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In This Issue:

The health of the state’s economy drives the
fiscal position of state government as many
of Illinois’ revenue sources are dependent
on a strong economic condition.  For
instance, individual income tax revenues are
dependent on working Illinoisans earning
good salaries, while the corporate income
tax is tied to strong profits by corporations.
Sales tax collections are driven by Illi-
n o i s a n s ’ purchases of tangible goods and a
strong economy obviously allows people to

spend more on these items.  The structure of
the state’s economy has gone through many
changes during the last few decades reflect-
ing shifts in the global marketplace as has
the national economy.  

Job Grow t h
According to the U.S. Bureau of Labor Sta-
tistics (BLS), in 2005 there were 5.87 million

nonfarm payroll jobs in Illinois based on sur-
veys of businesses.  Although jobs in Illinois
were still below the high reached in 2000 of
6.05 million jobs, this was the second con-
secutive year of increases after three straight
years of job losses.  

For most of the last 30 years, Illinois has
seen slow and steady growth in payroll jobs,
with declines occurring in years associated
with economic recessions, including four

years of sharp declines in the early 1980s.
According to BLS, Illinois had 4.57 million
payroll jobs in 1976, which translates into
an increase of 28.5% since that time.  

The chart above shows annual growth in
jobs in Illinois compared to growth in the
U.S. economy.  Over the last 30 years, the
national economy suffered job losses in
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FROM THE COMPTROLLERFROM THE COMPTROLLER
Dear Readers:

This issue of Fiscal Focus reviews a number of issues relevant to state government revenues.  As Illinois and
many other states develop new budgets for the upcoming fiscal year, estimates of the revenues likely to be
available are a critical component of the deliberations.

The health of the national and state economies plays a key role in the flow of revenue to the state treasury.
In general, when times are good businesses profit and jobs are plentiful.  Not only do corporate and individual income tax collections
increase, but sales tax collections also improve as greater numbers of workers have more income to spend for goods and services.
H o w e v e r, the underlying structure of a state’s economy, as well as state tax policies, can influence how much improved economic
performance translates into increased state revenue.  For example, while Illinois had an increase in nonfarm payroll jobs from 4.57
million in 1976 to 5.87 million in 2005, the manufacturing share of total jobs dropped from about a quarter to a tenth during the same
period.  The corresponding growth in the service sector was not accompanied by a change in basic state tax policies.

Other articles look at the tax revenues raised from lotteries and gaming, the impact of selected income tax credits, and what some
other states have done regarding the sale or lease of state government assets. 

Your comments about this or our other publications are always welcome.  Your input can be directed to (217)782-6000 in Spring-
field, (312)814-2451 in Chicago, or via the web site at www. i o c . s t a t e . i l . u s .

S i n c e r e l y,

Daniel W. Hynes
C o m p t r o l l e r

Fiscal Focus is one of the ways the Comptroller’s Off i c e
strives to assist taxpayers and the people of Illinois. T h i s
report is designed to provide fiscal information of general
i n t e r e s t .
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State Assets: Public or Private Contro l ?
Although statistics show that revenues from
income and sales taxes have had positive
growth rates recently, states continue to face
rising costs in areas such as health care and
education that are outpacing the growth in
base revenues. Many elected off i c i a l s
would prefer to fund government services
without raising taxes, and state govern-
ments are looking at a broad array of ideas
to raise revenues to balance state budgets.
One method that has generated recent atten-
tion is the sale or lease of state assets.

Leasing Toll Ro a d s

The governor of Indiana sought to raise
funds for road and bridge projects by leas-
ing the state’s 157-mile Toll Road and
received a bid of $3.8 billion for a 75-year

lease from a partnership of Australian and
Spanish companies.  On March 14, 2006,
the legislature narrowly approved legisla-
tion that gives the governor until June 30 to
close the deal.

The Indiana Toll Road, designated for most
of its length across northern Indiana as
Interstates 80 and 90, generates about $100
million per year in toll and concession rev-
enues.  However, the Toll Road lost money
in five of the last seven years primarily
because tolls had not been raised in more
than 20 years and road and bridge mainte-
nance costs exceeded revenues.

