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The State of lllinois’

FY 2024 Fiscal Situation:
A Solid Performance hut
Threats Remain

INTRODUCTION

his report is part of a series that IGPA

and the Fiscal Futures project publishes

annually examining the fiscal condition
of the state of lllinois. Our 2024 report entitled
“Finding the balance: State fiscal sustainability
and local government fiscal challenges” found
that the lllinois state government’s fiscal position
was relatively healthy but that local governments
faced significant fiscal challenges. This year’s
report finds that state government continued to
have a relatively strong fiscal position through
FY2024 compared to lllinois troubled past, but we
see continued areas of concern because of both
the local government issues we identified in last
year’s report and because the new presidential
administration in DC may pursue policies that
would be disruptive to state and local finances.

Our data show that fiscal year 2024 (FY2024
which ended June 30, 2024) stands out as one of
only a few years since our data began in 1998 in
which lllinois ran a fiscal year surplus. This contin-
ues a generally positive, but still fragile trend in IlI-
linois state finance. As noted in last year’s report,
Illinois’ fiscal condition was stronger than it had
been over most of the past two decades, despite
a small deficit in FY2023.
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Our findings are based on the Fiscal Futures project “all-funds” approach and data. At the end
of each fiscal year, we file Freedom of Information Act (FOIA) requests with the lllinois Office of
Comptroller (IOC) to obtain the state revenue and expenditure data for the recently completed fiscal
year. The IOC provides two comprehensive, unaggregated datasets encompassing all state revenues
and expenditures, including appropriated and non-appropriated spending across both general and
special funds. We now have a comprehensive set of data from 1988 through the end of June 2024. We
aggregate the IOC data into a meaningful and consistent set of revenue and expenditure categories.
Our aggregation procedures focus on the source of revenues and functions of spending regardless
of whether they are in general funds or special funds. This “all-funds” approach offers an inclusive
perspective by incorporating important revenue and expenditure categories, like transportation, that
are outside the general funds, into the analysis. We believe the “all-funds” approach is the most
accurate and consistent approach to measuring the state government’s total burdens and benefits
to taxpayers and residents.

FY2023 ended with an essentially balanced fiscal
position. The “all-funds” fiscal gap was negative
$198 million—or about 2-tenths of 1% of spending.
FY2024 again reflects a fiscal balance with a sur-
plus of $144 million (about 1 tenth of 1%) on total
all-funds spending of about $115 billion.

The next section provides an overview of llli-
nois’ current fiscal situation using the “all-funds”
framework. This is followed by a more in-depth
discussion of several specific categories of reve-

Over the long term, both revenues and expendi-
tures have grown significantly. Since fiscal 1998,
nominal revenue across all funds grew from $32.0
billion to $115.1 billion, while all-funds nominal
spending rose from $31.2 billion to $115.0 billion.
The long-run compound annualized growth rate
(CAGR) for all-funds expenditures has been 5.14%,
slightly outpacing the 5.04% long-run growth
rate for all-funds revenues while lllinois’ nominal
gross state product—a measure of total output in
lllinois—grew at about 3.8 percent.?

nues and expenditures and then a more extended
discussion of the implications of some potential
federal policy changes and potential state re-
sponses.

OVERVIEW OF ILLINOIS’ FISCAL
LANDSCAPE

Figure 1 shows the state’s aggregated revenues,
expenditures, and fiscal gap since 1998 using the
“all-funds” framework. The dashed line represents
expenditures, and the solid line depicts revenues
raised from taxes, fees, and other sources. The
gray line at the bottom shows the fiscal gap,
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which reflects the difference between revenues ' IV gl

and expenditures. T
For most years, lllinois experienced a negative
fiscal gap, indicating that current revenues were
less than spending on public services. To address
a fiscal gap lllinois would need to raise future
revenues or reduce future expenditures. FY2024
marked a significant milestone, because lllinois
had a very small fiscal surplus.

'See Dye, Merriman and Hudspeth (2021) for more detail about the reasons to use an all funds approach. Data and methods of our calculations are
documented extensively at https://igpa-uillinois.github.io/Fiscal-Futures/

> At the time this manuscript was prepared data on lllinois’ 2024 gross state product was not yet available so this calculation gives the CAGR from 1997
until 2023 based on data available from U.S. Bureau of Economic Analysis Gross Domestic Product by State. https://www.bea.gov/data/gdp/gdp-state.



Figure 1: lllinois Expenditures and Revenue Totals, 1998-2024
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Consistent with our findings, other reports also
indicate that lllinois is in a stronger fiscal position
than in past years. Dunn et al. (2024) find that
lllinois is better prepared for an economic down-
turn than it was heading into both the Great Re-
cession (2007-2009) and the COVID-19-induced
recession of 2020. That report notes that lllinois
eliminated the general fund deficit, reduced the
backlog of bills to a normal payment cycle, built
its largest ever Budget Stabilization Fund bal-
ance, improved state-supported pension funded
ratios, and rebuilt the Unemployment Insurance
Trust Fund balance. Commensurate with these
achievements, lllinois received nine credit rat-
ing upgrades (since 2020) from the S&P Global
Ratings, Moody'’s Investors Services, and Fitch
Ratings.

