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Executive Summary 
 

Illinois is experiencing a budget crisis. The State of Illinois now faces a $9 billion annual deficit, according to the Institute 
of Government & Public Affairs at the University of Illinois. The Governor and the General Assembly are at an impasse, 
leaving the state government without an operating budget since the close of the legislative session in May 2015. 
 
Contrary to rhetoric from some commentators and politicians, tax collections as a share of household income are often 
relatively lower in Illinois than in neighboring states. In Illinois, educational achievement is high, household incomes are 
high, and home values are high. State taxes, when put into context, are actually not “too high” in Illinois compared to 
neighboring states. In 2013, total state taxes were lower as a share of household income in Illinois than in both Wisconsin 
and Indiana. Due to the phase-out of the temporary individual and corporate income tax hikes, revenues as a share of 
household income are now also below those of Iowa and Kansas. A single, childless worker earning a $50,000 annual 
income, for example, would presently pay $505 more in state income taxes in Iowa than in Illinois. 
 
Illinois can adopt tax rates and schedules equivalent to those in neighboring states to close the budget deficit. The key 
components of Wisconsin’s tax code, if applied to Illinois, would raise $8.3 billion in additional state 
revenues. The comparable revenue increases are $4.6 billion with Indiana’s rates and $7.3 billion with taxes similar to 
Iowa. Although only some of these changes may be enacted in Illinois, they should all be considered as options. 
 
Illinois politicians need to weed through ideological rhetoric, the unreasonable claims of exorbitant cost savings from 
certain policy changes on one side of the aisle, and the overly-rosy revenue projections on the other side of the aisle to 
arrive at a sensible solution to the state’s budget crisis. While this Policy Brief only focuses on possibilities from the 
revenue side of the equation, achieving a budget surplus will likely require decreases in expenditures as well. The 
nonpartisan Civic Federation recommends specific proposals that may be useful to state legislators and the state’s top 
economists and policy academics support a mix of tax increases and spending cuts. 
 
The financial condition of Illinois can be improved– in whole or in part– by looking toward neighboring states. 

  

https://igpa.uillinois.edu/content/illinois-faces-9-billion-annual-deficit-and-159-billion-ious
http://illinoisepi.org/countrysidenonprofit/wp-content/uploads/2013/10/Employment-Supports-Paper_FINAL1.pdf
http://illinoisepi.org/countrysidenonprofit/wp-content/uploads/2013/10/ILEPI-Economic-Commentary-Views-of-Economics-and-Policy-Academics-in-Illinois-2015.pdf
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Introduction 
 
Illinois is experiencing a budget crisis. The Governor and the General Assembly are at an impasse, leaving the state 
government without a Fiscal Year 2016 operating budget since the close of the legislative session in May 2015. The 
State of Illinois now faces a $9 billion annual deficit and $159 billion in unpaid obligations, according to the Institute of 
Government & Public Affairs at the University of Illinois (Dye et al., 2015). Meanwhile, individual income tax rates 
have fallen from 5 percent to 3.75 percent while corporate income tax rates have declined from 7 percent to 5.25 
percent. As a consequence, General Fund revenues from income taxes are expected to total just $15.5 billion in 2016, 
down from a peak of $20 billion in 2013 (OMB, 2015). 
 
Despite facing considerable budgetary challenges, Illinois remains a “donor state” (Manzo, 2015a). Illinois is a high-
wage state where household incomes exceed the national average. Since many residents earn a middle class or an 
upper-middle class living, residents in the state contribute more in federal tax revenues than their counterparts, 
particularly in neighboring states. However, Illinois residents get back less money from the federal government because 
earnings are high. This system harms low-income Illinois residents and shifts the burden from federal payments (which 
other states receive) onto the state– resulting in state and local tax increases to make up the difference. 
 
However, contrary to rhetoric from some commentators and politicians, total tax collections as a share of household 
income are often relatively lower in Illinois than in neighboring states. For example, whereas Illinois’ individual income 
tax is currently a flat rate of 3.75 percent regardless of income, Wisconsin has a progressive income tax that increases 
to a top marginal rate of 6.00 percent for most individuals. Corporations with over $250,000 in taxable income face a 
12.0 percent marginal tax in Iowa compared to a 5.25 percent flat rate in Illinois, plus a 2.5 percent Personal Property 
Replacement Tax that goes to local governments. Similarly, Indiana’s 7.0 percent sales tax both exceeds and covers 
more services than Illinois’ 5.00 percent rate to the state. Minor changes to Illinois’ tax code based on rates from 
neighboring states could have significant (positive or negative) effects on state government revenues. 
 
This Illinois Economic Policy Institute (ILEPI) Policy Brief provides an objective investigation into how Illinois’ state 
income tax revenues would be affected if the state adopted rates in five neighboring states– Indiana, Iowa, Kansas, 
Missouri, and Wisconsin. The Policy Brief contains six sections. First is a brief discussion of data sources used in this 
analysis. Second, state-level economic data are presented to provide context of how Illinois compares economically to 
neighboring states. A third section discusses facts about state government tax collections for Illinois and comparison 
states. The subsequent fourth section investigates actual local government tax collections across the analyzed states. 
Fifth, a comparative evaluation of projected Illinois tax revenues if the state adopted characteristics of neighboring tax 
codes ensues. A sixth section explores the policy implications of the paper’s findings before a conclusion recaps key 
findings. 

  

https://igpa.uillinois.edu/content/illinois-faces-9-billion-annual-deficit-and-159-billion-ious
http://www.illinois.gov/gov/budget/Pages/default.aspx
http://illinoisepi.org/countrysidenonprofit/wp-content/uploads/2013/10/ILEPI-Policy-Brief-Donor-State_FINAL.pdf
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Data Sources and Limitations 
 
This ILEPI Policy Brief investigates economic data, tax collection data, and the complicated tax codes of Illinois and five 
neighboring states primarily using five sources: 
 

1. The 2013 Annual Survey of State Government Finances provided by the U.S. Census Bureau (Census, 2015); 
 

2. The 2013 Annual Surveys of State and Local Government Finances provided by the U.S. Census Bureau (Census, 
2015); 

 
3. The 2013 American Community Survey 1-Year Estimates provided by the U.S. Census Bureau with raw data made 

accessible in the Integrated Public Use Microdata Series (IPUMS-USA) dataset by the Minnesota Population 
Center at the University of Minnesota (Ruggles et al., 2015); 

 
4. 2015 data from the Tax Foundation, a conservative-leaning nonprofit research institute (Tax Foundation, 

2015); and 
 
5. 2014 Individual Income Tax Return forms– including the federal Form 1040A, Illinois’ Form IL-1040, 

Indiana’s Form IT-40, Iowa’s IA 1040 form, Kansas’ K-40 form, Missouri’s Form MO-1040, and Wisconsin’s 
1A form.  

 
In addition, this report occasionally utilizes financial documents from Illinois’ Office of Management and Budget 
(OMB, 2015), the State of Illinois FY2016 Budget Roadmap recommendations provided by the nonpartisan Institute for 
Illinois’ Fiscal Sustainability at the Civic Federation (Civic Federation, 2015), and a comparative study by the 
progressive-leaning Institute on Taxation and Economic Policy called Who Pays? A Distributional Analysis of the Tax Systems 
in All Fifty States (Fifth Edition) (ITEP, 2015). 
 
There are limitations to this analysis. First, the analysis only compares Illinois’ tax revenues to five neighboring states. 
Four of the states are selected because they border Illinois. Kansas, on the other hand, is included as a relatively close 
state in proximity that faced steep budgetary problems due to a massive tax cut in 2012 which eliminated the top tax 
bracket and slashed income tax rates. In 2015, the state legislature was forced to increase other taxes in order to make 
up for the loss of over $1 billion in income taxes (The Kansas City Star, 2015). Second, the analysis is not 
comprehensive. State taxes are often complicated, and assumptions have to be made to complete a comparative 
evaluation. While this Policy Brief will inevitably leave out some differences in state-level tax codes, the purpose is to 
investigate the biggest differences between Illinois and the neighboring states. Finally, most of the data is from 2013. 
However, efforts have been made to update assumptions based on recent economic data and tax rate changes. 

