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MODERNIZING ILL INOIS’  SALES TAX

For decades, various reports      many authored by our own organizations      have clearly  
demonstrated that expanding Illinois’ tax base to include more consumer services would make 
the system both fairer and more sustainable. 
As the second-largest revenue source supporting the state’s general fund, and a critical  
component of municipal budgets, the performance and future of the sales tax should be of  
paramount concern for both state and local leaders. 

Yet despite widespread acknowledgment of the need for improvement, the legal and administrative 
complexity of modernizing the sales tax in Illinois has prevented necessary reform. It has also  
perpetuated an outmoded system that unintentionally favors some businesses and consumers 
over others, which is fundamentally inefficient and contrary to the goals of sound tax policy.  

As the state recovers from the COVID-19 pandemic and faces new challenges a quarter of the 
way into the 21st century, we can no longer defer progress on this critical issue. All the taxing 
bodies that rely on the sales tax are facing acute challenges related to the adequacy of their 
funding as federal pandemic aid expires, which adds urgency and resonance to the need to  
solve this problem.    

Our organizations represent a broad range of government and tax policy viewpoints — from  
business and education to transportation and land use to fiscal accountability. We don’t always 
agree, but we are united on this: the time has come for Illinois to modernize its sales tax by  
expanding its base to include more consumer services. This challenging but common-sense 
solution would improve the structure of the state’s tax system and ensure that it has stable,  
adequate revenue to support the high quality of life that the people and communities of  
Illinois deserve. 

This collaborative report outlines the history of how we got to this point, alongside a clear,  
compelling case for sales tax modernization and a roadmap for enacting the critical reforms  
necessary to secure a stronger fiscal future for Illinois. 

Sincerely, 

Erin Aleman, Executive Director 
Chicago Metropolitan Agency for Planning 
 
Ralph Martire, Executive Director 
Center for Tax and Budget Accountability 

Joe Ferguson, President 
The Civic Federation

Josh Weger, Executive Director 
Illinois Economic Policy Institute	

MARCH 2025
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Executive summary

As the State of Illinois’ second largest revenue source, the sales tax is a critical tool that supports 
government operations and public services throughout the state. First implemented in the 1930s, 
Illinois’ antiquated sales tax structure still primarily taxes goods rather than services. Due to this 
narrow tax base — which does not reflect the modern, service-oriented economy — the sales tax 
is falling short. Illinois needs a more strategic and sustainable fiscal structure that delivers consistent 
and reliable revenue growth, efficient spending, and economic competitiveness. 

The time has come to fundamentally modernize the sales tax in Illinois to better reflect a  
21st century economy. Applying the sales tax to consumer services would help secure Illinois’ 
financial future and its ability to meet residents’ needs by supporting critical public services,  
reducing tax inequities, and enhancing fiscal stability. 

THE TIME HAS COME TO ACT
As a policy matter, a half-century of tax base erosion means the state’s sales tax does not  
adequately capture current consumer spending activities. This results in disproportionately lower 
per-capita sales tax collections in Illinois compared to other states, despite a comparatively high 
composite sales tax rate.1 The state’s outdated approach also unintentionally and unfairly gives 
preferential tax treatment to service-producing businesses and high-income consumers over  
retailers and low- and moderate-income households who spend most on goods.   

As a practical matter, slow revenue growth means Illinois’ fiscal condition and its ability to invest  
in critical public services will be constrained for years to come. Despite recent progress that puts 
Illinois in a better position to respond to uncertain and ever-changing macroeconomic conditions, 
the funding needs facing the state are substantial. While it is important to practice strong financial 
stewardship to constrain cost growth over time — as noted in Governor Pritzker’s State of the 
State and Budget for fiscal year 2026 — bold and targeted actions will be required to avoid drastic 
cuts to public transportation in northeastern Illinois, as well as to meet the state’s obligations 
across a variety of other important expenditures like pensions and education. The sales tax is a 
critical source of funding for each of these public investments, but annual inflation-adjusted state 
sales tax revenues have consistently remained flat, growing only 11 percent between 1990 and 
2023 (for a compound annual growth rate of 0.3 percent).   

Modernizing the sales tax is essential for the State of Illinois to improve the soundness of its tax 
system, to achieve long-term fiscal stability, and to meet future economic challenges. As part of a 
path to sustainable revenue growth, Illinois should expand its sales tax beyond goods to include 
more consumer services. The benefits of such a policy change would include a more diversified, 
equitable, and sustainable tax structure that allows the state and local governments to consistently 
and effectively invest in programs and services. 
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Key Findings 
Illinois’ sales tax structure is outdated and misaligned 
with economic activity. The sales tax operates within a 
decades-old model that primarily taxes goods. Consumer 
spending has shifted significantly from goods to services 
over the past century, as expenditures on consumer services 
have grown 2.5 times faster than expenditures on goods 
over the last six decades.  

Illinois currently taxes only 29 out of 176 consumer services 
through a variety of specific excise taxes on things like utilities 
and parking. Illinois’ model diverges from most other states, 
many of which have modernized their own sales tax structures 
in recent years. 

A sales tax on services would be less regressive than  
the current structure. The current system is unfair because 
high-income households spend five times more on untaxed 
services than low-income households, despite spending a 
smaller share of their income. Taxing services would correct 
this inequity that unintentionally favors wealthier individuals. 

The state could also offset any negative impacts on lower  
income households by using some of the new revenues 
generated to expand income-targeted tax relief programs 
such as the Illinois Earned Income Tax Credit (thereby  
increasing income levels for the lowest earners) or reinstating 
the Circuit Breaker Property Tax Relief program (providing a 
property tax break based on income-level).  

A sales tax on services would produce additional  
revenue to fund critical services. Recent estimates find 
that expanding the sales tax base to include a broad range 
of consumer services could generate up to $2 billion annually 
for the State of Illinois, as well as hundreds of millions in 
revenue for local governments through existing local sales 
tax rates. The state can use these incremental revenues to 
address today’s most pressing fiscal challenges, including  
education, transit, and unfunded pension liabilities. 
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Key implementation considerations 
This report lays out the policy considerations for expanding the sales tax base to include consumer 
services and introduces key principles for implementation. As Illinois considers and designs a 
sales tax on services, there are several principles that should be incorporated as part of an  
implementation plan: 

	▶ �A service tax should be imposed on a broad set of consumer services to comply 
with the Illinois Constitution’s uniformity clause, which requires that taxes be  
consistently applied, with reasonable exemptions.   