REVENUE

FY2024's total revenue was $115.14 billion, up
$3.37 billion or 3.01% from FY2023. lllinois’ reve-
nue consists of own-source revenue and federal
revenue. lllinois’ own-source revenue includes
the “Big 3” (individual income, sales, and corpo-
rate income taxes) along with other taxes and
fees. lllinois' own-source revenues increased by
$2.36 billion (3%) from FY2023 to $80.9 billion
in FY2024. Note that over the 26-year period, all
revenue categories have grown at a much faster

rate than the 3.8% rate of GDP growth. The com-
bination of natural growth, changes in economic
structure and policy changes that enhanced rev-
enue have enabled state revenues to keep pace
with state spending.

Individual income tax revenues increased $2.07
billion (8.17%) from FY2023, while corporate
income tax revenues decreased by $2.18 billion
(20.18%). Because some business tax returns
include payments of personal income taxes of
some owners the lllinois Department of Revenue
must calculate the split between the two revenue
sources after the fact. The reallocation of tax rev-
enue between the personal and corporate income
tax reflects the reallocation of some business-re-
lated income tax revenues to personal income tax
revenues rather than any substantive change in
economic activity. Without this technical change
corporate tax revenues would have remained
almost unchanged. Personal income tax revenues
would have shown modest growth because wag-
es increased while employment was stable (COG-
FA 2024). Sales taxes grew less than two percent
which represented a decline in inflation adjusted
values with a 3.0% inflation rate. (Commission

on Government Forecasting and Accountability
2024).

Federal revenue includes reimbursement for
Medicaid, federal aid for transportation, and



other federal assistance. Total federal revenue

for FY2024 was approximately $34.2 billion, an
increase of about $1 billion (3%) from FY2023. In
FY2024, federal Medicaid reimbursements totaled
$21.38 billion which was an increase of $1.17 bil-
lion (5.80%) from FY2023. Part of this growth is
because of retroactive claims in which the lllinois
Department of Healthcare and Family Services
(IDHFS) and the Department of Human Services
(IDHS) identified programming errors in match
calculations, resulting in $633 million in additional
revenue (COGFA 2024). Without this technical
adjustment, Medicaid revenues would have grown
only $0.5 billion, because, as we projected in our
report last year (Wilbur-Mujtaba et al. 2024) Med-
icaid match rates declined due to the end of en-
hanced payments during the COVID-19 pandemic.

tion of eligibility redetermination and lllinois saw
a decrease in Medicaid enrollment (Kaiser Family
Foundation 2025).3

Federal transportation funding in FY2024 was
$2.36 billion, an increase of $250 million (11.7%)
over the prior year. This reflects investments in
the lllinois transportation system under the Infra-
structure Investment and Jobs Act (IIJA), enacted
in November 2021, which will provide approxi-
mately $16 billion for all modes of transportation
over five years (lllinois Department of Transpor-
tation, n.d.). The IIJA has increased funding for
existing programs and established new programs.
Formula funding is expected to increase highway
spending by 2 percent annually through federal
FY2026 (lllinois Department of Transportation

Also, enrollment began to fall due to the resump- 2024).
Table 1. Main Revenue

Category F.Y.2024 F.Y.2023 F.Y.1998 1-Year 26-Year
($ billions) ($ billions) | ($ billions) Change CAGR*
Individual Income Taxes 27.38 25.31 6.85 817% 5.48%
Federal Medicaid 21.38 20.21 3.34 5.80% 7.40%
Sales Taxes 16.43 16.22 72 1.26% 3.22%
Federal Other 10.47 10.88 3.75 -3.78% 4.03%
Corporate Income Taxes 8.3 10.48 1.86 -20.81% 5.92%
Medical Provider Assessments 4.34 4.09 0.54 6.21% 8.32%
I'zf;de:"itiz gmm Revenue 3.01 2.59 0.73 16.38% 5.62%
Motor Fuel Tax 2.82 2.57 13 9.85% 3.02%
Gifts And Bequests 2.45 21 0.14 16.63% 11.69%
Licenses, Fees & Registrations 2.37 2.06 0.31 14.99% 8.21%
Federal Transportation 2.36 2.1 0.84 11.68% 4.08%
All Other Sources** 13.84 13.16 519 517% 3.84%
Total 115.14 m.77 32.03 3.01% 5.04%

1
Final Value (26)
* Compound Annual Growth Rate or CAGR = (Bsgmnmg Value )

. The values are calculated in nominal dollars.

** All other revenues are not specifically mentioned. See Appendix item 1 for all revenue categories.
Source: Fiscal Futures processing of Illinois Office of the Comptroller data. See https://igpa-uillinois.github.io/Fiscal-Futures/ for detailed methodology.

‘Kaiser Family Foundation. "Medicaid Enrollment and Unwinding Tracker.” https://www.kff.org/medicaid/issue-brief/medicaid-enroliment-and-unwinding-

tracker/.

The tracker relies on renewal data that the federal Centers for Medicare and Medicaid Services (CMS) collects from states. [FROM PRW: directly
sourced IL data suggests decline from 4.0 million July 1, 2023 to 3.4 million July 1, 2024: https:/hfs.illinois.gov/content/dam/soi/en/web/hfs/

sitecollectiondocuments/202407hb2731.pdf



EXPENDITURE

Total expenditures increased 2.7% from $111.97 billion in FY2023 to $114.99 billion in FY2024. This in-
crease was significantly less than the 11.9% increase between FY2022 and FY2023. In this section, we
decompose the various expenditure categories and discuss some factors contributing to their increase
or decrease in FY2024.

