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F R O M A m c o n s u l , SAO PAULO D A T E : J a n u a r y 2, 1968 
S U B J E C T : Sao P a u l o State G o v e r n m e n t t o R a i s e C i r c u l a t i o n Tax Rate 
R E F C E R P D 
HSao P a u l o State G o v e r n o r R o b e r t o de A b r e u SODRE s igned a d e c r e e ~~' 
law on D e c e m b e r 29, 1967, under which the r a t e of the s t a t e c i r c u l a t i o n 
t a x (ICM) wil l be r a i s e d g r a d u a l l y f r o m the c u r r e n t 15 p e r c e n t a d - v a l o r e m 
to 18 p e r c e n t . The r a t e wi l l be r a i s e d to 16 p e r c e n t s t a r t i n g 
A p r i l 1, 1968, to 17 p e r c e n t effective May 1, 1968, and to a full 18 p e r c e n t 
a s of June 1, 1968. A g r i c u l t u r a l p r o d u c t s wi l l not be sub jec t to any t ax 
i n c r e a s e s . 
A c c o r d i n g to G o v e r n o r Sodr6 , the ICM tax r i s e wi l l t ake p l a c e not 
only in Sao P a u l o , but wi l l be adopted un i fo rmly by a l l the s t a t e s of 
C e n t r a l - S o u t h B r a z i l . T h i s m e a s u r e was a u t h o r i z e d by F e d e r a l M i n i s t e r 
Antonio D E L F I M NETO following the N o v e m b e r 9, 1967 m e e t i n g of the 
S e c r e t a r i e s of F i n a n c e of a l l the s t a t e s of B r a z i l ( see A-148 of 
N o v e m b e r 9, 1967). 
The g r a d u a l i n c r e a s e in the s t a t e ICM r a t e to b e c o m e effect ive in 
A p r i l , 1968, r a t h e r t han in J a n u a r y i s a i m e d at avoid ing an add i t iona l 
i n f l a t iona ry i m p a c t on p r i c e s to c o n s u m e r s at a t i m e when the i n c r e a s e 
a s of J a n u a r y 1, 1968, of the f e d e r a l t ax on I n d u s t r i a l i z e d P r o d u c t s - I P M -
(a f o r m of e x c i s e tax) on s e v e r a l p r o d u c t s i s l i ab l e to inf luence p r i c e s 
upward . 
The i n c r e a s e in the r a t e of the ICM to 18 p e r c e n t wi l l p r o v i d e s igni f icant 
add i t iona l r e v e n u e to the s t a t e g o v e r n m e n t a s s u m i n g no a d v e r s e i m p a c t 
on b u s i n e s s as f o r e c a s t by the Sao P a u l o F e d e r a t i o n of I n d u s t r i e s . The 
s t a t e r e t a i n s 80 p e r c e n t of the t ax and the m u n i c i p a l i t y in which the 
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m e r c h a n d i s e i s so ld keeps the r e m a i n i n g 20 p e r c e n t . While a tax r a t e of 
15 p e r c e n t r e p r e s e n t s r e v e n u e of 12 p e r c e n t a d - v a l o r e m to the s t a t e co f f e r s , 
the 18 p e r c e n t t ax r a t e wi l l p rov ide 14. 4 a d - v a l o r e m o r 2. 4 p e r c e n t m o r e . 
L i k e w i s e , p r e f e c t u r e s wi l l a l s o r e c e i v e add i t iona l i n c o m e f rom the t ax r i s e : 
3. 6 p e r c e n t as c o m p a r e d with the c u r r e n t 3 p e r c e n t a d - v a l o r e m . 
The s t a t e budget for FY1968 f o r e c a s t s a defici t of NCr$286 m i l l i o n (see A-96 
of O c t o b e r 3, 1967). Howeve r , t he po ten t i a l sho r t f a l l would be c o n s i d e r a b l y 
h i g h e r s i n c e the budget b i l l did not m a k e p r o v i s i o n for J a n u a r y 1, 196 8, 
s a l a r y i n c r e a s e s to c iv i l s e r v a n t s to ta l l ing NCr$370 m i l l i o n and the g r a d u a l 
r e d e m p t i o n of s t a t e p r o m i s s o r y no te s fa l l ing due in the c o u r s e of 1968. T h u s , 
the s t a t e a u t h o r i t i e s hope tha t the ICM r a t e i n c r e a s e wil l p r o v i d e suff icient 
r e v e n u e to c o v e r a t l e a s t s a l a r y i n c r e a s e s and he lp to keep the defici t for 
1968 wi th in r e a s o n a b l e l i m i t s . 
The Sao P a u l o b u s i n e s s c o m m u n i t y does not s u p p o r t the t ax r i s e . In fact , 
d u r i n g the p a s t s e v e r a l w e e k s , both the F e d e r a t i o n of I n d u s t r i e s of the Sta te of 
Sao P a u l o (FIESP) and the Sao Pau lo C o m m e r c i a l A s s o c i a t i o n have r e p e a t e d l y 
w a r n e d tha t an i n c r e a s e in the ICM r a t e would fo rce a g e n e r a l p r i c e r i s e and 
r e d u c e c o n s u m e r buying which would u l t i m a t e l y be d e t r i m e n t a l to b u s i n e s s 
in g e n e r a l . 
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