	▶ �Any economically efficient plan to tax consumer services should include two  
important exemptions to support the state’s households and businesses: 

	▷ �Essential services like housing, healthcare, and childcare that are generally  
not classified as volitional consumption should be excluded from any tax on  
consumer services. Taxing these transactions could cause significant disruptions 
for households of all incomes and would be contrary to the state’s broader 
policy objectives. 

	▷ �Services purchased by businesses as an input into products later offered for  
sale should also be excluded. These business-to-business (B2B) transactions, 
which include services like accounting and legal support, are considered  
intermediate inputs that help create products that will be taxed when sold to  
the final consumer. Taxing these transactions would lead to tax pyramiding —  
an economically inefficient approach that results in uneven and inconsistent  
effective tax rates. Taxing B2B services would also damage Illinois-based  
businesses’ ability to compete with peers in other states. 

	▶ �To address existing taxes on services, the General Assembly should work with  
local governments to transition their existing service taxes (such as Chicago’s tax on 
streaming services) and avoid double-taxation by multiple units of government. The 
state can ensure local taxing jurisdictions, including communities with existing service 
taxes, benefit from sales tax modernization by guaranteeing that any expansion of 
the state sales tax base is fully reflected at the local level. 

	▶ �As part of an expansion of the sales tax base, taxing jurisdictions should consider 
potential adjustments to their current rates, with the goal of maximizing revenue 
while decreasing overall tax burden on consumers.  
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	▶ �Careful consideration must be given to the appropriate use of new incremental 
revenue. These resources should be targeted to advance the state’s most pressing 
fiscal challenges, including:

	▷ �Addressing the $770 million public transit funding deficit estimated by the  
RTA and total $1.5 billion needed annually to enable significant improvements 
to the transit system in northeastern Illinois;  

	▷ Paying down Illinois’ $144 billion in unfunded pension obligations;  

	▷ Fully funding the evidence-based K-12 education funding formula;  

	▷ Making additional contributions to the state’s rainy-day reserve fund; and  

	▷ �Funding tax relief for low-income households by increasing resources allocated 
to programs like the Earned Income Tax Credit and Circuit Breaker Property 
Tax Relief program.  

	▶ �To support successful modernization of the sales tax, the state should create an 
independent advisory panel to work alongside state agencies to provide professional 
guidance and ongoing evaluation of tax performance, and, as needed, suggest 
adjustments over time.  

For decades, Illinois has grappled with the question of expanding its tax base to include services. 
Past attempts faced political challenges and legal hurdles that, today, provide important lessons 
and parameters for future efforts. As lawmakers consider solutions to address the pressing  
challenges facing Illinois, success will require commitment to bold, thoughtful action and  
a sustainable future.
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Background

History of the sales tax in Illinois
Across the nation, many communities put sales taxes in place during the Great Depression  
after property taxes — previously the main source of revenue for state and local governments — 
collapsed alongside property values.2 Twenty-three states began using the sales tax as a revenue 
source in 1930. Illinois followed suit shortly thereafter by imposing a temporary 2 percent sales 
tax on general merchandise in 1933. In 1935, the state made the tax permanent.3

  
Illinois continued to fine-tune the sales tax over much of the twentieth century. These efforts 
generally focused on adjustments to the sales tax rate and taxing authorities provided to local 
governments, although changes were made in the 1980s to exempt the sales of certain foods, 
medical supplies, and manufacturing equipment.4 Effective in 1990, the state overhauled the 
structure of the sales tax by eliminating local sales tax acts, imposing a uniform 6.25 percent sales 
tax rate on general merchandise and adopting new rules for home rule and non-home rule local 
government taxing authority.

In addition to state-level sales tax measures, the legislature also took special actions to support  
Illinois’ public transportation systems. Following a period of financial distress among private 
sector transit providers in northeastern Illinois, the state established the Regional Transportation 
Authority (RTA) in 1973 to serve Cook, DuPage, Lake, Will, Kane and McHenry counties. Although 
the RTA was initially provided an annual operating subsidy, direct state support was ultimately  
replaced by the RTA sales tax — introduced in 1979 and made permanent in 1983 — and a 
partial state match of RTA sales tax receipts, which has historically been funded by state sales 
tax revenues.5 The legislature also began using sales tax revenues to fund direct state operating 
assistance to downstate transit agencies beginning in 1987.6 

Current composition of the Illinois sales tax
The uniform 6.25 percent rate adopted in 1990 remains in place today and is comprised of a 
5 percent state rate and a 1.25 percent local rate. While both rates are imposed statewide and 
administered by the Illinois Department of Revenue (IDOR), the local revenues are distributed to 
units of local government where the sales occurred (1 percent to the municipality and 0.25  
percent to the county).a Of the 46 states with a state sales tax, just three others — California,  
Virginia, and Utah — have a combined state and local rate like Illinois.7

Local governments in Illinois have also retained the authority to impose local sales tax rates  
beyond the base 1.25 percent rate. Home rule counties and municipalities can impose local sales 
tax rates without a ceiling, while non-home rule counties and municipalities can impose local 
sales taxes up to 1 percent.b Finally, the RTA sales tax is imposed in the six counties served by the 



The sales tax in Illinois is  
currently composed of four  
unique taxes
Although often referred to as a singular  
sales tax in Illinois, the state’s tax on general 
merchandise is technically comprised of four 
different taxes, each enshrined in distinct  
sections of the state tax code. 

The Retailers’ Occupation Tax — which is 
what most people think of as the sales tax in 
Illinois — is assessed on the gross receipts 
that retailers collect from selling tangible 
property in Illinois. The Retailers’ Use Tax 
is assessed on consumers who make out-of-
state purchases on items included in Illinois’ 
sale tax base, but use said items in Illinois. 

The Service Occupation Tax and Service Use 
Tax similarly impose taxes on tangible personal 
property that is sold or acquired incident to 
the purchase of a service. These taxes notably 
do not apply to the services themselves. For 
example, when a car is repaired in Illinois, the 
tax is assessed only on the parts included  
in the repair, not the cost of the labor for  
the repair.

While most goods are considered general 
merchandise in Illinois, many essential  
consumer goods are categorized and taxed 
differently. For example, the state historically 
imposed a 1 percent local sales tax on food, 
drugs, and medical devices and disbursed 
the revenues to local governments. In 2024, 
Illinois lawmakers voted to eliminate this  
tax — effective January 1, 2026 — but  
allowed municipalities to reintroduce it locally.  
Other general merchandise items that are 
exempt from sales taxes include newspapers 
and magazines, as well as machinery and 
equipment used primarily in manufacturing or 
agriculture. Sales to nonprofit or public  
organizations are also exempt.