A Methodological Change in How Some Pension Spending is Categorized

Fiscal Futures’ conceptual framework requires categorizing expenditures according to the function
they support rather than the budgetary funds through which they are funneled. Because of this, past
reports counted most pension spending as part of the expenditures for the employees of the relevant
agency. For example, pension spending that went as benefits to human service employees was
counted as spending on human services. However, because most teachers are not state employees,
in past years, spending to support teacher pensions was treated differently. We accounted for this
spending as a separate expenditure item rather than including it as part of state spending on K-12
education.

On reflection, we decided to treat these pension payments in parallel with other pension spending
and, therefore, include them as part of K-12 education spending. In order to maintain consistency
across years we have recalculated all previous years using this methodology.

Since readers also might be interested in total pension spending during current and past years. We
have added Table 3 showing this information separately, but emphasize that pension spending is
already incorporated in other spending categories and should not be added to the total shown in
Table 2.

Table 2 details major expenditure categories by
functions, the one-year change from FY2023, and
the long-run growth rate since FY1998. The top
three single expenditure categories in FY2024
are Medicaid, K-12 education, and human services.
Similar to revenues, spending over the 26-year
period in all categories except higher educa-

tion increased at faster than total output. Over
this long period, revenue growth (5.04%) nearly
matched the 5.14% growth in spending.

During FY2024, lllinois spent $33.4 billion on
Medicaid, or about 29% of total expenditures.
Medicaid expenditures in fiscal 2024 are $1.04 bil-
lion (3.19%) higher than in FY2023. This increase
is smaller than in the previous fiscal year, mainly
because of the decline in Medicaid enrollment in
FY2024 (Commission on Government Forecast-
ing and Accounting 2024, 85). lllinois and other
states’ Medicaid enrollment increased significant-
ly during the COVID public health emergency
because the federal government required states
to continue to cover individuals who were either
enrolled in Medicaid at the start of the COVID-19
public health emergency or who became enrolled

in Medicaid during the emergency period. (lllinois
Department of Health and Human Services 2023).
The Medicaid continuous enrollment condition
ended on March 31, 2023 (see Medicaid.gov n.d.),
and redetermination has gradually resumed in II-
linois, resulting in some previous Medicaid enroll-
ees losing coverage.

In FY2023, Medicaid enrollment rose to a historic
high point of 3.82 million individuals (Commis-
sion on Government Forecasting and Account-
ing 2023, 83). Estimated enrollment in FY2024
has decreased to 3.77 million. Enrollments are
projected to decrease further to 3.6 million
individuals in FY2025 due to the resumption of
redetermination (Commission on Government
Forecasting and Accounting 2024, 85).

Spending on K-12 education is the second larg-
est category and increased $660 million or 3.1%
to $21.71 billion in FY2024. This increase pri-
marily reflects the $350 million increase in the
evidence-based funding (EBF) formula for K-12
education (lllinois Lieutenant Governor’s Office
2024). The FY2024 EBF appropriation was $8.28



billion (lllinois Lieutenant Governor’s Office 2024,
lllinois State Board of Education n.d.-a). During
the COVID-19 pandemic, the lllinois State Board
of Education (ISBE) was supported by the $7.83
billion received from the Elementary and Sec-
ondary School Emergency Relief (ESSER) funds
under the Coronavirus Aid, Relief and Economic
Security Act, Coronavirus Response and Relief
Supplemental Appropriations Act, and American
Rescue Plan. As of December 15, 2024, total ESS-
ER funds spent were $7.32 billion, or 93.5%, of the
amount received (lllinois State Board of Educa-
tion n.d.-b).

Human Services is the third largest spending

category. Expenditure on this category increased
by $1.64 billion, up 18.54% from FY2023, bringing
total human services spending to over $10 billion.

Table 2. Main Expenditure Categories

Within this category the three largest increases
were in the areas of Developmental Disabilities
($315 million); Family and Community Services
($292 million); and Early Childhood ($289 mil-
lion). In FY2024, lllinois spent over $2.5 billion for
services for people with developmental disabili-
ties and $2.2 billion for early childhood and child-
care programs.

The right-most column of Table 2 shows the
CAGR for each spending category during the
entire period for which we have data (fiscal 1998
to fiscal 2024). On average, during the past 26
years, total expenditures have grown by 5.14%
each year. The rapidly growing expenditure cat-
egories, in the long run, include Medicaid, 7.27%;
Debt Service*, 6.15%.

Category F_Y_2024 F_Y_2023 F_Y_1998 1-Year 26-Year

($ billions) | ($ billions) | ($ billions) Change CAGR*

Medicaid 33.44 32.41 5.40 3.19% 7.27%
K-12 Education 21.71 21.05 5.60 3.10% 5.35%
Human Services 10.47 8.83 3.93 18.54% 3.84%
Local Govt Revenue Sharing 9.66 10.90 3.48 -11.43% 4.01%
Transportation 5.91 5.29 1.98 11.68% 4.30%
University Education 5.02 4.67 2.28 7.44% 3.07%
State Employee Healthcare 316 3.00 0.73 5.34% 5.80%
Other Departments 314 3.43 0.41 -8.43% 8.14%
Debt Service 2.29 1.95 0.48 17.27% 6.15%
Corrections 1.83 1.70 0.99 7.26% 2.40%
Children And Family Services 1.79 1.58 1.30 13.71% 1.25%
All Other Expenditures** 16.60 17.16 4.66 -3.28% 5.01%
Total 115.00 111.97 31.24 2.71% 5.14%

* Compound Annual Growth Rate or CAGR = (Begmnmg Value )

1
Final Value (26)

. The values are calculated in nominal dollars.

