0.069)
	(0.028)
	(0.155)
	(0.058)
	(0.158)
	(0.196)
	(0.137)

	
	0.011
	
	-0.079
	
	0.665***
	0.395***
	0.111
	0.011
	-0.131
	
	0.042
	0.043
	-0.112
	
	0.115
	0.103
	0.002

	
	(0.024)
	
	(0.071)
	
	(0.172)
	(0.043)
	(0.106)
	(0.012)
	(0.095)
	
	(0.053)
	(0.042)
	(0.071)
	
	(0.210)
	(0.079)
	(0.116)

	
	0.026
	
	-0.076*
	
	0.131
	0.311***
	0.139**
	-0.002
	0.160
	
	0.055*
	-0.029
	0.101**
	
	0.289
	-0.163***
	-0.078

	
	(0.019)
	
	(0.046)
	
	(0.202)
	(0.047)
	(0.063)
	(0.059)
	(0.107)
	
	(0.030)
	(0.042)
	(0.043)
	
	(0.330)
	(0.048)
	(0.052)

	
	0.030*
	
	
	
	0.341***
	0.230***
	
	0.026
	0.179**
	
	0.056
	0.026
	-0.039
	
	-0.153
	-0.012
	0.163***

	
	(0.018)
	
	
	
	(0.077)
	(0.037)
	
	(0.029)
	(0.069)
	
	(0.072)
	(0.040)
	(0.069)
	
	(0.098)
	(0.099)
	(0.042)

	
	0.062**
	
	
	
	0.125
	0.323***
	
	0.015
	
	
	0.059
	-0.008
	-0.073
	
	-0.083
	0.347**
	0.338*

	
	(0.027)
	
	
	
	(0.148)
	(0.039)
	
	(0.019)
	
	
	(0.069)
	(0.031)
	(0.140)
	
	(0.093)
	(0.145)
	(0.200)

	
	
	
	
	
	0.267**
	0.245***
	
	0.040*
	
	
	0.042
	0.052**
	0.042
	
	0.092***
	0.032
	

	
	
	
	
	
	(0.133)
	(0.040)
	
	(0.023)
	
	
	(0.042)
	(0.022)
	(0.058)
	
	(0.024)
	(0.053)
	

	
	
	
	
	
	0.266***
	
	
	
	
	
	0.062**
	
	-0.047*
	
	0.234**
	0.304***
	

	
	
	
	
	
	(0.058)
	
	
	
	
	
	(0.028)
	
	(0.026)
	
	(0.110)
	(0.107)
	

	Accumulated Effect 
	0.130*
	-0.104
	-0.243**
	
	0.889
	1.819***
	0.379***
	0.007
	0.254
	0.152
	0.251*
	0.096
	0.072
	-0.039
	0.677
	1.109***
	0.473

	
	(0.078)
	(0.206)
	(0.116)
	
	(0.623)
	(0.109)
	(0.106)
	(0.121)
	(0.310)
	(0.113)
	(0.130)
	(0.105)
	(0.176)
	(0.058)
	(0.451)
	(0.292)
	(0.301)

	Number of Observations
	70,909
	2,563
	4,379
	9,303
	949
	4,890
	12,504
	12,429
	2,802
	4,935
	2,457
	5,159
	2,020
	2,471
	1,216
	1,228
	1,879

	Number of Products
	79
	3
	4
	11
	1
	6
	14
	14
	4
	6
	2
	6
	2
	2
	1
	1
	2

	Notes: This table presents the results from the estimation of the model described in equation (1) for products whose prices are collected in at least two metropolitan regions in the period. The values for the constants, the fixed effects (for product-month-year, month, metropolitan region, and month-region), and the parameters associated with the cost variables were omitted for convenience.  refers to the parameters associated with the 𝑘-th lag in the variation of the ICMS nominal tax rate. The accumulated effect is the sum of the parameters related to all of the lags included in the models. Maximum number for lags () chosen for the sequential procedure described in Han et al. (2017), with . No product in category 1103 experienced alterations in tax rate, preventing the estimation of a pass-through rate of ICMS to prices. The standard deviations, robust for heteroscedasticity, serial autocorrelation, and spatial dependence (Driscoll and Kraay, 1997), are in parentheses. The symbols *, **, and *** indicate parameters statistically different than zero to 10%, 5%, and 1% in significance, respectively.
Source: Authors’ elaboration.
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[bookmark: _1ci93xb]Table C5: Results from Estimates Using Equation (1) – Sample Restricted to Products with Prices Collected in All MRs 
	
	Categories

	
	All
	1101
	1102
	1103
	1104
	1105
	1106
	1107
	1108
	1109
	1110
	1111
	1112
	1113
	1114
	1115
	1116