BACKGROUND

northeastern Illinois transit system. Following 
transit reforms in 2008, the RTA sales tax rate 
is 1 percent in Cook County and 0.75 percent 
in the collar counties.c

 
Due to how the sales tax and taxing  
authority for different jurisdictions have been 
implemented and refined over time, sales tax 
rates in Illinois are structured as composite 
rates, or combinations of rates charged by 
overlapping authorities. The final sales tax 
rate paid by a consumer in any given part of 
the state is the combined total of the state 
rate and all local tax rates.

The highest composite tax rate in Illinois is  
imposed in Springfield, where consumers 
pay a 10.75 percent rate for all general  
merchandise purchases, which consists of  
the 5 percent state rate, the 1.25 percent  
standard local government rate, an additional  
2.5 percent rate imposed by the city, a 1 
percent rate for county school facilities, and 
a 1 percent rate imposed by the Springfield 
Business Improvement District (Figure 1).8  

a � �It is important not to conflate the state’s 5 percent sales 
tax rate with the combined state and local 6.25 percent 
rate when comparing the sales tax in Illinois to other states.

b  �Prior to 2024, non-home rule jurisdictions had to seek 
approval to implement and/or increase local sales tax 
rates via local referendum. This requirement was removed 
in fiscal year 2025, when the state eliminated the 
state-administered 1 percent local sales tax on groceries. 
Also, taxes imposed by non-home rule counties can be 
used to generate capital funding for schools (County 
School Facility Tax) and/or public safety services and 
facilities (County Public Safety Tax).

c  �Cook County contributes its 0.25 percent share of the 
state-administered 1.25 percent local rate to the RTA, 
while 0.25 percent of the RTA rate imposed in the collar 
counties is returned to the counties to support  
transportation and public safety expenses.

9
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Figure 1: Composite tax rates are comprised of the state rate and all local tax rates

Source: Analysis of IDOR data.

Note: Special purpose county rates include the County School Facility Tax (which can be imposed in any county besides Cook 
County) and the County Public Safety Tax. Municipal rates include both home rule and non-home rule sales taxes. 

The current Illinois sales tax is imposed primarily on goods rather than services. This makes  
Illinois an outlier with an exceptionally narrow tax base when compared to most peer and  
adjacent states. A 2017 report by the Federation of Tax Administrators found that the state and/
or local municipalities tax only 29 of 176 services.d In comparison, among the 46 states with a 
general sales tax, the average number of service industries taxed is 58.2 (Figure 2 compares  
Illinois to neighboring and other large population states).9  

The state does tax electricity, natural gas, telecommunications services, hotel and motel rooms, 
commercial parking lots and garages, and automobile rental services under separate rates and 
authorities, unlike other states. However, these taxes still do not reflect the broad array of services 
that consumers are increasingly using. 

d �Primary non-utility related services taxed by the state or local governments within Illinois, according to the survey, include photo 
finishing services, packaged and downloaded software, admissions and amusements, and leases and rentals.
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Number of services taxed by state, 2017
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Figure 2: Illinois has far fewer services than most peer and neighboring states

Source: Analysis of 2017 Federation of Tax Administrators data.

Current performance of the Illinois sales tax
Today, the state sales tax represents one of Illinois’ largest revenue sources, besides individual  
and corporate income taxes. In fiscal year (FY) 2024, the big three sources generated $41.3  
billion, or 78.5 percent of all state General Fund (GF) revenues (Figure 3). State sales tax revenues 
directly fund the GF, which is the primary source for most state agencies’ regular operating and 
administrative expenses as well as state funding for education, economic development, human 
and health services, public safety, and environmental, natural, and cultural resources. State sales 
tax revenues are also critical for transit operations, as they fund the Public Transportation Fund 
(PFT) (the state’s match of RTA sales tax receipts) and the Downstate Public Transportation Fund 
(appropriations to public transit agencies throughout the rest of the state).10 

Local governments across the state also rely heavily on sales tax proceeds. In FY2024, state sales 
tax distributions and local sales taxes, on average, comprised 20 percent of Illinois’ municipal 
revenues.11 Sales tax revenues are largely unrestricted so local governments can use the funds  
to meet a variety of needs, including matching funds for important capital and infrastructure  
projects. Maintaining a robust sales tax is therefore uniquely important to meet state and  
local needs.
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GF revenues by source (millions) FY2024 revenues Share of GF revenues

Cash receipts $45,315 86.1%

Individual income taxes $25,605 48.6%

State sales taxes $10,465 19.9%

Corporate income taxes $5,277 10.0%

Public utility taxes $695 1.3%

Investment income $654 1.2%

Inheritance tax $627 1.2%

Insurance taxes and fees $486 0.9%

Cigarette and tobacco products taxes $204 0.4%

Corporate franchise taxes and fees $202 0.4%

Liquor gallonage taxes $179 0.3%

Other taxes, licenses, fees, and earnings $921 1.7%

Federal sources $4,526 8.6%

State transfers $2,798 5.3%

Total state revenues (millions) $52,639 100.0%

Figure 3: State sales taxes and individual and corporate income taxes are the state’s three largest 
General Fund revenue sources

Source: Illinois Comptroller Traditional Budgetary Financial Report for Fiscal Year 2024.

State and local sales tax revenues have grown in recent years due to some short-term trends, 
including higher-than-typical levels of consumer spending and rising inflation. Sales tax  
performance also got a boost in the wake of the Supreme Court’s 2018 decision in South  
Dakota v. Wayfair, which eliminated the previous requirement that a retailer be physically present 
in a jurisdiction for the collection of sales taxes. In 2021, the Level the Playing Field for Illinois 
Retail Act began the collection and remittance of some sales taxes from remote retailers and 
marketplace facilitators that were previously not collected.e While these factors have buoyed the 
sales tax’s short-term performance in Illinois, the outlook for this important revenue is still  
diminishing over the long-term (Figure 4). As consumption patterns return to pre-pandemic 
trends, Illinois must strengthen this critical revenue source for the next century and beyond.

e �Public Act 103-983, effective January 1, 2025, subsequently required sales tax collections from retailers with any kind of physical 
presence in Illinois who make sales that are sourced outside of this state to Illinois customers.
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Figure 4: Although sales tax revenues are forecast to grow 2 percent annually, per capita revenues 
are anticipated to remain below the 2022 peak between now and 2030

Source: Analysis of historic data from Illinois Traditional Budgetary Financial Reports and forecasts from the Governor’s Office of 
Management and Budget’s (GOMB) Illinois Economic and Fiscal Policy Report (dated November 1, 2024) and Illinois State Budget 
Fiscal Year 2026.