** All other expenditures are not specifically mentioned. See Appendix item 2 for all expenditures categories.
Source: Fiscal Futures processing of Illinois Office of the Comptroller data. See https://igpa-uillinois.github.io/Fiscal-Futures/ for detailed methodology.

*Our measure of debt service intentionally excludes repayments of principal and may differ from figures reported elsewhere. Repayment of debt principal
exchanges one asset (money) for another (equity) and is not a current expenditure. Similarly, to the extent possible we exclude revenues from bond and

asset sales when calculating current revenues




As discussed above, state pension contributions
are included as expenditures on the functions
they support.in FY2024 State contributions to
the Teachers Retirement System (TRS) are now
reported as part of the expenditures under K-12
education. This also includes a small amount of
money that goes to the Chicago Teachers Pen-
sion Fund (CTPF). State contributions to the
State University Retirement System (SURS) are
counted as part of the higher education expen-
ditures. State contributions to the other pension
systems are included as part of the expenditures
on the function that they support. For example,
the $10.47 billion expenditures in Human Ser-
vices includes $35.6 million in retirement-related
spending. Table 3 shows state contributions to
each of the five pension systems, with a total con-
tribution of $10.63 billion in FY2024.

Table 3. State Pension Contributions FY2024

Pension System Expenditure ($ millions)
State Employees’ Retirement System (SERS)* 2,278.1
State Universities Retirement System (SURS)** 2,133.3
Judges’ Retirement System (JRS) 147.8
General Assembly Retirement System (GARS) 26.5
Teachers' Retirement System (TRS) 6,043.7
Total*** 10,629.5

* The state’s contributions to SERS come from payment requests directly from SERS and from state agency payrolls. Contributions to GARS, JRS, SURS
and TRS are vouchered directly by those pension systems.

** Include $215 million annual certified payment from State Pensions Fund.

*** Does not include $322.7 million to the Chicago Teachers' Pension Fund (CTPF). CTPF receives some state appropriations, though the system is
primarily funded by Chicago residents.

Source: Fiscal Futures processing of Illinois Office of the Comptroller data.




PRESIDENTIAL TRANSITION AND TAX POLICY

ASSESSING CONTINUED STATE FISCAL CHALLENGES

Despite the state of Illinois’ balanced fiscal scenario at the end of FY2024 we expect significant fiscal
challenges going forward. Major reasons include:

1. Aid the federal government provided during the pandemic has ended and will be completely
spent by the end of the 2026 calendar year (Thiess and Pontari 2024).

2. The new presidential administration and one-party Republican rule in Congress may lead to
policy changes on both the revenue and spending side that will have mixed fiscal effects for the
state of lllinois. These changes are likely to be dramatic with a great deal of uncertainty.

3. The local government fiscal challenges that we identified in last year’s report—diminished rider-
ship (and revenues) for public transit agencies, the need for remedial services in public educa-
tion due to pandemic-inflicted learning losses, and diminished non-residential property values
due to increased work from home—continue unabated. Local governments will likely look to the
state for help.

We expand on points 2 and 3 in the next two sub-sections.

IMPLICATIONS OF THE PRESIDENTIAL TRANSITION AND POTENTIAL FEDERAL TAX POLICY
CHANGES

In October 2024 the Tax Foundation released an analysis that modeled the impact of candidate Donald
Trump’s tax proposals (York et. al 2024). The Institute on Taxation and Economic Policy (ITEP) released
an analysis in October 2024 (Wamhoff et. al 2024). Although ITEP’s publication is a little less specific
about the precise assumptions of their model, both analyses assumed a Trump administration would
enact the following provisions of the tax code:

A. Making the individual provisions of the Tax Cut and Jobs Act (TCJA) permanent except for
the cap on the deduction for state and local tax (SALT) payments

B. Restoring TCJA business tax provisions that are scheduled to expire

C. Exempting tips from the income tax

D. Exempting social security benefits from the income tax

E. Exempting overtime pay from the income tax

F. Creating an itemized deduction for auto loan interest

G. Eliminating green energy subsidies that were enacted by the Inflation Reduction Act (IRA)

H. Raising tariffs

Although the details of their findings differ slightly, both ITEP and the Tax Foundation find that the tax
changes would lower national income tax rates and that high-income taxpayers would receive signifi-
cantly more benefits than lower-income taxpayers. Most of the “tax cuts” are actually a continuation of
the 2017 changes due to expire next year.

Both analyses find that the tax provisions would cause federal tax revenue to fall and that this drop in
revenue would not be made up for by the increase in tariffs and the elimination of green subsidies. The
Tax Foundation also finds long-run increases in after-tax income, especially for households in the top
20 percent of the income distribution.



INDIVIDUAL INCOME TAX POLICY

Unfortunately, neither of these analyses nor any
others that we could find explore the implications
of these changes in federal tax policy for state
tax revenues. There are good reasons to believe
that at least some of these provisions, if enacted,
would be of substantial importance to lllinois’
fiscal situation. While quantitative estimates of
these state impacts are beyond the scope of this
report, we provide some qualitative analyses.