	
	-0.005
	0.011
	-0.088
	
	-0.907
	0.311***
	0.139
	-0.101
	0.348
	0.285***
	-0.064
	0.021
	0.219
	-0.039
	0.183
	0.497**
	0.048

	
	(0.056)
	(0.129)
	(0.087)
	
	(0.709)
	(0.042)
	(0.148)
	(0.070)
	(0.247)
	(0.062)
	(0.069)
	(0.034)
	(0.134)
	(0.058)
	(0.158)
	(0.196)
	(0.137)

	
	0.027
	-0.069
	-0.079
	
	0.665***
	0.386***
	0.124
	
	0.010
	0.002
	0.042
	0.057
	-0.088
	
	0.115
	0.103
	0.002

	
	(0.021)
	(0.098)
	(0.071)
	
	(0.172)
	(0.044)
	(0.089)
	
	(0.260)
	(0.066)
	(0.053)
	(0.036)
	(0.089)
	
	(0.210)
	(0.079)
	(0.116)

	
	0.012
	-0.107
	-0.076*
	
	0.131
	0.314***
	0.158**
	
	0.283**
	-0.208
	0.055*
	-0.031
	0.061
	
	0.289
	-0.163***
	-0.078

	
	(0.023)
	(0.118)
	(0.046)
	
	(0.202)
	(0.047)
	(0.067)
	
	(0.125)
	(0.134)
	(0.030)
	(0.043)
	(0.038)
	
	(0.330)
	(0.048)
	(0.052)

	
	0.020
	0.190***
	
	
	0.341***
	0.224***
	
	
	0.061
	-0.240***
	0.056
	0.035
	-0.053
	
	-0.153
	-0.012
	0.163***

	
	(0.018)
	(0.044)
	
	
	(0.077)
	(0.038)
	
	
	(0.225)
	(0.078)
	(0.072)
	(0.036)
	(0.068)
	
	(0.098)
	(0.099)
	(0.042)

	
	0.064**
	-0.081
	
	
	0.125
	0.321***
	
	
	0.155
	0.241***
	0.059
	-0.007
	-0.063
	
	-0.083
	0.347**
	0.338*

	
	(0.028)
	(0.119)
	
	
	(0.148)
	(0.039)
	
	
	(0.196)
	(0.025)
	(0.069)
	(0.033)
	(0.157)
	
	(0.093)
	(0.145)
	(0.200)

	
	
	0.005
	
	
	0.267**
	0.242***
	
	
	-0.360***
	
	0.042
	0.053**
	0.053
	
	0.092***
	0.032
	

	
	
	(0.153)
	
	
	(0.133)
	(0.040)
	
	
	(0.119)
	
	(0.042)
	(0.023)
	(0.055)
	
	(0.024)
	(0.053)
	

	
	
	0.414**
	
	
	0.266***
	
	
	
	-0.243**
	
	0.062**
	0.072*
	-0.069*
	
	0.234**
	0.304***
	

	
	
	(0.208)
	
	
	(0.058)
	
	
	
	(0.103)
	
	(0.028)
	(0.043)
	(0.036)
	
	(0.110)
	(0.107)
	

	Accumulated Effect 
	0.118
	0.362
	-0.243**
	
	0.889
	1.798***
	0.421***
	-0.101
	0.254
	0.081
	0.251*
	0.201*
	0.059
	-0.039
	0.677
	1.109***
	0.473

	
	(0.076)
	(0.227)
	(0.116)
	
	(0.623)
	(0.111)
	(0.118)
	(0.070)
	(0.483)
	(0.176)
	(0.130)
	(0.107)
	(0.205)
	(0.058)
	(0.451)
	(0.292)
	(0.301)

	Number of Observations
	57.287
	1.200
	4.379
	6.394
	949
	3.940
	10.510
	11.414
	811
	3.511
	2.457
	3.966
	1.228
	2.471
	1.216
	1.228
	1.879

	Number of Products
	54
	1
	4
	6
	1
	4
	10
	10
	1
	4
	2
	4
	1
	2
	1
	1
	2

	Notes: This table presents the results from the estimation of the model described in equation (1) for products whose prices are collected in at least two metropolitan regions in the period. The values for the constants, the fixed effects (for product-month-year, month, metropolitan region, and month-region), and the parameters associated with the cost variables were omitted for convenience.  refers to the parameters associated with the 𝑘-th lag in the variation of the ICMS nominal tax rate. The accumulated effect is the sum of the parameters related to all of the lags included in the models. Maximum number for lags () chosen for the sequential procedure described in Han et al. (2017), with . No product in category 1103 experienced alterations in tax rate, preventing the estimation of a pass-through rate of ICMS to prices. The standard deviations, robust for heteroscedasticity, serial autocorrelation, and spatial dependence (Driscoll and Kraay, 1997), are in parentheses. The symbols *, **, and *** indicate parameters statistically different than zero to 10%, 5%, and 1% in significance, respectively.
Source: Authors’ elaboration.