Note: Projected revenues include FY2025 estimated revenues and 2026 budgeted revenues from GOMB’s Illinois State Budget 
for Fiscal Year 2026 released in February 2025. Projections for FY2027 and beyond were calculated by applying the rate of growth 
assumed in GOMB’s 2024 Illinois and Economic Policy Report to the figures from the budget document.
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Policy considerations for modernizing  
the sales tax in Illinois

The soundness of a state’s tax system depends on several interrelated factors, including the mix 
of revenues, the base of each tax, and tax burden distribution among taxpayers. For a tax system 
to effectively generate revenue in a modern economy, it must be current, adequate, fair, 
and efficient. Illinois is undermining its potential across all these elements by failing to address 
its narrow sales tax base. 

TODAY A modern sales tax would...

Consumers increasingly spend  
more of their income on services 

than goods, but the sales tax does 
not capture these 21st century  

consumption patterns.

Reflect current economic trends  
and accommodate future shifts.

Sales tax receipts are not growing  
in line with public costs, despite 
their importance as a source of  

state and local revenue.

Ensure revenues are adequate to  
fund government services over time  

and across economic cycles.

High-income households  
spend nearly 5x as much as low- 
income households �on consumer 

services, but none of these  
expenditures are taxed.

Introduce a fairer and less regressive  
tax by shifting the burden toward  

higher-income households while also  
enabling other measures to support 

�low-income households.

Uneven taxation of goods and  
services distorts the environment in 
which consumers make decisions 
and Illinois businesses compete.

Purposefully and efficiently tax the  
final consumption of goods and services 

to minimize distortions in consumer  
and business behavior, ensure business  

competitiveness, and prevent high  
prices caused by tax pyramiding.
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The following sections outline Illinois’ sales tax performance today across these four priorities and 
highlight how modernizing the base to include more consumer services would help make the tax 
more productive, progressive, and in-step with the modern economy.

Current: a modern sales tax aligns with economic activity
Today’s economy looks very different than it did when the Illinois sales tax was originally put  
in place in the 1930s. Over the last century, the U.S. transitioned from an economy based on 
manufacturing and other goods-producing industries to a services- and information-based  
economy. With this transition came cheaper and more efficiently manufactured goods from  
within the country and overseas, rising standards of living, and increased disposable income, 
resulting in greater demand for services. 

National consumer expenditure data shows that consumers today spend considerably more of 
their household income on services, and significantly less on goods, than they did historically 
(Figure 5). This is due, in part, to rising housing and healthcare costs, which have grown  
substantially since the mid-20th century but should not be considered taxable consumption  
since increased prices would further impact access.12,13,14 However, housing and healthcare do  
not explain the full story. 

Figure 5: Consumers are increasingly spending more of their household incomes on services
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personal consumption
expenditures by major
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Expenditures on consumer services alone — services excluding healthcare and housing — grew 
2.5 times more than expenditures on goods over the last six decades. In Illinois, while expenditures 
on goods rose 156 percent between 1997 and 2023, expenditures on consumer services rose 
nearly 200 percent over the same period. This shift can largely be attributed to the way that many 
formerly tangible goods now have digital replacements. Today’s consumer downloads e-books, 
streams movies and music, stores files and photographs in the cloud, and subscribes to services 
for their home, vehicle, and even appliances.15 These are all forms of personal consumption, and 
there is an opportunity for the sales tax to be better aligned with this new reality. Aligning Illinois’ 
tax structure with 21st century consumption patterns by expanding the base to include consumer 
services will ensure it is more effective and dependable.

Adequate: a modern sales tax meets revenue needs across economic cycles
Effective government operations depend on predictable and stable revenues that grow in line 
with inflation, ensuring the ability to maintain services — even during economic downturns. A 
well-designed sales tax applied to the broadest possible base, even at low rates, is more reliable 
than many other taxes. However, with its narrow tax base, Illinois’ sales tax has been inadequate 
to meet growing funding needs regardless of increases in nominal sales tax revenues.

Despite being the second largest revenue source for the state, sales tax has historically  
experienced very little growth. Illinois collected $10.5 billion in sales tax revenues in FY2024, 
representing inflation-adjusted growth of only 11.3 percent over the last 35 years. As a result, on 
a per-capita basis — which accounts for population growth over time — real sales tax revenues  
in 2024 were nearly equivalent to revenues collected in 1990 (Figure 4). In comparison, the  
responsibilities and needs of the state have grown. While it is important for government to  
practice stewardship and responsibly constrain cost growth over time, it is just as essential that 
government invests in the public services that ensure a high quality of life and economic stability. 
Due to the deficiencies of the sales tax, other revenues have had to fill the gap and meet pressing 
needs. This has not only resulted in a higher tax burden for Illinois’ residents — for example, the  
individual income tax rate was increased from 3 percent to 5 percent in 2010 (and today, continues 
to sit at 4.95 percent) — but a less competitive tax position for the state overall.16  

The sales tax is similarly failing to deliver for other important services it funds directly, such as 
transit. Although the RTA sales tax has long been the primary public funding source for transit 
operations in northeastern Illinois, revenues have not kept pace with costs. For example, transit 
reforms in 2008 increased the RTA sales tax rate, increased the state match of RTA sales tax  
receipts, and dedicated new sales tax revenues to fund paratransit services. And yet, as paratransit 
costs and demand have grown, the share of sales tax revenues allocated to paratransit each year 
has also risen. This has, in turn, substantially eroded the revenues available to fund other transit 
costs, namely fixed-route bus and train service (Figure 6).17 
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Figure 6: Paratransit costs comprise a growing share of sales tax revenues used to fund transit 

Source: Analysis of RTA budget data.

Modernizing the sales tax can help Illinois secure new, consistent funding to strengthen its  
overall fiscal condition and meet longstanding, pressing needs for the state and local governments. 
Peer midwestern states and other large population states that tax more services than Illinois, 
on average, have higher per-capita sales tax collections and greater levels of sales tax revenue 
growth. While Illinois’ unadjusted per-capita sales tax revenues grew 56 percent between 2009 
and 2023, most of which can be attributed to inflation, per-capita revenues for peer and adjacent 
states grew between 66 and 119 percent over the same period (Figure 7).