From the perspective of the state fiscal situation
the single most important prospective federal tax
policy change is likely to be the reinstatement of
an uncapped SALT deduction. Prior to the TCJA,
any payment of an lllinois state income tax or
local property tax could be used as an itemized
deduction to lower a taxpayer’s federally tax-
able income.®* The TCJA limited that deduction to
$10,000 for both single and joint filers and also
significantly increased the standard deduction. In
combination, these two changes meant that many
taxpayers no longer itemized and so received no
federal tax benefit to offset their state and local
tax payments.

The TCJA cap on the SALT deduction may have
decreased political support for state and local
taxes. Elimination of the SALT cap, as President
Trump has proposed, could soften resistance to
paying state and local taxes, even with the high-
er standard deduction. Most of the benefits of
the SALT deduction would go to higher-income
households, so eliminating the cap will likely
make the combined state and local tax burden
less progressive.®

Eliminating federal income taxation of tips and
overtime pay could also have implications for llli-
nois’ fiscal situation, but the effect would depend
on how these changes were implemented.” These
two changes are so unorthodox that it is difficult
to predict how they would be administered as
well as their impact of the economy. The lllinois
income tax reporting system currently uses fed-
eral adjusted gross income (AGI) as its starting
point. If the federal tax system simply stopped

requiring taxpayers and employers to report

tips and overtime pay as part of their AGI, those
incomes would be effectively tax-free in lllinois
unless the state deviated from federal policy and
required reporting. If, however, the federal gov-
ernment requires reporting of tip and overtime
income but then allows a deduction for some or
all of the income, lllinois’ tax base might be pre-
served with minor changes in tax administration.
The federal decision about whether or not to tax
social security benefits is mostly irrelevant to Illi-
nois’ income tax system since lllinois does not tax
social security or other retirement income.

While not a tax policy, the greatest change in Illi-
nois’ revenue picture could come about through
changes in Medicaid policy. As we documented in
the section on revenue, federal Medicaid match-
ing funds are lllinois’ second biggest revenue
source. Orris and Heyison (2024) document
some of the ways in which proposals by Republi-
can-leaning groups might alter the Medicaid pro-
gram and reduce coverage and federal matching
funds. Proposals being discussed include cap-
ping per capita Medicaid spending, eliminating
or restricting special health care provider taxes,
dismantling the Medicaid expansion to higher
income households allowed under the Affordable
Care Act, lowering the 50% “floor” for the fed-
eral medical assistance percentage (FMAP), and
imposing lifetime limits on Medicaid coverage.
The provisions could cut total federal Medicaid
spending by tens or even hundreds of billions of
dollars over the next decade. To our knowledge,
the exact revenue implications of such changes

5In some circumstances sales tax payments could be deducted instead of state income taxes. We note that the federal alternative minimum tax (AMT)
meant that many high income tax payers got reduced (or no) benefit from the SALT deduction even prior to the TCJA.
6 See Committee for a Responsible Federal Budget SALT Deduction Resources https:/www.crfb.org/our-work/issues/salt-deduction-resources for a

number of analyses of SALT Cap Repeal

7York et. al. 2024 estimate that the 2025 national reduction in federal income tax revenue from the exemption of overtime income would be about $65
billion while the exemption of tip income would reduce revenue by about $10 billion



for Illinois have not been studied. Reductions in
immigration may cut the unusual state spending
for medical care for new arrivals—a process that
already appears to be underway.

lllinois must carefully monitor changes in fed-

eral tax policy to understand their implications
for state and, to a lesser extent, local revenues.
lllinois should be prepared to make compensatory
changes to its own revenue systems and spend-
ing should major federal tax policy or Medicaid
changes occur.

BUSINESS TAX POLICY

Illinois receives significant revenue from taxation
of business activities. Some of the revenue is
recorded as corporate income tax revenue but

as we make clear below, some business activities
are taxed through lllinois’ individual income tax
system. Changes in federal policy have the poten-
tial to alter the amount and mix of business tax
revenue collected by lllinois.

lllinois corporate income tax revenues are not
expected to be impacted significantly by changes
in federal tax policy because the TCJA enacted in
2017 indefinitely locked in many provisions rele-
vant to business taxes. The $10,000 limit on state
and local tax (SALT) deduction expiring at the
end of 2025 for federal individual income taxes
never applied to federal corporate income taxes.
All state and local taxes continue to be a business
expense that lowers taxable corporate income.

While no direct impact on state corporate in-
come taxes is expected to result from changes

in federal tax policy, changes may have small
indirect effects. The percentage of businesses fil-
ing federal income taxes as pass-through entities
has increased steadily since the 1980s, while the
share filing as C Corporations fell just as steadily.
“Pass-through” entities apportion and distribute

business earnings and losses to individual part-
ners or shareholders (in the case of Subchapter S
Corporations, Regulated Investment Companies,
and Real Estate Investment Trusts). The earnings
are treated as individual income and subject to
individual income taxes, in contrast with C Cor-
porations, which are treated as business income
and subject to corporate taxes on behalf of the
business. Pass-through businesses do not pay
corporate income taxes.

