Graduated Rate Income Tax
GRIT: A Better Way to Tax

Does Illinois Need a Graduated Rate Income Tax?
The Great Recession
ended in June of 2009 but
/ůůŝŶŽŝƐ ŝƐ ƐƟůů ƐƚƌƵŐŐůŝŶŐ
ǁ ŝƚŚŵŽƵŶƟŶŐĚĞďƚ͕ ƐůŽǁ 
job growth, and a
structural deﬁcit. The
state’s ability to invest in
things that grow jobs is
curtailed by our ongoing
structural deﬁcit.
Illinois’ ﬂat tax policy
constrains the long-term
economic growth in the
state’s private sector by
over taxing our best
consumers,
low
and
middle income families.
dŚŝƐ ƉƌĂĐƟĐĞ ĚŝƌĞĐƚůǇ
reduces consumer spending

ďĞĐĂƵƐĞ Žǀ Ğƌ ƟŵĞ ƚŚĞŝƌ
ŝŶĐŽŵĞ ŝŶ ƌĞĂů ŝŶŇĂƟŽŶ
adjusted terms has been
ﬂat or declining. Since
these families do not
generally have the ability
ƚŽ ƐĂǀ Ğ͕  ĂĚĚŝƟŽŶĂů ƚĂǆ
dollars they pay comes
directly out of what they
would otherwise spend in
their local economies.
This causes problems
because the biggest driver of the private sector
economy is consumer
spending, which now
accounts for over 66

percent of all economic
ability. Illinois’ tax system ranks 3rd highest in
tax burden for low
income families of all
states. The lowest 20%
of Illinois earners (under
$18,000) have the largest tax burden (13.7%)
with the highest 1%
($500,000 and up),
paying only 5.3%.

families, who lose growth
ŝŶŝŶĐŽŵĞĚƵƌŝŶŐŝŶŇĂƟŽŶ
Žǀ ĞƌƟŵĞƌĞƐƵůƚƐŝŶůĞƐƐ
revenues collected, which
then cannot keep up
with
the
economy.
dĂǆĂƟŽŶŝƐĨŽĐƵƐĞĚǁ ŚĞƌĞ
the economy is conƚƌĂĐƟŶŐŝŶƐƚĞĂĚŽĨǁ ŚĞƌĞ
it is expanding. This conA
graduated
rate tributes to the structural
income tax would not deﬁcit of the state
be a new tax but a new
dŚĞ/ůůŝŶŽŝƐŽŶƐƟƚƵƟŽŶ ĂŶĚ ďĞƩ Ğƌ ƌĞǀ ĞŶƵĞbecause it is not designed
to grow in order to mainrequires the income tax system.
tain needed service levels
to be a ﬂat tax system.
Of the 41 states with an
A
graduated
rate of a modern economy.
individual income tax, income tax will not hurt
Structural deﬁcits preall but 7 have a the economy but will vent the state from makgraduated tax rate actually help it. The nine ng investments in infrastructure.
states with the highest structure, transit, educatgraduated income tax ŝŽŶĂŶĚŽƚŚĞƌƉƌŝŽƌŝƟĞƐ͘ 
The regressive tax sysrate
structures
had Regressive tax policy
tem also contributes to
ďĞƩ Ğƌ ŐƌŽǁ ƚŚ ŝŶ ƚŚĞ reduces consumer spendthe structural deﬁcit
state GDP per capita, ŝŶŐ͕  ĐƌĞĂƟŶŐ Ă ďŝŐ
because it is not deďĞƩ ĞƌĐŚĂŶŐĞŝŶŵĞĚŝĂŶ problem since two-thirds
signed to grow to mainǁ ĂŐĞ͕  ĂŶĚ ŝĚĞŶƟĐĂů ŽĨĂůůĞĐŽŶŽŵŝĐĂĐƟǀ ŝƚǇŝƐ
tain needed services in a
unemployment
rates consumer spending. A
modern economy.
than the 9 states with no strong economy needs its
To
be
considered income tax.
consumers to spend.
sustain-able,
a
tax
We know that regressystem must yield a
Ɛŝǀ
Ğ ƚĂǆĂƟŽŶ ŝŶĐƌĞĂƐĞƐ
stream of revenue that
ŝŶĞƋƵĂů
ŝƟĞƐĂŶĚƉƌŽŐƌĞƐƐ
grows at the same pace
as the services it is -Ɛŝǀ Ğ ƚĂǆĂƟŽŶ ƌĞĚƵĐĞƐ
ŝŶĞƋƵĂůŝƟĞƐ͘  &ŽĐƵƐŝŶŐ
intended to fund.
taxes on lower income
A
graduated
rate
income tax could lower
the tax rate of 94% of
Illinois’ taxpayers who
earn under $150,000
while raising the eﬀecƟǀ Ğ ƌĂƚĞ ŽŶ ƚŚŽƐĞ
making over $150,000 by
just 3%.