Many efforts have been made to estimate the level of new revenues that would be generated 
from sales tax modernization in Illinois. Most recently, CMAP’s Plan of Action for Regional Transit 
estimated that expanding the sales tax base to include more services could add nearly $2 billion 
in new annual state revenues, as well as generate new revenue for counties, municipalities, local 
governments, and transit agencies across Illinois (Figure 8).18 Although specific revenues would 
vary based on the details of any legislation enacted by the General Assembly and administered 
by IDOR, expanding the base to include more services could substantially improve performance 
without raising sales tax rates.
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Figure 7: Illinois saw the lowest growth in per-capita sales tax collections between 2009 and 2023 
compared to peer and neighboring states that tax more services
Change in per-capita
sales tax revenues by
state, 2009-2023
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Source: Analysis of data from Illinois Traditional Budgetary Financial Reports and the U.S. Census Survey of State Government 
Tax Collections.

Notes: 
1. �The U.S. Census Bureau changed its methodology for calculating Illinois state sales tax revenues in 2017 (for sales tax

collections beginning in 2014) by incorporating local revenues from the 1.25 percent local sales tax rate in total state collections
and then recording state disbursements of these local revenues as intergovernmental transfers. Illinois data sources were used
to ensure state revenues are the basis of comparison.

2. �Ohio is the only peer state identified that increased its state sales tax rate during the analysis period, from 5.5 percent to 5.75
percent. The increase accounts for 7 percent of the 61 percent increase observed.

3. �Some revenue growth for peer states can be attributed to base expansions implemented during the analysis period. This
includes Iowa, Kentucky, and Texas.

Jurisdiction Applicable tax rate Revenue estimates

State of Illinois 5.00% $1.955B

Counties 0.25% $50M

Municipalities 1.00% $390M

RTA 0.75-1.0% $315M

Figure 8: Sales tax modernization could generate nearly $2 billion in new annual state revenues, 
as well as new revenues for other taxing jurisdictions (FY2026)

Source: CMAP Plan of Action for Regional Transit, Overview of key sales tax recommendations.

Notes: 
1. 2026 figures assume year 2 of implementation and 75 percent compliance with the sales tax on services.
2. �Collar counties currently retain one-third of the RTA sales tax rate imposed on goods (0.25% of the 0.75% rate) for their own

transportation and public safety purposes. PART assumes the RTA would retain the full 0.75% RTA sales tax rate imposed on
services. PART also assumed Cook County’s portion of the local 1.25% state-administered local sales tax would continue to be
directed to the RTA. Combined with the existing 1.00% RTA sales tax rate in Cook County, this results in a 1.25% total rate.
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Fair: a modern sales tax fully captures the spending of high-income consumers
Over the past century, the U.S. has undergone a profound shift from a goods-based economy  
to a service-based economy. While this transition has been linked to rising productivity, greater 
economic output, and an improved standard of living, the benefits have been far from evenly  
distributed. Since 1970, higher-income households have seen more rapid income growth than 
lower-income households.19 As a result, in 2023, households in the highest income quintile 
earned 17 times more than households in the lowest income quintile.20

This growing income disparity has led to starkly different consumption patterns across income 
groups. As illustrated in Figure 9, lower-income households allocate approximately 60 percent of 
their spending to goods, including necessities like food and clothing, leaving little room for  
discretionary spending on services such as personal care, home and vehicle repair, or gym  
memberships. In contrast, higher-income households have more flexibility to consume beyond 
basic needs. 

Because consumption of personal services is largely discretionary and often untaxed in Illinois, 
higher-income households disproportionately benefit from this untaxed spending. Expanding the 
sales tax base to include additional services would correct an inequity in the current tax system — 
one that unintentionally favors wealthier individuals while neglecting the growing consumption  
of services. 

Figure 9: Lower-income brackets have less discretionary income to spend on services than  
higher-income brackets
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Modernizing the sales tax system is necessary, but it cannot fully address the inherent regressivity 
of the current structure. Many personal services are consumed across income levels, meaning that 
taxing these services would capture a larger share of the economic behavior of both higher- and 
lower-income households. However, it is important to acknowledge that the costs of consumer 
services vary widely, often depending on the income level of the consumer. For example, a basic 
gym membership will be cheaper than a membership at a high-end gym or a facility that offers 
specialized fitness courses, reflecting differences in household purchasing power (Figure 10).

While it might seem desirable to exempt services typically used by lower-income households to 
advance equity, doing so would also exempt services consumed by higher-income households. 
This would not only limit the potential revenue generated — higher-income household spending 
on services outpaces lower-income household spending on services 5 to 1 — but also perpetuate 
existing tax distortions. 

Source: Approximate posted service costs in Chicago, Illinois as of February 2025. 

Note: All costs reflect memberships that are tied to a specific location. For premium fitness classes, the monthly cost assumes 
eight classes per month or equivalent.

Figure 10: Consumer service vary widely depending on the income level of the consumer 

Budget gym 
$15 monthly  

x 10.25% service tax

$1.54 tax

Mid-range gym  
$40 monthly  

x 10.25% service tax

$4.10 tax

Premium fitness class 
$175 monthly 

x 10.25% service tax

$18.04 tax

Luxury gym  
$220 monthly  

x 10.25% service tax

$22.55 tax
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Research shows that a more effective, progressive approach to minimizing negative impacts on 
low-income households would be to create or expand programs that directly support these res-
idents. This way, tax relief would be targeted specifically to those who need it most, rather than 
exempting broad categories that also include substantial luxury purchases. Some ideas the state 
could explore to achieve this goal include: 

	▶ �A portion of new state revenues can be 
used to increase Illinois’ Earned Income 
Tax Credit. In addition to providing respite 
for those most burdened by Illinois’ flat 
income tax, this form of relief would increase 
the income levels — and therefore the  
consumer spending activity — of the  
lowest-income earners.

	▶ �New revenues can be used to support 
property tax relief. At the state level, service tax revenues could be used to fund  
a property tax circuit breaker that would provide relief for the lowest-income property 
owners. Alternatively, more responsive and stable sales tax revenues can lessen 
local governments’ reliance on property taxes, especially in communities with high 
effective property tax rates and/or communities that have not historically benefitted 
from strong commercial tax bases.