This shift in forms of business has been due, in
part, to preferential provisions in federal and state
income tax systems that have made effective
income tax rates for individual tax filers attractive
relative to corporate income tax effective rates.
The share of businesses filing tax returns as a C
Corporation in the United States decreased from
16.6 percent in 1980 to 4.4 percent in 2016 and to
3.8 percent in 2020 (Tax Foundation 2020). (The
vast majority of businesses—about 73 percent

of the total number of business filers—are sole
proprietors that pay individual income taxes, a
percentage that has remained relatively stable
since 1980.) The national trend toward reorga-
nization of businesses as pass-through entities
preceded enactment of the TCJA in 2017 and did
not reverse since its enactment. Hence, we do not
anticipate large impacts on state business income
taxes from changes in federal tax policy currently
discussed.

While pass-through businesses do not pay cor-
porate income taxes, lllinois corporations that are
not a pass-through entity pay a 7 percent state
corporate income tax and a 2.5 percent personal
property replacement tax (PPRT).8 lllinois pass-
through businesses pay only a 1.5 percent PPRT,
and then the individual partners or sharehold-
ers pay a 4.95 percent state individual income
tax on the earnings net of losses distributed to
them by the pass-through entity (alternatively, a
pass-through entity can pay the 4.95 percent on
distributed earnings in lllinois as a pass-through

8 Some analysts emphasize differences in state top corporate income tax rates as a yardstick for comparing competitive business environments. Illinois’
combined corporate and PPRT rate of 9.5 percent ranks second highest among U.S. states, lower only than Minnesota’s 9.8 percent rate. The top corporate
tax rate, however, does not make for a meaningful comparison because the true, total tax bite (or, effective tax rate) a business pays depends on other
state business taxes, receipt of tax incentives, and several provisions in a state’s tax code that include deductibility of sales and property taxes and rules for
apportioning business income earned in other states. lllinois has adopted many of the favorable provisions in its tax code. For example, lllinois provides for
a 100% sales factor in apportioning corporate earnings of businesses that pay taxes in multiple states. The percentage of the business’s total U.S. taxable
income that is taxable in Illinois is determined solely as the percentage of its total U.S. sales in lllinois. The single sales factor (some states also factor in
percentages of property and payroll) provides a valuable tax break to exporting businesses, as sales in other states do not contribute to taxable income in
Illinois. In contrast, all pass-through entity earnings and losses distributed to an lllinois resident are allocable to lllinois for individual income taxes. (It does
not matter where the pass-through entity’s income is earned.) Another factor is the small and declining percentage of corporate income filings. Though
only 3.8 percent of businesses filing a 2020 return in the U.S. filed a corporate income tax return, these C Corporations represented 41.6 percent of the net
(subtracting losses) business income reported and 57.5 percent of the business receipts reported (Tax Foundation 2020).



entity tax on behalf of its partners or sharehold-
ers).

The pass-through deduction, which is part of the
federal individual income tax, is scheduled to
expire at the end of 2025, just as the SALT deduc-
tion is scheduled to expire for individual income
tax filers. The federal pass-through deduction al-
lows an individual income taxpayer who receives
pass-through income to reduce their taxable
income by the smaller of two amounts: (1) 20 per-
cent of the individual’s eligible business income
from pass-through entities or (2) 20 percent

of the individual’s ordinary household taxable
income. Corporate income tax provisions in the
TCJA are not scheduled to expire as in the case of
individual income taxes. An expiring pass-through
deduction would make organization of a business
as a C Corporation slightly more attractive rela-
tive to organizing as a pass-through entity. Given
that the trend favoring pass-through entities was
established long before the TCJA and the pass-
through deduction and the favorable lllinois tax
treatment of pass-through entities (6.45 percent
combined tax rate compared to 9.5 percent), an
expiring pass-through deduction is not expected
to have much effect, if any, on lllinois corporate or
individual income tax revenues.

This discussion is confined to a small portion

of potential economic policy changes that may
emerge under the new administration. Other
changes in federal tax policy could certainly also
have significant impacts on lllinois’ economy and
fiscal situation but they are difficult to trace. Tar-
iffs could result in a significant increase in infla-
tion and could hurt some lllinois businesses while
favoring others. Increased inflation would likely
result in stronger state tax revenues but also
would drive up government costs and challenge
the income situation of many lllinois families.

CHANGES IN STATE SALES TAX POLICY AS A
POTENTIAL RESPONSE TO LOCAL FISCAL STRESS

Fiscal pressures on local governments intensified
by certain pandemic-era changes may lead them
to look to the state of lllinois for help. Broadening
the state’s sales tax base would align it more fully

with the state’s service-sector-driven economy,
and potentially generate needed additional reve-
nues for both the state and its local governments.

The state of lllinois relies heavily on sales tax
revenues to fund its basic operations: the state’s
all funds sales tax revenue was $16.4 billion in
FY2024 and net general funds sales tax revenues
are expected to be $10.6 billion in FY2025 (Gov-
ernor’s Office of Management and Budget 2024,
15). The state’s general sales tax rate of 6.25% is
above the national average, and with additional
local sales taxes, its average combined state and
local tax rate is 8.86%, 7" highest in the country
(Tax Foundation 2024). Despite these high rates,
[llinois’ reliance on sales tax revenues, measured
as a share of total state tax revenues, is 10t
lowest (Walczak 2022). How can these “high” vs.
“low” rankings be reconciled? By considering the
state’s sales tax base, which is the set of transac-
tions subject to sales taxation. By several mea-
sures, lllinois’ sales tax base is narrow, meaning
that the state generates its sales tax revenues by
applying a high rate to a small, narrow base—one
that excludes the fastest growing category of
consumption spending, services.?