  

http://factfinder.census.gov/faces/nav/jsf/pages/index.xhtml
http://factfinder.census.gov/faces/nav/jsf/pages/index.xhtml
http://factfinder.census.gov/faces/nav/jsf/pages/index.xhtml
https://usa.ipums.org/usa/cite.shtml
https://usa.ipums.org/usa/cite.shtml
http://taxfoundation.org/tax-topics/state-taxes
http://taxfoundation.org/tax-topics/state-taxes
http://www.illinois.gov/gov/budget/Pages/default.aspx
https://www.civicfed.org/sites/default/files/REPORT--FY2016IllinoisRoadmap.pdf
http://www.itep.org/whopays/full_report.php
http://www.kansascity.com/news/government-politics/article23831500.html
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State-Level Economic Facts 
 
Figure 1 presents economic data used from the 2013 American Community Survey (1-Year Estimates) (IPUMS, 2015). 
Every year, the U.S. Census Bureau aims to survey approximately 1 percent of the total population in each state. Using 
statistical weighting techniques, the U.S. Census Bureau adjusts individual-level responses to provide estimates for the 
entire state population. For example, the Census Bureau surveyed 128,070 Illinois residents in 2013. This was 0.99 
percent of the actual Illinois population of 12.88 million residents. In total, Illinois had a weighted estimate of 4.78 
million households in 2013. The number of households in Illinois exceeds the analogous estimates for every comparison 
state by over 2 million (Figure 1). 

 
Figure 1: Basic Economic Data 

 

Source(s): Author’s analysis of the 2013 American Community Survey (1 Year Estimates), weighted using the household weight. 

 
Illinois is a high-wage state (Figure 2). The typical Illinois household earns more money than neighboring states in part 
because workers in the state are more productive. A 2012 study noted that Illinois is the 13th-most productive state in 
America. None of the comparison states were ranked in the top half (Credit Suisse, 2012). At $88,564 in annual 
income, the average Illinois household earns at least $10,560 more per year than the mean household in comparison 
states. The gap in average total income between Illinois households and their counterparts in Indiana, the lowest-
earning comparison state, is nearly $17,000 per year (Figure 2).1 Due to higher incomes, Illinois workers may have to 
pay more in personal income taxes to the state government than their equivalents in other states even if tax rates are 
lower. 

 
Figure 2: Average Household Income by State 

 
Source(s): Author’s analysis of the 2013 American Community Survey (1 Year Estimates), weighted using the household weight. 

                                                           
1 One concern may be the relatively higher cost-of-living in Illinois. Even after adjusting for 2013 “Regional Price Parities” by the Bureau 
of Economic Analysis at the U.S. Department of Commerce, Illinois has the highest household income among the analyzed states. For 
example, average household incomes, adjusted for the cost-of-living, were $87,948 in Illinois and $78,398 in Indiana. 
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http://static.pulso.cl/20121018/1637131.pdf
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Average household incomes can conceal wide income disparities in some states (Figure 3). When incomes are broken 
down into the household earnings distribution in each state, Illinois appears as a high-wage state specifically for middle 
class and upper-middle class families. Due to relatively higher poverty rates, the Bottom 10 Percent of Illinois 
households earned less ($16,300) than their counterparts in Iowa, Kansas, and Wisconsin in 2013. However, the 
median household income was $65,900 in Illinois, at least $4,300 more than every neighboring state. Similarly, the 
Top 25 Percent of Illinois households took home at least $111,000 annually, while the comparable figures are only 
between $90,900 (in Indiana) and $99,000 (in Kansas) in neighboring states. The Top 1 Percent of households also did 
better in Illinois– where they earned $503,000 or more– than in the comparison states where the baseline income to 
enter the Top 1 Percent was “only” between $365,890 (in Missouri) and $389,590 (in Kansas) (Figure 3). 

 
Figure 3: Total Household Income by State, Distributional Analysis 

Total Household Income, 2013 

Percentile: Bottom 10% Bottom 25% Median Top 25% Top 10% Top 1% 

Illinois $16,300 $34,950 $65,900 $111,000 $172,000 $503,000 

Indiana $15,000 $30,400 $56,000 $90,900 $132,400 $384,200 

Iowa $17,800 $35,000 $61,600 $95,100 $140,000 $384,000 

Kansas $17,400 $33,500 $60,020 $99,000 $148,300 $389,590 

Missouri $14,400 $30,000 $55,050 $91,200 $140,700 $365,890 

Wisconsin $17,000 $33,100 $61,100 $98,500 $143,000 $388,500 

Source(s): Author’s analysis of the 2013 American Community Survey (1 Year Estimates), weighted using the household weight. 

 
Average household incomes are higher in Illinois because workers in the state are more productive, and workers in the 
state are more productive because they are highly-educated (Figure 4). Fully 23.2 percent of Illinois’ population has 
earned at least a bachelor’s degree. Note that this estimate takes all residents into account, including those under 24 
years old. By contrast, bachelor’s degree holders only comprise 16.6 percent of the Indiana’s population, 18.4 percent 
of Iowa’s population, 21.1 percent of Kansas’ population, 19.4 percent of Missouri’s population, and 19.9 percent of 
Wisconsin’s population (Figure 4). This higher level of educational attainment is a reflection of the prevalence of top-
tier universities in Illinois. Illinois is home to eight of the Top 150 universities in America, including three in the Top 
50: the University of Chicago, Northwestern University, and the University of Illinois at Urbana-Champaign (Manzo, 
2014). 

 
Figure 4: Educational Attainment of the Overall Population by State 

 
Source(s): Author’s analysis of the 2013 American Community Survey (1 Year Estimates), weighted using the household weight. 
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http://illinoisepi.org/countrysidenonprofit/wp-content/uploads/2013/10/ILEPI-Policy-Brief-The-Benefits-of-Doing-Business-in-Illinois2.pdf
http://illinoisepi.org/countrysidenonprofit/wp-content/uploads/2013/10/ILEPI-Policy-Brief-The-Benefits-of-Doing-Business-in-Illinois2.pdf
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Greater household incomes and relatively better universities both tend to translate into higher home values (Figure 5). 
In fact, average home values in 2013 were significantly higher in Illinois than in the comparison states. At $234,326, the 
average home value in Illinois was over $30,000 higher than the average in Wisconsin, the second-highest state among 
the comparison group. Assessed against the $160,596 average in Iowa– the lowest figure of the neighboring states– 
home values were, on average, $73,730 higher in Illinois (Figure 5).2 Due to higher home values, Illinois families may 
have to pay more in property taxes than their equivalents in other states even if rates are lower. 

 
Figure 5: Average Home Value by State 

 
Source(s): Author’s analysis of the 2013 American Community Survey (1 Year Estimates), weighted using the household weight. 

 

  

                                                           
2 Even after adjusting for 2013 “Regional Price Parities” by the Bureau of Economic Analysis at the U.S. Department of Commerce, 
Illinois has the highest average home value of all analyzed states. For example, average home values, adjusted for the cost-of-living, were 
$232,697 in Illinois and $176,322 in Indiana. 
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State Government Taxes 
 
This section utilizes data from the 2013 Annual Survey of State Government Finances provided by the U.S. Census Bureau, 
the latest year for which state-level revenue information was available. It must be noted that the individual income tax 
in Illinois was 5 percent and the state corporate income tax was 7 percent at the time. As data becomes available for 
2015 and 2016, the revenue figures for Illinois will be substantially lower due to the new 3.75 individual income tax 
and 5.25 corporate tax rates. Consequently, average state taxes paid as a share of household income is now lower than 
almost all neighboring states. 
 
Illinois’ state government collected $38.7 billion in total taxes and fees from all sources in 2013 (Figure 6). These 
cumulative tax collections include $8.2 billion in sales and gross receipts taxes, $16.5 billion in individual income 
taxes, $4.5 billion in corporate net income taxes, and $9.6 billion from other fees and sources. For the average Illinois 
household, the total tax burden amounted to $8,097 paid to the state over the year. Total taxes per household were 
consequently higher in Illinois than in all comparison states – ranging from $884 more than the average household pays 
in Wisconsin to $3,383 more than the average household pays in Missouri. This fact might make some think tanks stop 
short and claim that Illinois is a high-tax state compared to its neighbors (Berg, 2015). However, a complete analysis 
which puts tax contributions in context yields interesting results. 