	▶ �Greater revenues, particularly at the  
state level, can be used to meet current 
and future funding needs to improve  
the quality of life and economic  
competitiveness in Illinois. Essential  
public services such as transit and education 
have long been underfunded in Illinois.  
In addition to the Governor’s Office of  
Management and Budget’s lackluster forecasts 
for state revenues in the near-term, multiple 
fiscal crises are threatening the state’s fiscal 
health including but not limited to the transit 
fiscal cliff, a projected shortfall in K-12  
education funding, and the persistent  
underfunding of state pensions. With a  
more modernized, reliable revenue source, 
Illinois can address these critical funding  
issues which will, in turn, provide  
exponential benefits.21

Washington state began funding a 
Working Families Tax Credit in 2021, 
which provides a credit for a portion  
of sales taxes paid by eligible low- 
income taxpayers. The credit ranges 
from $315 to $1,255 depending on 
the number of qualifying children in 
the household.

Studies have shown that higher levels 
of public spending have a greater  
impact on gross domestic product 
(GDP) than tax cuts. According to 
Moody’s Analytics, income tax cuts 
and corporate tax cuts are associated 
with only a 0.88 and 0.32 return on 
investment (or the GDP is estimated to 
grow only $0.88 and $0.32 with every 
tax dollar cut) respectively, while every 
dollar change in spending on the 
Supplemental Nutritional Assistance 
Program is associated with a return on 
investment of $1.61.
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Efficient: a modern sales tax supports economic competitiveness
The structure of the sales tax inadvertently influences consumer purchases of different goods and 
services based on whether they are taxed. For example, under the current system, a consumer 
can get landscaping services tax-free but must pay a tax to buy landscaping equipment, such as 
a lawn mower. Expanding Illinois’ sales tax base to include services would lessen the impact of 
changes in consumer preferences and consumption patterns on sales tax revenues by reducing 
economic distortions. Minimizing these distortions would, in turn, encourage consumers to purchase 
goods or services to maximize their own welfare, rather than as a response to tax burdens.

At the same time, while modernizing the sales tax can introduce horizontal equity into the tax 
system, it is crucial that additional distortions are not created by simultaneously taxing intermediate 
business transactions, also known as business-to-business (B2B) transactions. Taxing business  
inputs this way increases production costs, thereby limiting the economic gains that can be  
realized from economic activity. 

Businesses might engage in any number of distortionary behaviors to sidestep these higher costs, 
including purchasing a cheaper but less effective technology or product — which hinders efficiency 
and productivity — or avoiding the taxable transaction altogether by bringing the production of 
otherwise taxable services and goods in-house. This artificial pressure to vertically integrate can 
price out smaller or less profitable firms that have far less capability to make the same choices.  
It can also create inefficiencies in a pre-existing service market where independent providers can 
typically provide a service more efficiently than a cheaper, in-house option.

Businesses might also choose to recapture higher production costs in the form of higher prices. 
When a tax is applied at multiple stages of the production process, the taxes are passed on and 
compounded until they are finally paid by the consumer of the final product, through a process 
known as tax pyramiding (Figure 11). This means the consumer will pay an effective tax that far 
exceeds what they see on their receipt.

Finally, the broad taxation of business inputs, or the taxation of a necessary high-cost input, could 
adversely impact economic competitiveness. Taxes imposed on business inputs represent an 
additional production cost that is likely not borne by competitors in other states, even if they sell 
into the same markets. Firms in states that tax an inordinate amount of business inputs are at a 
disadvantage with out-of-state competitors.22 Conversely, research has shown that excluding  
business inputs from the sales tax base contributes to greater levels of economic growth, even  
if sales tax rates increase proportionately to produce desired revenues.23
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Conclusion
Illinois’ existing sales tax base, which is narrowly focused on goods rather than services, results in 
a tax that is out-of-sync with the modern economy, that neglects to tax large tracks of consumer 
spending, and that does not keep pace with the cost of government services. To realize the many 
benefits of a broader sales tax, Illinois should modernize its sales tax by expanding the sales 
tax base to a broad range of consumer services. Thoughtfully and intentionally expanding the 
base of the Illinois sales tax would: modernize state tax policy to comport with the current  
economy; improve the productivity and progressivity of this important revenue tool; and  
enhance Illinois’ overall economic competitiveness. 

Figure 11: Taxing business-to-business transactions creates a higher consumer price  
via tax pyramiding

The effect of taxing
business inputs on
taxation

Producer Distributor Retailer Consumer

Source: Analysis of information from the Tax Foundation.
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Principles And implementation considerations  
for modernizing the sales tax in Illinois 

Illinois has grappled with expanding its tax base to include services for decades. Past  
attempts faced political challenges and legal hurdles that, today, provide important lessons  
and parameters for future implementation efforts. Despite previous challenges, sales tax  
modernization can be successful if the legislature commits to bold, specific principles and  
outcomes as it implements expansion. 

EnsurE constitutional uniformity 
One of the most important legal considerations for modernizing the sales tax is related to  
carefully navigating the state’s constitutional requirement for uniformity. Article IX, Section 2 of 
the Constitution of the State of Illinois provides what is colloquially known as the  
uniformity clause: 

In any law classifying the subjects or objects of non-property taxes or fees, the  
classes shall be reasonable and the subjects and objects within each class shall be 
taxed uniformly. Exemptions, deductions, credits, refunds and other allowances 
shall be reasonable. 

While other states have successfully modernized their sales tax bases, uniformity has been a  
key challenge in Illinois. Previous attempts to expand the sales tax base to include services have 
either run afoul of uniformity or have introduced undue complexity to try and circumvent it. These 
unsuccessful efforts show that any new approach to legally and responsibly modernizing the tax 
must focus on the following:

	▶ �Identifying a broad and uniform base for services that is designed to meet  
constitutional requirements to consistently and evenly treat the services taxed;

	▶ �Clearly articulating the legislative intention to tax the broadest possible base of 
consumer services and address the full spectrum of policy considerations;

	▶ �Minimizing the complexity of implementation and administration for service  
providers and consumers; and 

	▶ Providing reasonable exemptions. 

Modernization efforts should also allow for a classification approach that reflects the actual  
services provided by businesses, rather than relying on vague industry classifications, to ensure  
a more consistent application of taxation.



1967 
Taxing a small set of specific services found 
not uniform
In 1967, the General Assembly attempted to 
extend the sales tax to four specific services.  
Service providers challenged this effort by filing a 
lawsuit alleging that the tax violated the uniformity 
clause. The Illinois Supreme Court agreed with 
the argument and struck down the expansion.