Limited sales taxation of services implies that
sales tax revenues will not grow with the overall
size of the economy, as services consumption has
outpaced goods consumption over an extended
period of time, both for the nation as a whole
and lllinois specifically (Chicago Metropolitan
Agency for Planning 2019). Figure 2 below shows
that services consumption represents about
two-thirds of total consumption spending at the
national level; hence, a tax regime that increas-
ingly “misses” transactions from the growing
service sector will fail to provide a sturdy revenue
base that grows with the size of the economy.
Additional potential advantages of bringing more
services into the sales tax base include limiting
the cyclical volatility of sales tax revenues and
decreasing the regressivity of sales taxes (Chica-
go Metropolitan Agency for Planning 2023a, 82).
That said, efforts to add services to the sales tax
base should aim to exclude business-to-business
services transactions, which if taxed could gen-
erate “pyramiding” impacts on taxes and prices
(Calia et al. 2025, 13).

’Multiple studies confirm the state’s base is narrow relative to others, including the Tax Foundation’s analysis of taxable sales relative to income (Walczak
2022); the Urban Institute’s analysis of Bureau of Economic Analysis expenditures data (Airi and Sammartino 2021); and a 2017 survey of tax administrators

(Federation of Tax Administrators 2017).



Figure 2: U.S. Personal Consumption Expenditures (Percent of Total PCE)
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Source: U.S. Bureau of Economic Analysis, Personal Consumption Expenditures
Federal Reserve Bank of St. Louis, February 12, 2025

Data: U.S. Bureau of Economic Analysis, "SAPCET Personal consumption expenditures (PCE) by major type of product” (accessed Wednesday,
January 22, 2025).

The Commission on Government Forecasting and Accountability (COGFA) estimated in 2017 that if

the state taxed services similarly to some of its neighbors, the state could raise between $127 million
and $2.9 billion annually by FY 2020—an upper bound of $3.4 billion when adjusted for inflation (see
Table 4). Adding only a few services to the tax base (as then taxed by Kentucky and Indiana) produced
estimates in the low part of that range, while adding lowa’s 81 additional taxed services generated the
largest revenue estimates (Commission on Government Forecasting and Accountability 2017, 15).

Table 4. State Service Tax Estimate Summary

. Number of Broad Based Estimate Refined Estimate
Service Additional
Tax Services Tax Revenue ($ Millions) Tax Revenue ($ Millions)

System Taxed FY'18 FY'19 FY'20 FY'18 FY'19 FY'20
lowa 81 $2,040.4 $2,351.6 $2,905.4 $847.3 $975.4 $1,203.7
Indiana 8 $378.5 $435.8 $538.0 $197.7 $227.8 $281.4
Kentucky 6 $221.5 $254.1 $312.4 $127.2 $145.6 $178.6
Missouri 1 $313.4 $361.4 $446.9 $179.9 $2071 $255.8
Wisconsin 14 $672.9 $773.3 $952.7 $416.1 $477.7 $588.0

Models assume a 5% tax rate, a 7/1/17 implementation date, and a 67%, 75%, and 90% compliance timeline.
Broad based estimate taxes all transactions, the refined estimate tries to only account for transactions to final users.
Source: Commission on Government Forecasting and Accountability, State of lllinois. “Services Taxes: 2017 Update,” January 2017. http://cgfa.ilga.
gov/Upload/ServiceTaxes2017update.pdf.



The Chicago Metropolitan Agency for Planning (CMAP) has produced more recent revenue forecasts
of expanding the tax base to include more services (Chicago Metropolitan Agency for Planning 2023a,
84). CMAP considered three possible scenarios: bringing many services into the base, aligning with
lowa’s approach (“expansive”); bringing only the top three categories by sales (Computing & Streaming
Services; Business & Financial Services; Vehicle Services) into the base (“top performers”); and bring-
ing services likely to be provided by larger businesses and purchased by higher-income households,
thus mitigating equity concerns (“equity”) (Chicago Metropolitan Agency for Planning 2023b). Further,
CMAP also considered options for rate changes alongside changes to the tax base itself: keeping all
rates unchanged (Option 1); lowering the state rate by 0.5 to 0.75 percentage points (Option 2); and
lowering the state rate by 0.5 to 0.75 percentage points and raising the Regional Transportation Au-
thority (RTA) rate by 0.25 percentage points (Option 3). CMAP’s analysis (Chicago Metropolitan Agen-

cy for Planning 2023a, 84) shows that:

* The predicted range of state revenue impacts is wide, ranging from $1.1 billion to nearly $2.0
billion if the base expands with no change in rates.
e Taxing more services will generate new revenues not only for the state but for local govern-

ments that levy their own local sales taxes.

e The “expansive” scenario unsurprisingly raises the greatest additional revenue under any given

configuration of tax rates.

¢ Options 2 and 3, in which selected services are newly taxed while the state general sales tax
rate is lowered, generate significant new revenues for localities but have a mixed impact on
state revenues, as the lower state sales tax rate means less revenue generated from sales of

goods (general merchandise).

CONCLUSION

Our analysis of FY2024 fiscal data from the |IOC
shows the state of lllinois in a relatively strong fis-
cal condition compared to the past two decades
although still in a potentially precarious position
given the uncertainty in the economy and po-
tential federal changes. Our numbers show that
lllinois ran a small “all funds” surplus in FY2024.
However, since 1998 spending continues to grow
slightly faster than revenues. Furthermore, Fed-
eral Medicaid revenue has become lllinois’ 2nd
largest revenue source but could be at significant
risk with a new presidential administration. Sales
tax revenues are growing much more slowly than
total revenues or spending.