 
In 2013, total state taxes were relatively lower in Illinois than in both Indiana and Wisconsin (Figure 6). This is because 
Illinois households earn more in annual income (see Figure 2). When household tax burdens are divided by incomes, it 
revealed that the average Illinois household paid 9.1 percent of its income in total state taxes. The comparable total 
state tax share was 9.5 percent of household income in lower-wage Indiana and was 9.4 percent in Wisconsin. In 
addition, average taxes as a share of average incomes were 8.9 percent in Iowa and 8.8 percent in Kansas, respectively. 
With the significant drop in individual and corporate income tax rates in Illinois, total state taxes paid by the average 
household are now lower in Illinois than in Indiana, Iowa, Kansas, and Wisconsin. 
 

Figure 6: Total State Government Taxes By State, Put in Context  

Total State Taxes, 2013 

State 
Government 

Finances 

A. Total State 
Taxes (2013) 

from All Sources 

B. Total 
Households 

(2013) 

C. Average 
Household 

Income (2013) 

D. Total Taxes 
Per Household 

[A ÷ B] 

E. Average Tax as Share 
of Average Income 

[D ÷ C] 

Illinois $38,729,322,000 4,783,421 $88,564 $8,097 9.14% 

Indiana $16,930,731,000 2,498,395 $71,578 $6,777 9.47% 

Iowa $8,374,376,000 1,236,209 $76,364 $6,774 8.87% 

Kansas $7,620,282,000 1,113,729 $78,004 $6,842 8.77% 

Missouri $11,139,394,000 2,362,853 $72,167 $4,714 6.53% 

Wisconsin $16,513,692,000 2,289,424 $76,819 $7,213 9.39% 

Source(s): Author’s analysis of the 2013 Annual Survey of State Government Finances, the 2013 Annual Survey of State and Local 
Government Finances, and the 2013 American Community Survey (1 Year Estimates), weighted using the household weight. 

 
In 2013, the largest single contributing tax to total state revenues in Illinois was the individual income tax (Figure 7). 
The average household paid $3,458 in individual income taxes, or 3.90 percent of total income. Note that this 
percentage of average household income is lower than the 5.0 percent flat income tax rate imposed in 2013 due to 
exemptions, deductions, the state Earned Income Credit (EIC), and other factors. Illinois households paid a smaller 
amount, $1,706, in sales taxes and other gross receipts taxes (including licenses), amounting to less than 2 percent of 
total household income. 
 
In other neighboring states, sales and gross receipts taxes accounted for a larger share of total payments by households. 
In Indiana, for example, the average household contributed 3.8 percent of its total income ($2,719) to sales and gross 
receipts taxes but only 2.8 percent of its total income ($1,992) to individual income taxes. Sales tax revenues were 

https://www.illinoispolicy.org/illinois-state-government-takes-in-more-tax-dollars-per-person-than-every-neighboring-state/
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higher in Indiana than Illinois because the levied rate was higher and because fewer services were exempt from the tax. 
Similarly, sales and gross receipts taxes accounted for a larger share of the average household income in Iowa, Kansas, 
and Wisconsin as compared to Illinois (Figure 7). 
 
Although corporate net income taxes are imposed on businesses, the corporate tax is also divided across Illinois 
households for comparability (Figure 7). The corporate income tax share (per household) was higher in Illinois than any 
comparison neighboring state. However, Illinois has disproportionately more Fortune 1000 companies than any of the 
comparison states, ranking 6th in the nation in the number of Fortune 1000 companies per million workers (Manzo & 
Bruno, 2015a). A relatively high collection of corporate income taxes is partially a reflection of this fact. Moreover, the 
2016 figure will be considerably lower due to the drop in the corporate tax rate in Illinois. 
 

Figure 7: Average Household Tax Contributions By State, By Major Type of Tax 

Average Household Tax Contributions by Type of Tax, 2013 

Type of Tax: Sales and Gross Receipts Taxes Individual Income Taxes Corporate Income Taxes 

Illinois $1,706 $3,458* $933* 

Indiana $2,719 $1,992† $313 

Iowa $2,039 $2,780 $347 

Kansas $2,601 $2,655 $345 

Missouri $1,335 $2,277 $160 

Wisconsin $1,926 $3,157 $417 

As a Percentage of Average Household Income (2013): 

Illinois 1.93% 3.90%* 1.05%* 

Indiana 3.80% 2.78%† 0.44% 

Iowa 2.67% 3.64% 0.45% 

Kansas 3.33% 3.40% 0.44% 

Missouri 1.85% 3.16% 0.22% 

Wisconsin 2.51% 4.11% 0.54% 

Source(s): Author’s analysis of the 2013 Annual Survey of State Government Finances and the 
2013 American Community Survey (1 Year Estimates), weighted using the household weight.  

*In 2013, Illinois’ flat individual income tax rate was 5.0 percent and flat corporate tax 
Rate was 7.50 percent.  The rates are now 3.75 percent and 5.25 percent, respectively. 

†In 2013, Indiana’s individual income tax rate was 3.4 percent. The rate is now 3.3 percent. 

 
State taxes in Illinois would also be lower if the state did not have a federal-government revenue problem (Figure 8). A 
mid-2015 report by the Illinois Economic Policy Institute found that, while Illinois ranks 10th in per capita 
contributions into the federal income tax system due to higher wages, the state ranks 46th in federal funding (Manzo, 
2015a). Figure 8 shows that the federal government supported Illinois’ state government with an estimated $3,548 per 
household. Except for Kansas, every other comparison state experienced more financial support per household from 
the federal government. The whole picture, however, includes federal payments relative to average household 
incomes. By this metric, the federal government clearly provided more funding to every comparison state. In 2013, 
federal payments to the state government amounted to just 4.0 percent of overall household income in Illinois, 
compared to between 4.4 percent in Kansas and 6.3 percent in both Indiana and Iowa. 
 
Illinois has been a “donor state” for decades, with Illinois households subsidizing the state budgets of poorer, 
neighboring states. While Americans should indeed support investments in education, infrastructure, poverty 
alleviation, and economic development so that no state falls behind, this redistribution inefficiently rewards states that 
enact bad public policies which encourage low wages. The absence of proportional support from the federal 
government has also forced Illinois to increase state taxes and fees higher than they otherwise would be. 
 

http://illinoisepi.org/countrysidenonprofit/wp-content/uploads/2013/10/ILEPI-LEP-Economic-Commentary-Fortune-1000-Companies-and-CB-States.pdf
http://illinoisepi.org/countrysidenonprofit/wp-content/uploads/2013/10/ILEPI-LEP-Economic-Commentary-Fortune-1000-Companies-and-CB-States.pdf
http://illinoisepi.org/countrysidenonprofit/wp-content/uploads/2013/10/ILEPI-Policy-Brief-Donor-State_FINAL.pdf
http://illinoisepi.org/countrysidenonprofit/wp-content/uploads/2013/10/ILEPI-Policy-Brief-Donor-State_FINAL.pdf
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Figure 8: State Revenues from Federal Payments By State, Put in Context 

State Revenues from Federal Payments, 2013 

State Government  
Finances 

Federal Revenue  
Per Household 

As Share of Total  
Household Income 

Illinois $3,548 4.01% 

Indiana $4,480 6.26% 

Iowa $4,785 6.27% 

Kansas $3,402 4.36% 

Missouri $4,312 5.97% 

Wisconsin $3,910 5.09% 

Source(s): Author’s analysis of the 2013 Annual Survey of State Government Finances and the 
2013 American Community Survey (1 Year Estimates), weighted using the household weight. 

 
Figures 9 and 10 provide an apples-to-apples case study of what two hypothetical households would have to pay in 
individual income taxes to the selected state governments. To this point, the facts about state taxes have focused on 
actual data (which is good), but the information has all been from 2013 and may be outdated (which is bad). The 
purpose of Figures 9 and 10– and their accompanying exhibits in the Appendix– is to understand how the same 
individual would be taxed differently in each state. 
  
Figure 9 presents 2015 state-level individual income tax rates, as reported by the Tax Foundation (2015). Illinois has a 
flat personal income tax rate of 3.75 percent. This means than all taxpayers pay the same rate, regardless of how much 
money they make. However, the personal exemption, deductions for dependents, the Earned Income Credit for low-
wage workers, and other adjustments all mean that some workers pay a lower effective rate than others. Note that 
wealthier families can face lower effective income tax rates than poorer households in Illinois. Indiana is the only other 
comparison state with a flat income tax, at 3.3 percent. 
 