A BRIEF OVERVIEW OF JUDICIAL AND LEGISLATIVE ACTION ON ILLINOIS’ SALES TAX

2017 
Creating multiple distinct excise taxes found 
too burdensome
Hoping to tax services in a way that would 
be more resilient to court challenges, Senate 
Amendment 2 to Senate Bill 9 creating distinct 
excise taxes for various services, including stor-
age, repair and maintenance, landscaping, and 
laundry. Each service would have been subject 
to its own 5 percent tax rate, with all proceeds 
going to the state. However, the proposal would 
have required service providers to file separate 
tax returns for the new taxes and established 
different exemptions that did not align with those 
provided for the state’s existing sales tax. The  
approach introduced an administrative burden 
and complexities that resulted in its failure.

2009 
Taxing service industries was more complex 
than taxing service providers
To modernize the sales tax, the Senate passed 
House Bill 174, which aimed to amend the 
Retailers’ Occupation Tax Act by expanding 
the definition of sale at retail and listing various 
North American Industry Classification System 
(NAICS)f codes subject to the sales tax. 

To avoid unevenly taxing services, this  
approach taxed industries rather than specific 
services — which led to inconsistencies (e.g., 
travel agent services provided by businesses 
classified under the relevant NAICS code 
would be taxed, but the same services offered 
by a general retailer would not). The failure to 
distinguish between industries and providers  
in House Bill 174 — which created considerable 
complexities for businesses that operate  
across multiple industries and could have 
disadvantaged specialized services providers 
compared to general retailers offering the 
same services — did not move forward.

PRINCIPLES AND IMPLEMENTATION CONSIDERATIONS

Standardize treatment of counties, municipalities, and special  
taxing districts 
To ensure the benefits of a modernized sales tax are fully realized, successful implementation will 
require proactive coordination with, and consideration of, local governments. Any expansion of the 
sales tax base at the state level should be reflected at the local level as well. Specifically, the state 
should extend the current 1.25 percent local sales tax rate to services and disburse the full benefit 
to local governments. The state should also ensure the expansion of the sales tax to consumer 
services is reflected in local sales tax bases. Allowing local jurisdictions to tax a broader base of 
goods and consumer services ensures they receive the full benefits of a modern, more sustainable 
tax. While this will be valuable for communities that have historically relied on sales tax revenues, 

25

f NAICS codes define industries as representing broad categories of economic activity, while providers are the individual  
businesses operating within these industries.
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this change will be particularly advantageous for counties and municipalities that may not have 
dense retail land use patterns but could benefit from taxing consumer services. For the RTA, sales 
tax modernization is an integral step for wholly and sustainably addressing the transit fiscal cliff.

Efforts to implement statewide sales tax modernization should also standardize the tax base 
across different levels of government to prevent excessive taxation on a handful of services.  
Current municipal codes restrict local governments’ ability to impose their own sales taxes on 
transactions already included in the state sales tax base.  

However, municipalities and/or counties might currently tax services that would ideally be  
incorporated in a broad base expansion, such as the municipalities that tax streaming services  
like Chicago, Bloomington, East Dundee, Evanston, and Schiller Park.24 Since it is not in the 
interest of the state or local communities to impose double taxation on the few services that are 
currently taxed locally — as exceptionally high rates would likely result in both negative  
perception issues and a chilling effect on economic activity — the state should work with these 
communities to provide a legal and administrative framework to transition their existing service 
taxes to the new system. Options include folding existing taxes into the expanded sales tax or 
repealing local taxes and ensuring local governments do not end up worse off revenue-wise by 
providing refunds if new revenues do not meet previous levels.

Limit tax pyramiding and support economic competitiveness
It is important that the expanded sales tax be applied primarily to consumer services to avoid  
taxing B2B services. Taxing services used as business inputs could lead to tax pyramiding —  
taxing the same business input several times before the final product, which then passes an  
increased price on to the end user.25 Taxation of business inputs can also complicate the taxation 
of services used by a company across several states, or impact economic competitiveness by  
imposing taxes on business inputs that are not imposed elsewhere.26 

To successfully limit B2B service transactions from taxation, the state could explore the use of a 
business exemption certificate, which would be used by qualifying businesses to avoid taxation  
of qualifying services. 

Exempt consumer services not generally subject to taxation such as  
healthcare, housing, and childcare
States that have a broad sales tax on services generally do not tax the services that could potentially 
cause significant disruptions to access, such as healthcare, housing, and childcare. These items 
should be broadly protected from taxation, which is possible while also adhering to the State of 
Illinois Constitution’s uniformity clause. The uniformity clause simply requires real and substantial  
differences between taxed and untaxed objects, and that the classifications serve some reasonable 
relationship to the object of the legislation or public policy.



Lessons from other states
Iowa
Since first imposing a sales tax in 1934, Iowa has taxed a select number of services including utilities  
(metered gas, electricity, water, and communication services) and amusement and athletic event admissions. 
Iowa first expanded its base in 1967 to include additional services,28 then further broadened its service tax 
base and increased its state sales tax rate several times, most recently in 2008.29,g Currently, Iowa imposes 
a 6 percent sales tax rate and local jurisdictions are permitted to impose a local option sales tax up to an 
additional 1 percent. 

As a result of these expansions, Iowa now maintains one of the most comprehensive lists of taxable services. 
Many of Iowa’s taxable services are subject to specific exemptions noted on the Iowa Department of  
Revenue website, such as construction- and agriculture-related services. Iowa also regularly updates  
its tax code to account for emerging services and the broader economic shift toward an increased  
consumption of services. For example, Iowa revised its tax code to incorporate software as a service into 
the tax base in 2019.30 The Iowa Department of Revenue also regularly issues informal guidance about  
the taxability of specific services that have not yet been defined by existing laws.

Kentucky
Over the past 6 years, Kentucky has added more than 40 services to its sales tax base (10 previously  
untaxed services were added in 2018, and an additional 30 services were added in 2022). Despite targeting  
services purchased for final personal consumption, some — like janitorial and industrial laundry services — 
are used as business inputs. However, Kentucky provides an exemption for businesses with annual gross 
receipts less than $12,000.31 

Notably, Kentucky’s sales tax base expansion was part of a larger effort to alter the state’s personal  
income tax and sales tax structure.32 In 2018, in addition to expanding the base to include more services, 
Kentucky consolidated the number of income tax brackets and lowered the income tax rate into a flat  
tax of 6 percent.

