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The design of tax collection is largely considered to be inconsequential in the
academic literature, yet policy makers frequently implement reforms to it. While
reforms to tax collection are aimed at easing the costs of the tax system and curbing
evasion, they also alter cash-flows to each side of a transaction. Therefore, all firms —
not just those evading— might need to adapt their operations in order to comply with
these rules. Combining a new administrative dataset on firm-to-firm links from Italy
and a quasi-experimental research design, I study how firms and markets adapt to
a reform of the collection of Value Added Tax. I present three main findings. First,
links affected by the reform are 2.5pp more likely to become inactive. For those that
remain active after the reform, I can rule out an increase in the value of the link
larger than 0.3%, suggesting a limited enforcement effect of the reform. Second,
firm outcomes worsened for businesses. Third, as the burden of the new rules is
spread unevenly across firms, markets also adjust. I find that markets more exposed

to the reform became more concentrated.

*Department of Economics, Columbia University. Email: l.pessina@columbia.edu. I am grateful
to Wojciech Kopczuk and Michael Best for their continuous guidance and support. I thank Arun Ad-
vani, Paul Bouscasse, Anne Brockmeyer, Rita de la Feria, Franc¢ois Gérard, Gaia Dossi, Cameron LaPoint,
Alessandro Santoro, Maggie Shi, Eric Verhoogen, José Scheinkman and participants to the Applied Mi-
croeconomics colloquium at Columbia University for insightful comments and suggestions. I am thankful
to Alfonso Carfora and Stefano Pisani from Agenzia dell’Entrate for sharing the administrative data and

making this work possible. All errors are mine.