The four other comparison states all have a progressive (or graduated) income tax which taxes richer households at 
higher rates than poorer households (Figure 9). Iowa has nine income tax brackets– six of which are higher marginal 
rates than Illinois’ flat rate. On income greater than $69,255, an Iowa household pays 8.98 percent in state income 
taxes. All of Wisconsin’s income tax rates are now higher than Illinois’ flat tax, with the top marginal rate set at 7.65 
percent. Rates in Kansas and in Missouri are both higher for the typical household than in Illinois, although certain 
adjustments in the tax code may allow a household to face a slightly lower rate than they would in Illinois. 

 
Figure 9: Current Individual Income Tax Rates By State 

Individual Income Tax Rates, 2015 

Illinois Indiana Iowa Kansas Missouri Wisconsin 

Bracket Rate Bracket Rate Bracket Rate Bracket Rate Bracket Rate Bracket Rate 

All 3.75% 
of 

federal 
adjusted 

gross 
income 

with 
adjust- 
ments 

All 3.30% 
of 

federal 
adjusted 

gross 
income 

with 
adjust- 
ments 

> $0 0.36% > $0 2.70% > $0 1.50% > $0 4.00% 

  > $1,539 0.72% > $15,000 4.60% > $1,000 2.00% > $10,910 5.84% 

  > $3,078 2.43%   > $2,000 2.50% > $40,000 6.27% 

  > $6,156 4.50%   > $3,000 3.00% > $60,000 7.65% 

  > $13,851 6.12%   > $4,000 3.50%   

  > $23,085 6.48%   > $5,000 4.00%   

  > $30,780 6.80%   > $6,000 4.50%   

  > $46,170 7.92%   > $7,000 5.00%   

  > $69,255 8.98%   > $8,000 5.50%   

      > $9,000 6.00%   

Source(s): Tax Foundation (2015). 

http://taxfoundation.org/tax-topics/state-taxes
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Figure 10 reports results from a thought experiment performed by the Illinois Economic Policy Institute (ILEPI). In 
apples-to-apples comparisons of state personal income taxes, ILEPI filled out 2014 income tax forms for each state for 
two hypothetical households– and adjusted to 2015 rates. The first household was simply a single individual without 
children who earns $50,000 a year in annual income and pays $1,000 in monthly rent. While $1,000 in monthly rent 
may be relatively high for the comparison states, the higher rent actually results in a lower tax burden for states that 
include a rent deduction, so $1,000 a month helps provide conservative estimates. The second household was married, 
filling jointly, with two children and $1,250 in theoretical monthly homeowner costs. For simplicity, ILEPI assumed a 
one-earner household. For completed forms, please see the Appendix at the conclusion of this report. 
 
Regardless of where she lives, the hypothetical $50,000-single filer would face a $5,819 federal income tax burden, 
representing about 11.6 percent of her total income (Figure 10). Due to the personal exemption allowance, her $1,795 
in personal income taxes paid to Illinois would account for 3.6 percent of her total income from wages and salaries (but 
still represents 3.75 percent of her “taxable income”). The exact same single woman earning $50,000 a year would 
experience a higher state income tax burden in Iowa and Wisconsin. In Iowa, she would pay $2,300 in state income 
taxes, or 4.6 percent of her total income. In Wisconsin, she would contribute $2,136 in income taxes to the state’s 
coffers, representing 4.3 percent of her overall income. Her taxes would be about the same in Kansas ($37 more) and 
Missouri ($21 less). The only state where she would definitively face a lower state-level tax rate is in Indiana ($277 
less). However, her sales tax contributions would be higher (see Figure 7) and she would also pay a local income tax 
rate, as discussed in the next sections. 
 

Figure 10: Apples-to-Apples Comparisons of Current Personal Income Tax Contributions By State 

Comparative Personal Income Tax Contributions, 2015 

Personal Income Tax Single, 0 Children, $50,000 Annual Income, $1,000 Monthly Rent 

 Tax Burden As Share of Total Income Compared to Illinois 

Federal $5,819 11.64% -- 

Illinois $1,795 3.59% -- 

Indiana $1,518 3.04% -$277 

Iowa $2,300 4.60% $505 

Kansas $1,832 3.66% $37 

Missouri $1,774 3.55% -$21 

Wisconsin $2,136 4.27% $341 

    

Personal Income Tax Married, 2 Children, $100,000 Annual Income, $1,250 Homeowner Costs 

 Tax Burden As Share of Total Income Compared to Illinois 

Federal $10,163 10.16% -- 

Illinois $3,431 3.43% -- 

Indiana $3,086 3.09% -$345 

Iowa $5,851 5.85% $2,420 

Kansas $3,377 3.38% -$54 

Missouri $3,326 3.33% -$105 

Wisconsin $5,254 5.25% $1,823 

Source(s): Author’s analysis of 2014 Individual Income Tax Return forms for each jurisdiction– including the federal Form 1040A, Illinois’ 
Form IL-1040, Indiana’s Form IT-40, Iowa’s IA 1040 form, Kansas’ K-40 form, Missouri’s Form MO-1040, and Wisconsin’s 1A form. 

 
The findings are similar for a hypothetical married family with two children earning $100,000 per year (Figure 10). 
Their federal income tax burden would be $10,163 for the year, or about 10.2 percent of their total income, regardless 
of where they live. At the state level, their income tax contributions would total $3,431 in Illinois, or 3.4 percent of 
their total income. In Iowa and Wisconsin, they would respectively pay $5,851 and $5,254 in state income taxes, 
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representing between 5 and 6 percent of their total income. Income taxes would be marginally lower in the other three 
states, ranging from $54 lower (in Kansas) to $345 lower (in Indiana). 
 
This case study shows how, if Illinois adopted the tax systems of nearby states, the state could have a very different 
amount of revenue. The exclusion (or inclusion) of exemptions, deductions, and other loopholes that other states allow 
would influence whether this change would be positive (or negative) for the state budget.  
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Local Government Taxes 
 
Local governments across Illinois collected $30.5 billion in total taxes and fees from all sources in 2013 (Figure 11). 
These cumulative tax collections include $25.5 billion in property taxes, $4.3 billion in sales taxes, and $768.2 million 
from other fees. For the average Illinois household, the total tax burden amounted to $6,384 paid to the local 
governments over the year. The dollar amount of taxes per household was thus higher in Illinois than in all comparison 
states. When household tax burdens are divided by incomes, it revealed that the average Illinois household paid 7.2 
percent of its income in total local taxes. The comparable total local government tax shares were 4.5 percent in 
Indiana, 5.7 percent in Iowa, 6.1 percent in Kansas, 5.7 percent in Missouri, and 6.3 percent in Wisconsin. 
 
There are at least three reasons why local government taxes are relatively higher in Illinois. The first is that a 
disproportionate share of Illinois’ residents is employed in and around Chicago, where local government taxes are high 
(CNN Money, 2015). Although the comparison states all have metropolitan regions, none is as urbanized as Illinois. This 
fact simply increases the average. The second reason is that Illinois has more units of local government than any other 
state. The significant amount of local government bodies may lead to higher tax shares (NBC Chicago, 2015). The third 
reason is once again that Illinois gets back much less in federal assistance than it contributes in federal contributions 
(Manzo, 2015a). When federal payments fall short, the state has less money to give to local services or to improving 
local roads and bridges. As a result, municipalities and counties across Illinois may be forced to implement higher taxes 
than would otherwise be the case if federal funding matched that of neighboring states. 

 
Figure 11: Total Local Government Taxes By State, Put in Context  

Total Local Taxes, 2013 

Local 
Government  

Finances 

A. Total Local 
Taxes (2013) 

from All Sources 

B. Total 
Households 

(2013) 

C. Average 
Household 

Income (2013) 

D. Total Taxes 
Per Household 

[A ÷ B] 

E. Average Tax as Share 
of Average Income 

[D ÷ C] 

Illinois 30,539,137,000 4,783,421 $88,564 $6,384 7.21% 

Indiana 7,988,911,000 2,498,395 $71,578 $3,198 4.47% 

Iowa 5,412,891,000 1,236,209 $76,364 $4,379 5.73% 

Kansas 5,282,295,000 1,113,729 $78,004 $4,743 6.08% 

Missouri 9,770,463,000 2,362,853 $72,167 $4,135 5.73% 

Wisconsin 11,074,592,000 2,289,424 $76,819 $4,837 6.30% 

Source(s): Author’s analysis of the 2013 Annual Survey of State and Local Government Finances and 
the 2013 American Community Survey (1 Year Estimates), weighted using the household weight. 