PRINCIPLES AND IMPLEMENTATION CONSIDERATIONS

Carefully consider the appropriate rate 
Some stakeholders will correctly point out that many Illinois communities like Springfield and  
Chicago have relatively high composite sales tax rates imposed on goods, suggesting that there 
may be an opportunity to lower existing taxing authorities’ sales tax rates in response to new  
revenue collected under an expanded base. On the other hand, the sales tax is a critical pillar of 
the state and local government general revenue system that has been eroding continuously since 
the 1990s. According to the Tax Foundation, for instance, because of Illinois’ unusually narrow 
sales tax base, the existing state rate translates into $201 per person per percentage point of  
revenue, which is 12 percent lower than the national average.27 Lawmakers and decisionmakers 
at all levels of government must carefully weigh the substantial benefits of increased revenue 
against any actual tax relief advantages.

27

g Iowa’s 1 percent sales tax increase in 2008 coincided with the repeal of a 1 percent School Infrastructure Local Option Sales Tax.
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Use new revenues to make investments that will stabilize government  
finances and fund public services
Given state and local governments’ ongoing financial challenges, any new revenues generated 
by a modernized sales tax should be used to make focused investments that will stabilize  
government finances instead of increasing costs over the long run. Those considering these  
policies should use the following principles to direct how future funding may and will be used.

	▶ �The state should continue funding pensions, through additional contributions to the 
pension stabilization fund as well as responding to the funding needs associated 
with Tier II pension reform.

	▶ �The state should direct additional funding through the evidence-based school  
funding formula to address current funding shortages.

	▶ �The state should continue to pursue fiscal solvency by making additional contributions 
to the rainy-day fund.

�Support state investments in fiscal sustainability and public services
While considerable progress has been made over the last few years to  
improve Illinois’ long-term fiscal sustainability, there is still much to be 
done. Essential public services such as transit and education have long  
been underfunded in Illinois, as have state pensions. Beyond providing 
additional transit funding, the state’s spending should prioritize improving 
its financial position and helping to offset any negative equity impact of 
a broadened sales tax. High-impact investments that help advance  
these goals include the following:

�Fund transit
Public transit is a key public service — and economic asset — for the state. 
However, its future is uncertain due to growing costs and insufficient revenues, 
which have the potential to inflict wide-ranging effects on the state’s economy, 
businesses, and residents. The state should use new sales tax revenues to 
direct additional funding to all public transit systems in Illinois, including those 
in northeastern Illinois. This involves meeting funding commitments identified 
in the Plan of Action for Regional Transit, including contributing more to the 
Public Transportation Fund, fully funding paratransit services, and covering 
the costs of reduced fare requirements. 
 
At the same time, the state must unite on governance reform for northeastern 
Illinois’ transit system to ensure that these new revenues are spent efficiently 
and effectively. 
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	▶ �The state should increase the Earned Income Tax Credit to offset the impact of sales 
tax modernization on low-income households. 

	▶ �The state should consider funding a new statewide property tax circuit breaker for 
low-income property owners. Circuit breaker programs are designed to provide 
relief when a person’s property tax liability exceeds a certain percentage of their 
annual income and are meant to prevent homeowners from being overburdened 
by property taxes. Some of these programs provide property tax credits and others 
provide relief from income taxes. The state had a limited income tax-based circuit 
breaker program for senior citizens until 2012. Some opponents of the sales tax 
expansion are worried about overall tax burden in the state, particularly given high 
property taxes. A renewed circuit breaker program could help offset those concerns 
and at the same time provide significant relief to low-income households. 

�Support local governments
Like the state, local governments could similarly use new revenues  
from the sales tax on consumer services to improve their long-term  
financial condition. Fiscally responsible options for local governments 
include increasing budgetary reserves to the level recommended by the 
Government Finance Officers Association (approximately two months of 
expenditures for smaller governments) or increasing contributions to  
unfunded pensions. Local governments might also consider using  
additional sales tax revenues as a source to relieve their reliance on 
property tax revenues, or to fund property tax abatement for residents. 
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Provide expertise and oversight for implementation and evaluate  
performance and use of the expanded tax
The analysis and recommendations provided in this report would help ensure that any expansion 
of the sales tax to consumer services will a) withstand judicial scrutiny; b) be sufficient to help  
improve the financial condition and sustainability of the state, local governments, and transit 
agencies; and c) fulfill the promise to residents to improve public services. However, no tax  
policy has a set it and forget it approach. The legislature can take intentional steps to evaluate the  
effectiveness of a more modern tax and the investments made with incremental proceeds. 

Effectively modernizing the sales tax so that it applies to a broad, uniform base of consumer 
services, provides reasonable exemptions that minimize economic distortions, and improves the 
fairness of the tax system will require clear legislative intent and considerable care for  
administrative complexity. Hard-working public servants throughout Illinois who will develop the 
rules and administer the tax will need support and assistance from experienced professionals 
and subject matter experts. Therefore, to support the implementation process, the state should 
create an independent advisory panel. Panel responsibilities should be well-defined, and members 
should include tax policy professionals from organizations such as the University of Chicago 
Center for Municipal Finance, the University of Illinois Government Finance Research Center, and 
the Taxpayers Federation of Illinois, and be chaired by a relevant government body such as the 
Commission on Government Forecasting and Accountability.

In addition to overseeing implementation, the panel members should be held accountable  
for producing specific deliverables including annual reports that update the legislature on  
implementation progress, revenue generation, principle alignment, and equity concerns. Based 
on their findings, the panel should have the authority to make recommendations related to the 
structure of the sales tax and future modernization needs.
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Next steps

Today, despite past setbacks, there are still opportunities to align Illinois’ tax system with  
the realities of the 21st-century economy, introduce greater progressivity, reduce burdens on  
low-income households, support local communities statewide, ensure the competitiveness of 
Illinois businesses, and achieve the state’s legal and administrative objectives. The policy  
considerations and principles outlined in this report offer important guidance for the state to 
make progress addressing this urgent revenue and tax policy challenge. Ultimately, success will 
require commitment to bold, thoughtful action and a sustainable fiscal future. 

	▷ Extending the sales tax to a defined list of services

	▷ Extending the sales tax to all services and specifying exemptions

	▷ �Establishing distinct excise taxes for broadly defined categories and 
establishing a uniform administration provision

When the legislature makes the important decision to move forward to modernize  
the state’s sales tax, several technical and practical considerations will need to be  
addressed. Useful next steps would include state action to: 

1.	Establish and convene the independent advisory panel.

2.	�Determine what form the service tax itself should take in consultation with IDOR. 
Three main options exist: 

3.	�Charge IDOR with developing an implementation plan that includes the time  
required to reach full compliance and revenue projections for interim fiscal years,  
including anticipated allocations to the state, counties, municipalities, and the RTA.
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