The proposed lease would have the A u s-
tralian-Spanish partnership pay Indiana
$3.8 billion immediately, and be responsible

State Assets continued, page 4
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Gambling provides significant revenues in many states, with lot-
teries and casinos as the largest sources.  According to the North
American Association of State and Provincial Lotteries
(NASPL), 40 states collected revenues from lotteries in fiscal
year 2004.  Although Illinois and other states have operated lot-
teries for over 30 years, new lotteries have continued to spring
up in recent years, with Tennessee and North Dakota starting up
lotteries in 2004 and North Carolina passing enabling legislation
in 2005.  Casinos (either commercial or racetrack) provided rev-
enues to 13 states in 2004, not including Indian casinos, accord-
ing to the American Gaming Association (AGA).

Gaming revenues often are targeted to specific programs.  Many
states, including Illinois, have earmarked gaming revenues for
elementary and secondary education.  Georgia, Kentucky, and
New Mexico use a large amount of their lottery revenues to fund
college scholarships.  Colorado targets some of its revenues for
environmental purposes.  Pennsylvania directs its lottery rev-
enues to programs for older residents.  South Dakota uses rev-
enues from its video lottery for property tax relief.

According to fiscal year 2004 data on lottery revenues to states,
New York received approximately $1.9 billion in revenues, the
highest among the states.  Three other states received more than
$1 billion – Florida, California and Texas.  Illinois was 11 t h
among the 40 states in lottery revenues, receiving approximate-
ly $570 million in fiscal year 2004.

The A G A reports that 11 states have commercial casinos with-
in their borders.  In calendar year 2004, casinos in Nevada
reported the highest amount of gaming activity based on the
number of casinos (258) and the casinos’ gross revenues.  New
Jersey casinos were in second place in revenue production with
only 12 casinos producing just under half of the gross revenues
that Nevada reported.  However, the tax rates vary significantly
by state.  The highest amount of gaming tax revenue for state
and local governments in 2004 was collected in Nevada ($887
million); however, due to the relatively high tax rates here, Illi-
nois reported almost $761 million in tax revenues to state and
local governments – the 2nd highest total in the country.

Adding together the NASPL fiscal year 2004 state lottery rev-
enue figures to the A G A statistics of the calendar year 2004
gaming tax revenues to state and local governments, it is appar-
ent that the amount of gaming tax revenues collected varies
widely among the states.  The numbers provided in the graphic
below do not directly correspond to a fiscal year since the A G A
numbers are for a calendar year, but overlap enough to provide
a general picture.

New York collected the most from its lottery and casinos in this
timeframe, collecting more than $2 billion.  Illinois was second
among the states with $1.37 billion from the state’s lottery and
casino taxes.  New Jersey was a close third with approximately
$1.26 billion in revenues.  At the low end of the states were
Montana and North Dakota with less than $10 million in rev-
enues from the states’ lotteries in fiscal year 2004. n

L a dy Luck Provides for the States 
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for maintenance, improvements, and
other operating costs.  In return, the part-
nership would keep all toll revenues col-
lected.  Toll rates will be frozen until the
partnership installs electronic tolling, a
process that could take from 12 to 15
months.  Indiana officials maintain that
the lease sets out conditions for the state
to revoke the contract, if necessary, and
resume operation of the Toll Road while
still keeping the money.

Selling Student Loan Po rt fo l i o s

In January the governor of Missouri pro-
posed selling all of the assets of the Mis-
souri Higher Education Loan A u t h o r i t y
to raise revenues to fund college con-
struction, a student scholarship endow-
ment, and investments in biotechnology.
This proposal to close down the agency
through a one-time liquidation would
have required the approval of the state
legislature not only for the sale of the
A u t h o r i t y, but also for the expenditure of
the proceeds.

Faced with opposition from some legis-
lators, economists and college loan off i-
cials, the A u t h o r i t y ’s Board of Directors
instead voted to sell about 50% of their
$5 billion portfolio of student loans
through competitive bidding over the
next 31 / 2 years.  The Board noted that
selling some of the assets would not
require legislative approval, although
lawmakers would have to vote on the
expenditure of the proceeds.

The Board’s proposal is complicated by
the fact that in addition to selling $2.4
billion in consolidation loans, the
Authority would continue to buy about
$1.5 billion in new student loans to build
its portfolio back up.  If the A u t h o r i t y
generates $2.55 billion from the sale,
$2.4 billion would be used to retire some
of its bond debt or to invest in new loans.
The remainder of about $150 million,
plus an estimated savings of $60 million
from reduced bond debt, would allow the
Authority to “turn over” $210 million to

the state by September 2006.  By selling
o ff additional loans over a 31 /2-year peri-
od, the state could receive an additional
$240 million through 16 quarterly
installments of $15 million each from
December 31, 2006 to September 30,
2010. None of the A u t h o r i t y ’s 280
employees would have to be laid off
under this proposal.