14

[bookmark: _3whwml4]D. Simplified State Regimes 
Supplementary Law 123 – which created the regime for small business (Simples Nacional) and included the ICMS among the taxes in this regime - was ratified on December 14, 2006, and its article 88 addressed the timeline for its entering into effect. According to the provision: “This Supplementary Law enters into effect on the date of its publication, except for the taxation regime for microbusinesses and small businesses, which enters into effect on July 1st of 2007”. Therefore, the date that the Simples Nacional regime was effective was 07/01/2007. As of this date, in principle, the amount to be paid by businesses paying ICMS would also include a percentage for this tax.
Art. 18 of the Federal Supplementary Law 123 (LC123) of 2006 established the general rule for calculation of the tax due for microbusinesses and small businesses: the effective tax rates would be applied to the base under § 3o of stated article 18, calculated using the nominal tax rates contained in the Appendices to the Law. The aforementioned §3o determines that the rule is that the base should be the turnover.
But in its original draft, SL 123 provided that fiscal incentives – considered here as all reductions in the amounts of taxes to be paid, whether granted based on cuts in tax rates, in the base, or any other factor – may not, in principle, be utilized by businesses opting for the regime of Simples Nacional.
In this sense, art. 24 da SL 123 provides that: “microbusinesses and small businesses that opt for the regime Simples Nacional may not utilize or allocate any amount as a fiscal incentive.” In the original draft, there were no exceptions to this general rule.
Supplementary Law 139, of 2011, reinforced the impediment contained in article 24 through the creation of a sole paragraph for this article, but created an exception to the differential treatment provided in the original Supplementary Law.
This paragraph rules: “No other alterations of bases, tax rates and percentages or other factors that alter the amount of tax or contribution determined under the regime of Simples Nacional established by the Union, State, Federal District or Municipality will be allowed, except as provided or authorized in this Supplementary Law”.
In 2016, LC 155 transformed this paragraph into paragraph 1º and introduced a § 2º subject to a veto. Nevertheless, in practical terms, nothing changed.
The taxpayers petitioned for a consultation on this matter, and the solution to consultation COSIT nº 95 on April 3, 2014, ruled to limit, at the federal level, any benefit that can be obtained by the taxpayer under Simples Nacional, outside of cases of immunity. 
The solution in the consultation referred to disposes: 
“The option for Simples Nacional is incompatible with the utilization of any other benefit or any other differentiated or more favorable fiscal treatment, such as suspension, exemption, or zero tax rate, except for those cases expressly prescribed in the legislation. At the federal level, there is no prevision to disregard the percentages for the taxes subjected to exemptions and reductions, except exclusively in the case of receipts subject to tax immunity.”
In addition, from the original draft, Supplementary Law 123 contained a disposition that specifically addressed exemptions or reductions in ICMS or ISS. The effect of art. 18 §20 of Supplementary Law 123 allows differential treatment for situations where ICMS or ISS is reduced or exempted. In these cases, under the terms of this paragraph, “In the hypothesis that a State, a Municipality, or the Federal District concedes an exemption or reduction of ICMS or ISS due for microbusinesses or small businesses [...] a proportional reduction or adjustment of the amount to be levied will apply, under the form defined in the resolution of the Management Committee.”
For its part, the SL 128/2008 added §20-A to art. 18 of the LC 123 with the following wording: “§ 20-A.  The concession of benefits addressed in § 20 of this article can be made: I - through exclusive and unilateral deliberation by the State, the Federal District, or Municipality granting the benefit; II – in a manner that is differentiated for each field of activity.”
Thus, as of the inclusion of § 20-A into article 18 of LC 123, States and Municipalities were able to decide on rules for the use of exemptions and reductions by businesses utilizing Simples Nacional, unilaterally, including having the power to differentiate by field of activity.
It is worth noting, an exemption or reduction of ICMS is permitted in the calculation of the amount due in the regime of SIMPLES Nacional by a decrease in the effective percentage of ICMS or ISS through the application of the tables contained in Appendices I through IV of Resolution 140/2018 of the Simples Nacional Management Committee (CGSN).
This specific system of exemptions and reductions to be utilized by businesses opting for Simples Nacional was described in more detail in Resolution 140/2018 CGSN. Articles 31 through 37 of this resolution regulate these situations.
Therefore, in summary, under the enforcement of Supplementary Law 123, the rule that prevails for businesses opting for Simples Nacional is that they may not utilize other exemptions and differentiated treatments prescribed in law.
The question is about this possibility before the LC 123 entered into effect.