 
In 2013, the largest single contributing tax to total local revenues in Illinois was the property tax. However, average 
property taxes are high in Illinois because average home values are much higher in the state (Figure 12). The average 
household paid $5,327 in property taxes in 2013. This average property tax assessment is $769 higher than the annual 
burden faced by Wisconsin households. It is also $2,842 more than what Missouri households pay in property taxes. 
However, a complete analysis of property tax contributions in the context of average home values shows that Illinois’ 
property taxes are not overly onerous. Annual property taxes represent just 2.3 percent of the average home value in 
Illinois ($234,326). This is actually less than the comparable share in Iowa (2.4 percent), a state which also allows 
school districts to impose a local income surtax to fund public education. Illinois’ relative property tax burden as a 
share of average home value is also close to the shares in neighboring Wisconsin (2.3 percent) and nearby Kansas (2.1 
percent). Only in Indiana and Missouri are annual property taxes less than 2 percent of average home values (Figure 
12). While property taxes are still relatively high in Illinois, putting the rates into perspective illustrates how current 
rates are not out of line. 

 
 
 

http://money.cnn.com/interactive/real-estate/property-tax/
http://www.nbcchicago.com/news/local/Task-Force-Looks-to-Shrink-Illinois-Government-358182841.html
http://illinoisepi.org/countrysidenonprofit/wp-content/uploads/2013/10/ILEPI-Policy-Brief-Donor-State_FINAL.pdf
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Figure 12: Average Household Property Tax Contributions By State 

Average Household Property Tax Payments, 2013 

Local 
Government 

Finances 

A. Property Tax 
Payment Per 

Household (2013) 

B. Average 
Home Value 

(2013) 

C. Average Tax as Share 
of Average Home Value 

[A ÷ B] 
Illinois $5,327 $234,326 2.27% 

Indiana $2,542 $160,982 1.58% 

Iowa $3,789 $160,596 2.36% 

Kansas $3,633 $170,107 2.14% 

Missouri $2,485 $173,474 1.43% 

Wisconsin $4,558 $203,008 2.25% 

Source(s): Author’s analysis of the 2013 Annual Survey of State and Local Government Finances and 
the 2013 American Community Survey (1 Year Estimates), weighted using the household weight. 
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What Would Happen if Illinois Adopted the Tax Rates of Neighboring States? 
 
Illinois currently has the 5th-most unfair tax system in the country, according to the progressive-leaning Institute on 
Taxation and Economic Policy in Who Pays? A Distributional Analysis of the Tax Systems in All Fifty States (Fifth Edition) 
(ITEP, 2015). Illinois’ tax code includes features to make it more equitable, such as an Earned Income Credit, a non-
refundable property tax credit, and combined reporting for the corporate income tax. However, the tax code’s 
regressive characteristics outweigh these positive features. Among the regressive characteristics are a flat personal 
income tax rate, the exemption of all retirement income, and a lack of refundable child tax credits.  
 
As a result of the current system in Illinois, the Bottom 20 Percent of non-elderly taxpayers pay significantly more in 
state and local taxes than the Top 1 Percent in Illinois (Figure 13). Because they spend a higher share of their earned 
incomes on essential goods such as food and housing, low-income households proportionately pay more in sales and 
property taxes than wealthy families. Consequently, the Institute on Taxation and Economic Policy finds that the 
Bottom 20 Percent of households in Illinois contribute 13.2 percent of their incomes to total state and local taxes. 
Meanwhile, the Top 1 Percent in the state contributes just 4.6 percent of their incomes to state and local taxes. Illinois’ 
tax system would likely become slightly more equitable if it adopted components of neighboring tax codes. For 
instance, as depicted in Figure 13, state and local taxes in Iowa and Wisconsin are more equitable. Overall, however, 
they still tend to favor the rich. 

 
Figure 13: State and Local Income Tax Shares By State, By Income Level 

 
Source(s): The Institute on Taxation & Economic Policy (2015). 

 
The remainder of this section specifically explores expected state-level Illinois tax revenues if the state adopted 
characteristics of neighboring tax codes. The focus is on potential solutions to resolve Illinois’ state budget crisis. 
Accordingly, the analysis emphasizes projected changes in individual income tax collections (including taxing 
retirement income), in corporate net income tax revenues, and in sales and gross receipts taxes. The sales and gross 
receipts taxes include goods and services covered under the tax codes of neighboring states. 
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8.9% 
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http://www.itep.org/pdf/whopaysreport.pdf
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Indiana 
 
If Illinois adopted similar rates and tax structures as Indiana, the state could bring in $28.3 billion to the General 
Revenue Fund. This is a $4.6 billion increase over projected state tax collections from primary revenue sources, which 
would help to reduce the budget deficit. Theoretically, the adoption of Indiana’s individual income taxes (including 
taxing retirement income), corporate income taxes, and sales and gross receipts taxes could be combined with 
moderate spending cuts to balance Illinois’ budget. 
 
The major differences between the tax structures of Illinois and Indiana are the income taxes. Under current state law, 
Illinois’ flat personal income tax is 3.75 percent and its state corporate tax rate is 5.25 percent. The 2.5 percent 
Personal Property Replacement Tax in Illinois, essentially a second corporate tax, is collected and distributed to local 
governments. Indiana, by comparison, has a flat personal income tax of 3.3 percent and its corporate tax rate is 7.0 
percent. However, Indiana allows counties to levy income taxes as well. All 92 Indiana counties impose some form of 
income tax that is withheld from workers’ paychecks, with local rates ranging from 0.2 to 3.1 percent (Payroll Taxes, 
2015). For example, a resident living in Marion County, Indiana– which includes Indianapolis– pays 1.8 percent in 
additional local income taxes. The average county-level income tax is 1.5 percent (Figure 14). Due to the lower state-
level income tax rates, Illinois would lose approximately $609 million in combined individual and corporate income tax 
revenues from adopting Indiana’s rates, exemptions, and deductions (Figure 15). 
 

Figure 14: Local Income Tax Rates in All 92 Indiana Counties, for Permanent Residents, 2015 

Adjusted Gross Income Taxes, Economic Development Income Taxes, 
and Option Income Taxes in Indiana on Residents, by County, 2015 

Adams 1.62% Franklin 1.25% Lawrence 1.75% Rush 1.50% 

Allen 1.35% Fulton 1.93% Madison 1.75% St. Joseph 1.75% 

Bartholomew 1.25% Gibson 0.50% Marion 1.77% Scott 1.41% 

Benton 1.79% Grant 2.25% Marshall 1.25% Shelby 1.25% 

Blackford 1.50% Greene 1.25% Martin 1.50% Spencer 0.80% 

Boone 1.00% Hamilton 1.00% Miami 2.54% Starke 1.71% 

Brown 2.40% Hancock 1.70% Monroe 1.10% Steuben 1.79% 

Carroll 1.70% Harrison 1.00% Montgomery 2.10% Sullivan 0.30% 

Cass 2.50% Hendricks 1.50% Morgan 2.72% Switzerland 1.00% 

Clay 2.25% Henry 1.25% Newton 1.00% Tippecanoe 1.10% 

Clark 2.00% Howard 1.65% Noble 1.50% Tipton 1.98% 

Clinton 2.00% Huntington 1.75% Ohio 1.00% Union 1.50% 

Crawford 1.00% Jackson 1.60% Orange 1.25% Vanderburgh 1.00% 

Daviess 1.75% Jasper 2.96% Owen 1.30% Vermillion 0.20% 

Dearborn 0.60% Jay 2.45% Parke 2.45% Vigo 1.25% 

Decatur 1.33% Jefferson 0.35% Perry 1.56% Wabash 2.90% 

DeKalb 2.00% Jennings 1.75% Pike 0.40% Warren 2.12% 

Delaware 1.05% Johnson 1.00% Porter 0.50% Warrick 0.50% 

Dubois 1.00% Knox 1.00% Posey 1.00% Washington 2.00% 

Elkhart 2.00% Kosciusko 1.00% Pulaski 3.13% Wayne 1.50% 

Fayette 2.37% LaGrange 1.40% Putnam 1.75% Wells 2.10% 

Floyd 1.15% Lake 1.50% Randolph 2.25% White 1.32% 

Fountain 1.10% LaPorte 0.95% Ripley 1.38% Whitley 1.23% 

Average: 1.51%                    Median: 1.50% 

Source(s): Payroll Taxes, 2015. 
 

https://www.payroll-taxes.com/state-tax/indiana-counties
https://www.payroll-taxes.com/state-tax/indiana-counties
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On the other hand, Indiana taxes most forms of retirement income, with an exception for Social Security. Out-of-state 
retirement income is also taxed in full. Figure 15 assumes that Illinois would tax retirement income (analogous to how 
the federal government taxes retirement income) with an exception for Social Security. Using the average individual 
income tax rate as a share of household income for Indiana (minus a tenth of a percent for the rate reduction), it is 
estimated that adopting Indiana rates and taxing retirement income would generate $1.2 billion in additional revenue. 
It should be noted, however, that taxing retirement income would reduce the incentive for workers to save for 
retirement and could lead to more retirees leaving Illinois. 
  