With a regressive tax system,
we know there will be major
challenges
with
providing
ĞƐƐĞŶƟĂů ƐĞƌǀ ŝĐĞƐ  ƐŝŶĐĞ ŽƵƌ
revenues have not been growing
along with the cost of those
services. In fact, there have been
many warnings that the State of
Illinois is in a precarious ﬁnancial
ĐŽŶĚŝƟŽŶĂŶĚŶĞĞĚƐƐŽŵĞƐŽůŝĚ
changes very soon.
Comptroller Judy Baar Topinka
noted that in the last four years,
/ůůŝŶŽŝƐ͛ ŐĞŶĞƌĂůŽďůŝŐĂƟŽŶďŽŶĚƐ
have been downgraded four
ƟŵĞƐďǇ&ŝƚĐŚ͕ ƚŚƌĞĞƟŵĞƐďǇ
^ƚĂŶĚĂƌĚΘWŽŽƌĂŶĚĨŽƵƌƟŵĞƐ
by Moody’s. Most recently,
Standard and Poor lowered the
ƌĂƟŶŐ ĨƌŽŵ н ƚŽ  ǁ ŝƚŚ Ă
ŶĞŐĂƟǀ Ğ ŽƵƚůŽŽŬ Őŝǀ ŝŶŐ /ůůŝŶŽŝƐ
the lowest credit score in the
ŶĂƟŽŶĂŶĚĐŽƐƟŶŐƚĂǆƉĂǇĞƌƐ
more in interest payments on
borrowed funds. The State will
soon be paying millions in interest
to borrow.

Illinois has been borrowing to
ƉĂǇŽǀ ĞƌĚƵĞďŝůůƐĂŶĚƐƟůůŚĂƐΨϵ
ďŝůůŝŽŶǁ ĂŝƟŶŐƚŽďĞƉĂŝĚ͘ dŚĞǇ
are poised to go out for another
$500 Million soon.
And while the state struggles to
ƉĂǇ ŝƚƐ ďŝůůƐ͕  ƚŚŽƐĞ ĞƐƐĞŶƟĂů
services will suﬀer with the
ďƵĚŐĞƚ ƉƌŽĐĞƐƐ͘  ĚƵĐĂƟŽŶ ŝƐ
facing pro-ƌĂƟŽŶ ŽĨ ĐĂƚĞŐŽƌŝĐĂůƐ
and $400 million in General State
Aid cuts next year because of
increased pension cost pressure
on the budget. This would be the
ƚŚŝƌĚǇĞĂƌƚŚĂƚĞĚƵĐĂƟŽŶƐƵī ĞƌƐ
cuts and Illinois already ranks 50th
ŝŶƚŚĞŶĂƟŽŶĨŽƌĨƵŶĚŝŶŐĨŽƌŽƵƌ
public schools.
Even worse,
ƌĞĐĞŶƚ ƉƌŽũĞĐƟŽŶƐ ďǇ ƚŚĞ
Governor‘s oﬃce indicate that by
the year 2015—ϮϬϭϲĞĚƵĐĂƟŽŶ
spending will drop by more than
$1.4 billion with human services
dropping by $1 billion.
dŚĞƌĞǁ ŝůůĐŽŶƟŶƵĞƚŽďĞƐĞƌŝŽƵƐ
ĐƵƚƐŝŶĞƐƐĞŶƟĂůƐĞƌǀ ŝĐĞƐŝĨŽƵƌ

state legislators do not ﬁnd a
ƐŽůƵƟŽŶƚŽƚŚĞƉĞŶƐŝŽŶĐƌŝƐŝƐ͘ 
Pension debt payments will
overtake every other service in
our state if not resolved. Now
at some $97 billion due, each
day this is not resolved
another $17 million is added to
that total. The Governor’s
Į ƐĐĂůƉƌŽũĞĐƟŽŶƐŝŶĚŝĐĂƚĞƚŚĂƚ
state taxes and federal
assistance will increase in 2014
by $600 million but pension
ŽďůŝŐĂƟŽŶƐ ǁ ŝůů ŝŶĐƌĞĂƐĞ ďǇ
$945 million, wiping out the
increase in revenues.
There is not much good news
for Illinois’ ﬁnancial future.
t ŝƚŚĂůůƚŚŝƐĨŽƌĞĐĂƐƟŶŐ͕ ŝƚ͛ Ɛ
clear that
Illinois has a
ƌĞǀ ĞŶƵĞƉƌŽďůĞŵĂŶĚŝƚƐƟŵĞ
to consider a new revenue
plan.
The League of Women Voters ®
of Illinois supports a Graduated
Rate income tax system.
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For more
information
please see:

www.lwvil.org
or contact:
Issues@lwvil.org
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Under one graduated
tax model, a Graduated
Rate Income Tax would
bring in about $2.4
billion more in annual
state revenue and a
reduced tax for 94% of
taxpayers.
Imposing a service tax
similar to what our
neighboring states have
is projected to bring in
more than $3 billion
annually.



If Illinois can amend
ŝƚƐŽŶƐƟƚƵƟŽŶƚŽ
allow for a graduated
rate income tax, we
could:



Cut overall tax
burden for the vast
majority of taxpayers



Raise new revenues
and eliminate the
structural deﬁcit.



Pay the bills the state
owes its vendors



^ƟŵƵůĂƚĞŐƌŽǁ ƚŚŝŶ
jobs



&ƵŶĚƚŚŽƐĞĞƐƐĞŶƟĂů
ƐĞƌǀ ŝĐĞƐƚŚĂƚĐŝƟǌĞŶƐ
consider a priority



WƌŽǀ ŝĚĞĂďĞƩ ĞƌƚĂǆ
system for all Illinois
taxpayers.

The graduated rate research report, “The Case for a Graduated Income Tax in Illinois”
may be accessed at the Center for Tax and Budget Accountability website.