The situation to be examined, then, is that of the four States that are the object of this study: Minas Gerais, São Paulo, Bahia, and Rio de Janeiro. All of them had already had programs guaranteeing differential treatment for micro and small businesses before 2006. There is, however, a relevant difference between these programs for the purposes of this study: some of them allow for the accumulation of these reductions guaranteed under the program with other exemptions or reductions guaranteed by different laws, while others do not permit it. In this last case, the taxpayer opting for the simplified state program may not benefit from other reductions in addition to the reduction granted under the program itself.
First, we consider the State of Minas Gerais. In this State, State Law 13.437, of December 30, 1999, created the Program for Stimulus of Development of Microbusinesses and Small Businesses of the State of Minas Gerais, known as “Micro Geraes”. This program produced effects beginning on 4/1/2000 and included among the goods that could be excluded from the determination of the base only ‘the entrance of merchandise destined to be permanent assets’ and ‘operations of return of merchandise to its origin and transfers to other establishments of the same business’. This program remained in effect until 7/7/2004, when it was replaced by a program referred to as “Simples Minas”, instituted by State Law 15.219, of 7/7/2004, which entered into effect on the following day, 7/8/2004.
Thus, from 1/4/2000 to 7/7/2004, during the effective period of the program “Micro Geraes”, it was possible, in Minas Gerais, for businesses that opted for this first state program to take advantage of reductions and exemptions in taxes.
The “Simples Minas”, for its part, which entered into effect on 7/8/2004, excluded from the turnover, which is the base on which the tax rate is levied “c) entrances of merchandise whose exits should occur with exemption, non-incidence, immunity, or subject to a substitute taxation system (art. 1º §1º, ‘c’)”. Thus, beginning at that point, the taxpayer had two options: take advantage of the differential treatment allowed by the ‘Simples Minas,’ without taking other exemptions and differentiated treatments, or utilize these exemptions, immunities, and other differentiated treatments and not participate in the program. This system lasted until Simples Nacional replaced it in July of 2007.
Currently in Minas Gerais, RICMS/02 establishes that no ICMS exemptions apply to taxpayers opting for the system of Simples Nacional.
In effect, art. 6º and its § 5º of RICMS states: “Art. 6º Are exempt from tax on operations and services listed in Appendix I. “§ 5º The disposition in this article does not apply to services or operations covered by the Simples Nacional.”
In São Paulo, State Law nº 6.267/1988 establishes a differentiated system for microbusinesses, and this system concedes a total exemption to businesses characterized as microbusinesses. Bearing in mind the concession of the total exemption, the Law does not even mention the possibility of utilizing other benefits. State Law revoked this law nº 10.086/1998, establishing new differential treatment conditions. By this last law, those adhering to the system may not utilize other fiscal benefits guaranteed by other laws as well, having to renounce them. Under the terms of art. 8º of this Law:
“The taxpayer governed by this law applies the special tax calculation system under the form established in article 12, with the appropriation or transfer of any amount as a tax credit being prohibited.” Sole paragraph – “Except where there is a disposition to the contrary, the adoption of the system mentioned in the ‘heading’ may not be accumulated with occasional fiscal benefits.”
This system was only revoked when the entrance into effect of the Simples Nacional in July 2007. 
In the State of Bahia, for its part, the SIMBAHIA - differential treatment dispensed to microbusinesses and small businesses in the State of Bahia -, instituted by Law (BA) nº 7.357 of 11/04/1998, also encompasses all taxpayer’s receipts subject to the ICMS, independently from the existence of a specific benefit for the merchandise. Therefore, under the SIMBAHIA regime, taking other specific benefits prescribed in the general ICMS legislation was also impossible. This system remained in effect until July of 2007, when it was replaced by the SIMPLES Nacional (Decree (BA) nº 10.396/2007), with a prohibition against using any amount as a fiscal incentive.
In the same manner, there was legislation in Rio de Janeiro, Law nº 3.342 of 12/29/1999, that granted simplified differential treatment to MB’s and SB’s, that also encompassed all receipts, except those resulting from operations with merchandise subject to “substituição tributária” regime, thus negating the possibility for accumulation of benefits prescribed in the general legislation for the tax, and was maintained under Law nº 5.147 of 2007 (art. 9°) which introduced the SIMPLES Nacional in the State of Rio de Janeiro. 
As shown, all these state programs produced effects only until 2007. Under the terms of art. 94 of the ADCT, the Federal Constitution of 1988, in the draft used for the Constitutional Amendment nº 42, of 2003, “the special taxation systems for microbusinesses and small businesses in the Union, the States, the Federal District, and Municipalities will no longer be valid after the entrance into effect of the system prescribed in art—146, III, d, of the Constitution”, this being, the Simples Nacional. As of 7/1/2007, the only system applicable was the Simples Nacional, which, as seen in the beginning, prevented businesses that opted for it from utilizing other benefits. And when it became permissible for state legislations to address the subject, no state altered the general rule.
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