Illinois collects a 6.25 percent sales tax, which is divided between the state (5.0 percent) and local governments (1.25 
percent). Retailers also keep a portion of Illinois’ sales tax as a fee through a 1.75 percent tax collection discount. 
Indiana, on the other hand, levies a 7.0 percent tax on both sales and services. Illinois also only taxes 17 services 
compared to 29 in Indiana (Civic Federation, 2015). Among the many services taxed by Indiana but not Illinois are: 
landscaping, renting and lodging, leasing of personal property, aircraft leasing, flight instruction, and certain digital 
projects. Adopting Indiana’s state sales tax rate of 7.0 percent– combined with an expanded tax base by including more 
services and mirroring Indiana’s “gross receipts” fees (including licensing)– would increase state government revenues 
in Illinois by $4.0 billion. Note that this estimate assumes that the additional 1.25 percent sales tax to Illinois’ local 
governments is maintained. These sales tax collections would be the largest contributor to added tax revenues from 
adoption of Indiana’s rates. 

 
Figure 15: Potential Illinois Revenue from Adopting Key Components of Indiana’s State Tax Code 

If Illinois Adopted: Indiana’s Tax Rates, 2015 

($ in Millions) Current Illinois 
Tax Rate 

Current Illinois 
Revenue 

If Adopted  
Indiana’s Rate 

Potential 
Illinois Revenue 

Difference 

Individual Income Tax Rate 3.75% $13,180 3.30% $11,438 -$1,742 

Added Retirement Income Tax 0.00% 0 2.68%† $1,211 $1,211 

Corporate Tax (State Share) 5.25% $2,338 7.00% $3,471 $1,133 

Sales Taxes (State Share)* 5.00% $8,204 7.00% $12,209 $4,005 

Total -- $23,722 -- $28,329 +$4,607 

Source(s): Author’s analysis of the 2013 Annual Survey of State Government Finances, weighted 2013 
American Community Survey (1 Year Estimates), information from the Tax Foundation (2015), and the 

Fiscal Year 2016 Proposed Budget by the Illinois Office of Management and Budget (OMB, 2015). 
*Sales taxes include broader scope of service taxes and “gross receipts” taxes. 

†Based on the average individual income tax share of total household income in Figure 7. 

 
Iowa 
 
If Illinois adopted similar rates and tax structures as Iowa, the state could bring in $31.0 billion to the General Revenue 
Fund (Figure 16). This is a $7.3 billion increase over projected state tax collections from primary revenue sources, 
which would largely eliminate the budget deficit. Theoretically, the adoption of Iowa’s individual income taxes, 
corporate income taxes, and sales and gross receipts taxes could be used to balance Illinois’ budget. 
 
The major differences between the tax structures of Illinois and Iowa are the income taxes. Under current state law, 
Illinois’ flat personal income tax is 3.75 percent and its state corporate tax rate is 5.25 percent. The 2.5 percent 
Personal Property Replacement Tax in Illinois, essentially a second corporate tax, is collected and distributed to local 
governments. Iowa, by comparison, has a graduated personal income tax that progressively increases to 8.98 percent 
and generates more revenue than Illinois at almost all income levels. Iowa’s corporate income tax rate is also 
progressive: a corporation pays 6 percent on its first $25,000 in taxable income, 8 percent on its next $75,000, 10 
percent on income between $100,000 and $250,000, and 12 percent on all income over $250,000. Given that Iowa 
allows corporations to deduct federal corporate taxes paid, this analysis assumes a 9.0 percent effective rate, a 3.75 
percentage-point increase over the current rate. Accordingly, Illinois would stand to gain $2.2 billion in individual 

https://www.civicfed.org/sites/default/files/REPORT--FY2016IllinoisRoadmap.pdf
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income tax revenues and $2.1 billion in corporate income tax revenues from adopting Iowa’s rates. The increase in 
individual income tax revenues would be the largest contributor to added tax revenues from adoption of Iowa’s rates 
(Figure 16). 
 
Iowa also taxes retirement income, with exemptions for income up to $6,000 for individuals and $12,000 for joint 
filers. Figure 16 assumes that Illinois would tax retirement income (analogous to how the federal government taxes 
retirement income) with an exception for Social Security. Using the average individual income tax rate as a share of 
household income for Iowa, it is estimated that adopting Iowa rates and taxing retirement income would generate $1.6 
billion in additional revenue. It should be noted, however, that taxing retirement income would reduce the incentive 
for workers to save for retirement and could lead to more retirees leaving Illinois. 
 
In addition, Iowa permits an additional local income surtax to fund schools. The income surtax levied by local 
governments is based on the amount of state income taxes paid by individuals, and is used by 82 percent of all school 
districts in Iowa. Most districts have a rate between 6 percent and 10 percent of the state income tax obligation (Iowa 
Fiscal Partnership, 2009). While this surtax is not included in Figure 16, it is another progressive feature in Iowa’s tax 
code since it is based on the graduated income tax and goes entirely toward funding public education. 
  
Illinois collects a 6.25 percent sales tax, which is divided between the state (5.0 percent) and local governments (1.25 
percent). Retailers also keep a portion of Illinois’ sales tax as a fee through a 1.75 percent tax collection discount. Iowa, 
on the other hand, levies a 6.0 percent tax on both sales and services. Illinois also only taxes 17 services compared to 24 
in Iowa (Civic Federation, 2015). Among the many services taxed by Iowa but not Illinois are: exterminators, 
carpentry, various vehicle and machinery repairs, and pet grooming. Adopting Iowa’s state sales tax rate of 6.0 percent 
while expanding the tax base to cover more services and mirror Iowa’s “gross receipts” fees (including licensing) would 
increase state government revenues in Illinois by $1.3 billion (Figure 16). Note that this estimate assumes that the 
additional 1.25 percent sales tax to Illinois’ local governments is maintained. 

 
Figure 16: Potential Illinois Revenue from Adopting Key Components of Iowa’s State Tax Code 

If Illinois Adopted: Iowa’s Tax Rates, 2015 

($ in Millions) Current Illinois 
Tax Rate 

Current Illinois 
Revenue 

If Adopted  
Iowa’s Rate 

Potential 
Illinois Revenue 

Difference 

Individual Income Tax Rate 3.75% $13,180 0.36%-8.98% $15,423 $2,243 

Added Retirement Income Tax 0.00% 0 3.64%† $1,645 $1,645 

Corporate Tax (State Share) 5.25% $2,338 6.0%-12.0% $4,463 $2,125 

Sales Taxes (State Share)* 5.00% $8,204 6.00% $9,471 $1,267 

Total -- $23,722 -- $31,002 +$7,280 

Source(s): Author’s analysis of the 2013 Annual Survey of State Government Finances, weighted 2013 
American Community Survey (1 Year Estimates), information from the Tax Foundation (2015), and the 

Fiscal Year 2016 Proposed Budget by the Illinois Office of Management and Budget (OMB, 2015). 
*Sales taxes include broader scope of service taxes and “gross receipts” taxes. 

†Based on the average individual income tax share of total household income in Figure 7. 