While the FY2024 state fiscal condition was
relatively good local governments face very
significant challenges and may need state assis-
tance. The state will be hard pressed to support
local governments if, as seems possible, changes
in federal policies make it more difficult for the
state to maintain current levels of services. One
potential policy that could aid local governments
without requiring additional state support would

be to broaden the sales tax base. We summarize
available evidence about the implications of such
a policy change for tax revenues of the state and
its local governments: bringing more services into
the sales tax base has the potential to increase
sales tax revenues in the short run and to better
align the state’s tax base with the overall econo-
my in the future.

©CMAP’s analysis was done in the context of identifying potential funding sources to address the transit “fiscal cliff” facing transit agencies in northeastern

Illinois
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APPENDIX ITEMS

Appendix Item 1. All Revenue Categories

Category FY .2924 FY .2923 FY.1?98 1-Year 26-Year
($ Billions) | ($ Billions) | ($ Billions) Change CAGR

Individual Income Taxes 27.38 25.31 6.85 817% 5.48%
Federal Medicaid 21.38 20.21 3.34 5.80% 7.40%
Sales Taxes 16.43 16.22 7.20 1.26% 3.22%
Federal Other 10.47 10.88 3.75 -3.78% 4.03%
Corporate Income Taxes 8.30 10.48 1.86 -20.81% 5.92%
Medical Provider Assessments 4.34 4.09 0.54 6.21% 8.32%
Receipts From Revenue Producing 3.01 2.59 0.73 16.38% 5.62%
Motor Fuel Tax 2.82 2.57 1.30 9.85% 3.02%
Gifts And Bequests 2.45 2.10 0.14 16.63% 11.69%
Licenses, Fees & Registrations 2.37 2.06 0.31 14.99% 8.21%
Federal Transportation 2.36 21 0.84 11.68% 4.08%
Other Taxes 1.71 1.64 0.25 4.09% 7.75%
Motor Vehicle And Operators 1.64 1.60 0.75 2.50% 3.06%
Lottery Receipts 1.61 1.56 0.84 3.02% 2.55%
Public Utility Taxes 1.44 1.44 119 -0.28% 0.72%
Cigarette Taxes 0.71 0.79 0.46 -9.81% 1.64%
Insurance Taxes & Fees & Licenses 0.66 0.66 0.13 0.15% 6.40%
Inheritance Tax 0.63 0.50 0.25 24.65% 3.60%
Riverboat Wagering Taxes 0.36 0.35 0.21 3.72% 2.12%
Liquor Gallonage Taxes 0.31 0.32 0.06 -1.58% 6.74%
Corp Franchise Taxes & Fees 0.21 0.23 0.12 -9.83% 2.10%
All Other Sources

Grants and Contracts, Investment | 456| 407|093 1219%|  630%
Income)

Total 15.14 m.77 32.03 3.01% 5.04%




Appendix Item 2. All Expenditure Categories

Category FY .2924 FY .2923 FY.1998 1-Year 26-Year
($ Billions) | ($ Billions) | ($ Billions) Change CAGR
Medicaid 33.44 32.41 5.40 3.19% 7.27%
K-12 Education 21.71 21.05 5.60 3.10% 5.35%
Human Services 10.47 8.83 3.93 18.54% 3.84%
Local Govt Revenue Sharing 9.66 10.90 3.48 -11.43% 4.01%
Transportation 5.91 529 1.98 11.68% 4.30%
University Education 5.02 4.67 2.28 7.44% 3.07%
State Employee Healthcare 316 3.00 0.73 5.34% 5.80%
Other Departments 314 3.43 0.41 -8.43% 8.14%
Debt Service 2.29 1.95 0.48 17.27% 6.15%
Public Safety 218 1.74 0.44 25.27% 6.38%
Tollway 1.98 1.89 0.37 4.38% 6.69%
Corrections 1.83 1.70 0.99 7.26% 2.40%
Children And Family Services 1.79 1.58 1.30 13.71% 1.25%
Community Development 1.61 1.50 0.47 7.49% 4.89%
Aging 1.54 1.38 0.22 N.77% 7.87%
Central Management 1.40 1.36 0.43 2.41% 4.67%
Revenue 1.39 3N 0.44 -55.49% 4.51%
Elected Officers 1.20 1.07 0.42 12.19% 414%
Environmental Protect Agency 0.88 0.62 0.31 42.97% 410%
Capital Improvement 0.83 0.65 0.26 27.05% 4.61%
Judicial 0.79 0.75 0.28 5.21% 4.05%
Public Health 0.73 0.77 0.16 -4.75% 5.99%
u‘:z'it:acizre & Fam Ser Net Of 0.46 0.43 om 8.50% 5.58%
Natural Resources 0.38 0.32 0.20 18.54% 2.54%
Other Boards & Commissions 0.35 0.33 0.09 6.75% 517%
Employment Security 0.27 0.27 0.18 -1.89% 1.48%
Bus & Profession Regulation 0.25 0.23 0.15 9.70% 1.94%
Legislative 0.24 0.24 0.06 1.88% 5.34%
Agriculture on 0.09 0.07 22.39% 1.57%
Total 115.00 111.97 31.24 2.71% 5.14%
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