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The State of Our State

• Backlog of Unpaid Bills: $7.4 Billion
As of 10/9/2018  (down from $16.3 Billion in mid-2017)  

• Bond Rating: Baa3/BBB-/BBB
Moody’s, S&P, and Fitch, respectively. 

• Schools in Deficit Spending: 48%
2017 Projection from ISBE

• Unemployment: 4.1%
August 2018.  US:  3.9%
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Depressing Chart of the Day, Part I
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Source: Institute for Illinois’ Fiscal Stability at the Civic Federation, FY19 
Recommended Budgets Analysis and Recommendations, 5/9/18, p. 37 



Depressing Chart of the Day, Part II
Projected State Pension Contributions (in $billions)

Source:  Center for Tax and Budget Accountability, Addressing Illinois’ Pension Debt Crisis, 5/21/18



• Passed 56-2-0 & 97-18-0
• Appropriates $38.5 billion in GRF – increase of 

$600 million from FY 2018
• $350 million increase to k-12 for new funding 

formula
• Reduces LGDF to municipalities by 5% (was 10%) 

and sales tax fee reduced from 2% to 1.5% -
increase of $120 million to local governments

• Pension buyout option
• $800 million in interfund borrowing

FY 2019 Budget – P.A. 100-0586/0587



Illinois consequences of federal reform

• Predicted Fiscal Impact:  
$503 - $668 million in FY18;  $(137) - $34 million in FY19

• Most individual changes won’t matter in Illinois:
– Rates and bracket changes
– Increased standardized deduction, Reduced itemized deductions
– Personal exemption is NOT a problem. $0 but still in IRC, so 

Illinois’ cross-reference is still effective 

• Many corporate changes are also irrelevant:
– Rates, AMT repeal, new excise tax, NOLs
– Other changes will be followed automatically by Illinois—

interest deduction deferral, most international changes

• A few open questions and odd glitches to fix (e.g., bonus 
depreciation, mis-matched interest disallowances)
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Illinois’ Residential Effective Property Tax Rates 
Are High

Real Estate Taxes Paid as a Percent of Housing Value of Owner-Occupied Housing Units 
(5-year Estimate, 2012 – 2016)
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• The least popular tax—a freeze sounds great!

• What does it really mean? 

– Not an actual freeze of each land-owner’s tax bill

– State-wide imposition of PTELL, set to 0%

• It can get complicated:

– Temporary or permanent?

– What about new property (new subdivision = more roads, 
more students, etc.), intersection with TIF rules, etc.

– What if citizens are OK with more taxes—referendum to 
opt out

Property Tax “Freeze” Proposals
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• Homeowner exemptions lower the tax base of a qualifying 
home, but merely shift the total tax burden onto other 
properties

• For example, HB 156 in 2016 would have:
– Increased general homestead exemption to $8,000 (was $7K in 

Cook; $6K elsewhere)
– Increased senior homestead to $6,000 (was $5,000)
– Created state-wide long-term-owner homestead exemption—8 

years; income $100K or less
– Assessment freeze for SSI recipients
– New $2500 exemption for veterans over 75
– Disabled veteran disability rating lowered to 20%

• TFI examined the consequences of the bill (which did not 
become law, although many of its provisions were enacted)

Another Popular Bad Idea:  
Exemptions 
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HB 156--Impact of New Exemptions

Source:  Illinois Department of Revenue Statistics for 2015 
tax year, US Census Bureau data, TFI calculations
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Impact of Exemptions on Total EAV and 
Rates
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Impact on a Sample Collar County 
Home
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• Tax savings from an increased exemption are NOT merely 
the rate times the increased exemption:  $2,000 x 9.26%, 
or $185.20

• Instead, the higher rate must be part of the calculation:



Impact by Classification
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Unless taxing jurisdictions lower their levies, the savings 
from HB 156 to owner-occupied residential properties will 
be exactly equal to the total increased taxes paid by the 
other property types:



Illinois’ State + Average Local Sales Tax 
Rate is Relatively High

Source:  Tax Foundation, 1/1/2018
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But—Illinois’ Total Sales and Excise Tax 
Collections Are Close to the National Average
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State and Local Sales and Excise Tax Revenue as a Percentage of Gross State 
Product, Fiscal Year 2015
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“Service” Tax
• Not necessarily a completely new tax regime; could 

expand the current sales tax regime to services
• List taxed services v. list exempted services
• Special rates?
• Pros:

– Additional revenue
– Fairness and stability
– Grows with economy

• Cons:
– Tax pyramiding if B-to-B transactions are taxed
– Complicated
– Politics
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• States can now make a retailer collect tax on 
remote sales, even if the retailer has no physical 
presence in the state

• Illinois copied South Dakota law, effective 
10/1/18 (small sellers still exempt)

• $150 million new state revenue in FY 19
• Not a new tax, just a level playing field
• Other implications:

– $ for local governments, too
– Illinois sellers may have to collect other states’ tax

Wayfair v. South Dakota
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Our Income Tax Rates Are Below Average
Top State Individual Income Tax Marginal Rates, 2018

Source:  Tax Foundation 



But—top Marginal Rate Doesn’t 
Necessarily = Effective Rate

A median income Illinois family ($59,196) in other states with a broad-based income tax
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• It’s Fair

– Vertical v. Horizontal Equity

– The eye of the beholder

• It’ll bring in more $

– And that $ will come from the 1%

• More flexibility

Arguments for a Progressive Tax



Illinois State & Local Taxes Paid as a Share of 
Family Income for Non-Elderly Taxpayers

Source: CTBA:  Institute on Taxation and Economic Policy, Who Pays? A Distributional Analysis of Tax Systems in All 50 States, p 55, 

Fifth Edition January 2015. Includes all State Sales, Excise, Property,  and Income Taxes. 
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How Much More $? It Depends



• A flat tax IS a fair tax

• Complicated

• Volatility

• Fear of “bracket creep”

• Out-migration risks

• Encourages more aggressive tax planning

Arguments Against a Progressive Tax



Relying on High-Earners Increases 
Volatility in Tax Collections

Source:  California 
Legislative 
Analyst’s Office, 
Volatility of 
California’s 
Personal Income 
Tax Structure, 
9/28/17



• Earned Income Tax Credit—only available to 
the working poor

• New in 2017:  Means-testing certain 
deductions (personal exemption) and credits 
(property tax and education expense)

• Another option:  Means-testing Retirement 
Income Exemption

Backdoor Progressivity



• Illinois exempts all retirement income:
• social security • IRAs
• public and private pensions • 401(k) 

• Federal government taxes them (except some social 
security)

• Annual cost:  $2.3 Billion in 2015
• Age and income level are irrelevant.  

– More than half of retirement subtraction claimants were 
under 65

– Returns with >$100,000 AGI made up nearly half of total 
retirement subtractions

• Is there a better way?

Retirement Income
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Our Corporate Income Tax Rate Is Relatively High
Top Marginal Rates in 2018, per the Tax Foundation
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Total = 45.4% of all 
state and local taxes 

paid in IL



Predictions for 2019 

• Many new legislators

• Rate-changes unlikely

• Further attempts to “close loopholes” and tax 
the guy behind the tree

• Always bet on nothing
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