 
Kansas 
 
If Illinois adopted similar rates and tax structures as Kansas, the state could bring in $28.8 billion to the General 
Revenue Fund (Figure 17). This is a $5.1 billion increase over projected state tax collections from primary revenue 
sources, which would help to reduce the budget deficit. Theoretically, the adoption of Kansas’ individual income taxes, 
corporate income taxes, and sales and gross receipts taxes could be combined with moderate spending cuts to balance 
Illinois’ budget. 
 

http://www.iowapolicyproject.org/2009docs/090122-incomesurtax.pdf
http://www.iowapolicyproject.org/2009docs/090122-incomesurtax.pdf
https://www.civicfed.org/sites/default/files/REPORT--FY2016IllinoisRoadmap.pdf
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The major differences between the tax structures of Illinois and Kansas are the income taxes. Under current state law, 
Illinois’ flat personal income tax is 3.75 percent and its state corporate tax rate is 5.25 percent. The 2.5 percent 
Personal Property Replacement Tax in Illinois, essentially a second corporate tax, is collected and distributed to local 
governments. Kansas, by comparison, has a graduated personal income tax that ranges from 2.7 percent to 4.8 percent. 
Kansas’ corporate income tax rate is also progressive, ranging from 4.0 percent to 7.0 percent. As a result of these 
differences, Illinois could raise $1.2 billion in individual income tax revenues from adopting Kansas’ rates. Corporate 
income tax collections would also rise by $389 million. Like Illinois, Kansas generally does not tax retirement income 
(Figure 17). 
 
Illinois collects a 6.25 percent sales tax, which is divided between the state (5.0 percent) and local governments (1.25 
percent). Retailers also keep a portion of Illinois’ sales tax as a fee through a 1.75 percent tax collection discount. Many 
services are not currently taxed in Illinois’ current system. Kansas, on the other hand, levies a 6.15 percent tax on both 
sales and services. Among the many services taxed by Kansas but not Illinois are: swimming pool cleaning and 
maintenance, taxidermy, health clubs, and bowling alleys. Adopting Kansas’ state sales tax rate of 6.15 percent while 
expanding the tax base to cover more services and mirror Kansas’ “gross receipts” fees (including licensing) would 
increase state government revenues in Illinois by $3.4 billion. Note that this estimate assumes that the additional 1.25 
percent sales tax to Illinois’ local governments is maintained. These sales tax collections would be the largest 
contributor to added tax revenues from adoption of Kansas’ rates (Figure 17). 

 
Figure 17: Potential Illinois Revenue from Adopting Key Components of Kansas’ State Tax Code 

If Illinois Adopted: Kansas’ Tax Rates, 2015 

($ in Millions) Current Illinois 
Tax Rate 

Current Illinois 
Revenue 

If Adopted  
Kansas’ Rate 

Potential 
Illinois Revenue 

Difference 

Individual Income Tax Rate 3.75% $13,180 2.7%-4.8% $14,417 $1,237 

Added Retirement Income Tax 0.00% 0 0.00% $0 $0 

Corporate Tax (State Share) 5.25% $2,338 4.0-7.0% $2,727 $389 

Sales Taxes (State Share)* 5.00% $8,204 6.15% $11,636 $3,432 

Total -- $23,722 -- $28,780 +$5,058 

Source(s): Author’s analysis of the 2013 Annual Survey of State Government Finances, weighted 2013 
American Community Survey (1 Year Estimates), information from the Tax Foundation (2015), and the 

Fiscal Year 2016 Proposed Budget by the Illinois Office of Management and Budget (OMB, 2015). 
*Sales taxes include broader scope of service taxes and “gross receipts” taxes. 

 
Missouri 
 
Missouri is the only comparison state with a tax code that would not significantly help in Illinois. If Illinois adopted 
similar rates and tax structures as Missouri, the state would bring in $24.3 billion to the General Revenue Fund (Figure 
18). This is a $594 million gain compared to projected state tax collections from primary revenue sources, which 
would need to be combined with sizeable spending cuts to balance the budget. 
 
Under current state law, Illinois’ flat personal income tax is 3.75 percent and its state corporate tax rate is 5.25 
percent. The 2.5 percent Personal Property Replacement Tax in Illinois, essentially a second corporate tax, is collected 
and distributed to local governments. Missouri has a graduated personal income tax that progressively increases to 6.0 
percent but generates similar revenue to Illinois at any given income level due to exemptions and deductions in the 
state. Missouri’s state corporate income tax rate is a flat 6.25 percent, 1.25 percentage points higher than across the 
border in Illinois. Adoption of these rates in Illinois would cause individual and corporate income taxes to rise by a 
combined $949 million (Figure 18). 
 
Missouri does tax retirement income, but offers many exemptions and deductions for retirees. Nevertheless, Figure 18 
assumes that Illinois would not carry over these exemptions and deductions. Using the average individual income tax 
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rate as a share of household income for Missouri, it is estimated that adopting Missouri rates and taxing retirement 
income would generate $1.4 billion in additional revenue. It should be noted, however, that taxing retirement income 
would reduce the incentive for workers to save for retirement and could lead to more retirees leaving Illinois. 
  
The State of Illinois receives 5.0 percent of the 6.25 percent levied sales tax, while Missouri’s sales tax is just 4.225 
percent. Retailers in Illinois also keep a portion the sales tax as a fee through a 1.75 percent tax collection discount. 
Even after expanding the tax base to cover more services, the adoption of Missouri’s sales and gross receipts tax rates 
would decrease state government revenues in Illinois by $2.3 billion (Figure 18). Note that this estimate assumes that 
the additional 1.25 percent sales tax to Illinois’ local governments is maintained. 
 

Figure 18: Potential Illinois Revenue from Adopting Key Components of Missouri’s State Tax Code 

If Illinois Adopted: Missouri’s Tax Rates, 2015 

($ in Millions) Current Illinois 
Tax Rate 

Current Illinois 
Revenue 

If Adopted  
Missouri’s Rate 

Potential 
Illinois Revenue 

Difference 

Individual Income Tax Rate 3.75% $13,180 1.5%-6.0% $13,368 $188 

Added Retirement Income Tax 0.00% 0 3.16%† $1,428 $1,428 

Corporate Tax (State Share) 5.25% $2,338 6.25% $3,099 $761 

Sales Taxes (State Share)* 5.00% $8,204 4.225% $6,421 -$2,310 

Total -- $23,722 -- $24,316 +$594 

Source(s): Author’s analysis of the 2013 Annual Survey of State Government Finances, weighted 2013 
American Community Survey (1 Year Estimates), information from the Tax Foundation (2015), and the 

Fiscal Year 2016 Proposed Budget by the Illinois Office of Management and Budget (OMB, 2015). 
*Sales taxes include broader scope of service taxes and “gross receipts” taxes. 

†Based on the average individual income tax share of total household income in Figure 7. 

 
Wisconsin 
 
If Illinois adopted similar rates and tax structures as Wisconsin, the state could bring in $32.0 billion to the General 
Revenue Fund (Figure 19). This is an $8.3 billion increase over projected state tax collections from primary revenue 
sources, which would eliminate the budget deficit. Theoretically, the adoption of Wisconsin’s individual income taxes, 
corporate income taxes, and sales and gross receipts taxes could balance Illinois’ budget. 
 
The major differences between the tax structures of Illinois and Wisconsin are the income taxes. Under current state 
law, Illinois’ flat personal income tax is 3.75 percent and its state corporate tax rate is 5.25 percent. The 2.5 percent 
Personal Property Replacement Tax in Illinois, essentially a second corporate tax, is collected and distributed to local 
governments. Wisconsin, by comparison, has a graduated personal income tax that progressively increases to 7.65 
percent and generates more revenue than Illinois at all income levels. Wisconsin’s state corporate income tax rate is a 
flat 7.9 percent, 2.9 percentage points higher than across the border in Illinois. As a result of these higher rates, 
adopting this section of Wisconsin’s tax code would raise individual income taxes by $4.2 billion (the largest 
contributor from adoption of Wisconsin’s rates) and corporate income taxes by $1.8 billion (Figure 19). 
 
Wisconsin also taxes retirement income similarly to how the federal government taxes retirement income. Figure 19 
assumes that Illinois would tax retirement income with an exception for Social Security. Using the average individual 
income tax rate as a share of household income for Wisconsin, it is estimated that adopting Wisconsin rates and taxing 
retirement income would generate $1.9 billion in additional revenue. It should be noted, however, that taxing 
retirement income would reduce the incentive for workers to save for retirement and could lead to more retirees 
leaving Illinois. 
 
Illinois collects a 6.25 percent sales tax, which is divided between the state (5.0 percent) and local governments (1.25 
percent). Retailers also keep a portion of Illinois’ sales tax as a fee through a 1.75 percent tax collection discount. 
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Wisconsin, on the other hand, levies a 5.0 percent tax on both sales and services. Illinois also only taxes 17 services 
compared to 76 in Wisconsin (Civic Federation, 2015). Among the many services taxed by Wisconsin but not Illinois 
are: admission to athletic or entertainment events, boat docking and storage, laundry and dry cleaning services, and 
towing and hauling of motor vehicles by a tow truck. Maintaining Illinois’ 5.0 percent state sales tax collection (as in 
Wisconsin) while expanding the tax base to more services and to mirror Wisconsin’s “gross receipts” fees (including 
licensing), would increase state government revenues in Illinois by $796 million (Figure 19). 
  

Figure 19: Potential Illinois Revenue from Adopting Key Components of Wisconsin’s State Tax Code 

If Illinois Adopted: Wisconsin’s Tax Rates, 2015 

($ in Millions) Current Illinois 
Tax Rate 

Current Illinois 
Revenue 

If Adopted  
Wisconsin’s Rate 

Potential 
Illinois Revenue 

Difference 

Individual Income Tax Rate 3.75% $13,180 4.0%-7.65% $17,410 $4,230 

Added Retirement Income Tax 0.00% 0 4.11%† $1,858 $1,858 

Corporate Tax (State Share) 5.25% $2,338 7.90% $3,739 $1,808 

Sales Taxes (State Share)* 5.00% $8,204 5.00% $9,000 $796 

Total -- $23,722 -- $32,007 +8,285 

Source(s): Author’s analysis of the 2013 Annual Survey of State Government Finances, weighted 2013 
American Community Survey (1 Year Estimates), information from the Tax Foundation (2015), and the 

Fiscal Year 2016 Proposed Budget by the Illinois Office of Management and Budget (OMB, 2015). 
*Sales taxes include broader scope of service taxes and “gross receipts” taxes. 

†Based on the average individual income tax share of total household income in Figure 7.  

https://www.civicfed.org/sites/default/files/REPORT--FY2016IllinoisRoadmap.pdf
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Policy Implications 
 
The State of Illinois now faces a $9 billion annual deficit, according to the Institute of Government & Public Affairs at 
the University of Illinois (Dye et al., 2015). Using this estimate, Illinois could effectively balance its state budget by 
adopting similar rates and structures as Wisconsin. Incorporating Wisconsin’s graduated individual income tax rates, 
slightly higher corporate income tax rate, added levies on retirement income, and broader sales and service taxes 
would generate $8.3 billion over the next year in Illinois. Changing to Wisconsin’s approach would make Illinois’ tax 
code fairer by concentrating tax increases on the rich. Adopting Iowa’s rates– which would nearly eliminate the budget 
deficit by raising $7.3 billion in revenues– would also improve the progressivity of Illinois’ tax code, if that is a goal of 
the state legislature. 
 
Adopting key parts of the tax systems of both Kansas and Indiana would also help to solve Illinois’ financial woes, but 
would have to be accompanied by modest budget cuts as well. The approach taken by Kansas, if adopted in Illinois, 
would generate approximately $5.1 billion. New taxes on retirement income– which Kansas does not impose– could 
add almost enough revenue to close the fiscal gap in Illinois, but would also likely lead to additional retirees leaving the 
state. Similarly, if Illinois adopted Indiana’s rates, the state could raise about $4.6 billion in new tax revenues. 
However, Indiana’s methods are decidedly regressive: a lower flat tax rate, a lower corporate tax rate, with a higher 
and broader state sales tax rate. It is worth noting that, in response to significantly lower state revenues from massive 
income tax cuts enacted in 2012, Kansas has decided to increase its sales tax from 6.15 percent to 6.5 percent and to 
hike cigarette taxes by 50 cents per pack. By cutting its (progressive) income tax and raising its (regressive) sales taxes, 
Kansas’ recent adjustments to the tax code have harmed low-income residents since they earn less but spend more of 
what they do take home. 
 
There are other ways to fix Illinois’ budget problem. One improbable solution is to change how federal funds are 
allocated to states. There is significant room for improvement in the amount of federal revenues provided to Illinois. If 
federal funding to Illinois matched the national average, Illinois’ state government would have up to $8 billion in 
additional annual revenues (Manzo, 2015a). It makes little sense for high-road states, like Illinois, to risk declaring 
bankruptcy while they have been subsidizing the budgets of other state governments for years. Illinois can no longer 
afford to be a “donor state.” This solution, however, would require a coordinated national effort. 
 
A more practical, balanced solution would be to follow many of the sound recommendations of the Civic Federation 
(2015) to pay down the bills. In its State of Illinois FY2016 Budget Roadmap, the Civic Federation offered 12 
recommendations to balance the budget. The major recommendations include a retroactive increase in both the 
individual income tax rate from 3.75 percent to 4.25 percent and the corporate income tax rate from 5.25 percent to 
6.0 percent until 2018. The Civic Federation also proposes establishing spending controls over the next five years, 
taxing retirement income above $50,000 per year, broadening the sales tax base by taxing 32 new services, ending 
revenue diversions from the General Fund, and allowing local governments to impose municipal taxes on services and 
on food and non-prescription drugs (among other recommendations).  
   
Illinois’ top economists and public policy academics want the state to balance its budget (Manzo, 2015b). In August 
2015, the Illinois Economic Policy Institute sent out a survey to all 437 economists and public policy academics at 
Illinois’ accredited universities (excluding colleges). When presented with the statement “[r]esolving Illinois’ state 
budget problems should include making any necessary cuts in spending AND raising new revenues through tax 
increases,” 75 percent of responding academics were in support, while only 10 percent were opposed. Given that the 
margin of error for the sample was ±9 percent, it can be stated with confidence that a consensus of Illinois top 
economists and public policy academics would endorse changes in the tax code in order to balance the budget. 

  

https://igpa.uillinois.edu/content/illinois-faces-9-billion-annual-deficit-and-159-billion-ious
http://illinoisepi.org/countrysidenonprofit/wp-content/uploads/2013/10/ILEPI-Policy-Brief-Donor-State_FINAL.pdf
https://www.civicfed.org/sites/default/files/REPORT--FY2016IllinoisRoadmap.pdf
http://illinoisepi.org/countrysidenonprofit/wp-content/uploads/2013/10/ILEPI-Economic-Commentary-Views-of-Economics-and-Policy-Academics-in-Illinois-2015.pdf
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Conclusions 
 
Illinois politicians need to weed through ideological rhetoric, the unreasonable claims of exorbitant cost savings from 
policy changes on one side of the aisle, and the overly-rosy revenue projections on the other side of the aisle to arrive at 
a sensible solution to the state’s budget crisis. While this Policy Brief only focused on possibilities from the revenue side 
of the equation, achieving a budget surplus will likely require decreases in expenditures as well. The nonpartisan Civic 
Federation recommends specific proposals that could be followed and the state’s top economists and policy academics 
support a mix of tax increases and spending cuts to close the deficit– as long as investments in human capital and 
investments in physical capital are not cut. 
 
Illinois remains a great state. Educational achievement is high, household incomes are high, and home values are high 
compared to neighboring states. State taxes, when put into context, are actually not “too high” in Illinois relative to 
neighboring states. In 2013, total state taxes were lower as a share of household income in Illinois than in both 
Wisconsin and Indiana. Due to the phase-out of the temporary individual and corporate income tax hikes, revenues per 
household are now below those of Iowa and Kansas in 2016. A single, childless worker earning a $50,000 annual 
income, for example, would presently pay $505 more in state income taxes in Iowa than in Illinois. 
 
Illinois can adopt tax rates and schedules equivalent to those in neighboring states to nearly (or entirely) close the 
budget deficit. The key components of Wisconsin’s tax code, if applied to Illinois, would raise $8.3 billion in additional 
state revenues. The comparable revenue increases are $4.6 billion with Indiana’s rates and $7.3 billion with similar 
taxes as Iowa. Although only some of these changes may be enacted in Illinois, they should all be considered as options. 
The financial condition of Illinois can be improved– at least in part– by looking toward neighboring states. 
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