It is not clear at this time whether this
proposal can be implemented.  The Mis-
souri Attorney General has questioned
whether the state can legally accept the
$450 million in proceeds because of the
status of the A u t h o r i t y.  It was created as
a non-profit corporation, and the origi-
nating legislation states that money the
Authority generates “shall not be part of
the revenue of the state.”  In addition,
some legislators are questioning if pro-
ceeds from the asset sale would have to
be used exclusively for services under
the A u t h o r i t y ’s student aid mission, or if
they could be used for any other state
p r o j e c t s .

On a smaller scale, in 2004 the Rhode
Island Student Loan Authority sold a
portion of its student loan portfolio total-
ing approximately $175 million to the
National Education Loan Network, Inc.
(Nelnet) for a total of $180 million.  Nel-
net also paid the Authority $8 million for
its fixed assets and the exclusive rights to
originate loans for ten years.  T h e
A u t h o r i t y, established as a state agency,
not as a non-profit corporation, used
most of the proceeds to pay off $175 mil-
lion in bond indebtedness.  Of the
remaining $13 million, the A u t h o r i t y
paid the state $5 million in March of
2004, $5 million in March of 2005, with
the remaining $3 million (now in an
escrow account) due to be paid in March
of 2007.

P u bl i c - P r ivate Pa rt n e rships fo r
N ew Capital Assets

Instead of using existing assets to obtain
a quick infusion of private funds, some

states are addressing their budget prob-
lems by experimenting with various
types of public-private partnerships to
develop capital assets using fewer public
monies.  

For example, Arizona implemented a
Privatized-Lease-to-Own (PLTO) sys-
tem in which a private developer
financed the construction on state-owned
property of two new buildings that the
state would lease for 25 years with pay-
ments less than or equal to its current
lease costs.  Since the buildings are
expected to have a life of 50 years, the
state would occupy the buildings rent
free for the second 25-year period.  A r i-
zona agencies moved into the buildings
in 2002 and state officials are pleased
that no up-front capital appropriations
were required, the developer provided all
of the financing (the state did not have to
back the bonds), and the state will own a
$100 million asset at the end of the lease.

Texas has signed an agreement with Cin-
t r a - Z a c h a r y, a Spanish-U.S. conglomer-
ate, to develop the first 316-mile seg-
ment of the I-35 Trans Texas Corridor.
This controversial project would cut a
1,200 foot-wide swath through central
Texas with 6 passenger lanes, 4 truck
lanes, 6 rail tracks for passenger and
freight trains, and a 200-foot wide utility
zone for water, electric, natural gas,
petroleum, and telecommunications
lines.  It is estimated that the first seg-
ment will require $6 billion in private
financing to design, build and operate,
and Cintra-Zachary will pay Texas $1.2
billion for the right to collect tolls along
the corridor for 50 years.  Texas off i c i a l s
are hopeful that the infusion of private
funds will enable them to build projects
they could not afford to do on their own,
and to build them more quickly than tra-
ditional methods of financing allow. n

State Assets concluded from page 2
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As the State’s Chief Fiscal Off i c e r,
Comptroller Daniel W. Hynes has
pledged his commitment to improving
the accountability of state governmental
agencies to the public they serve.  T h i s
involves not only making sure that state
resources are spent for the proper purpos-
es, but also reporting on the eff i c i e n c y,
e ffectiveness, and outcomes of govern-
ment programs.  The Comptroller
launched the Public Accountability Pro-
ject in the belief that state government
should be customer oriented, provide the
most efficient services possible and be
accountable to taxpayers.

Traditional governmental financial report-
ing and budgeting are designed to report
to the public about how financial
resources are acquired and used by gov-
ernments, and to ensure that resources
made available to state agencies are used
in accordance with enacted laws.  Tr a d i-
tional reporting addresses questions such
as:  How much revenue was received and
how much was spent?  How many people
were employed by state government, or
how much was spent for telephones and
computers?  How much was spent on edu-
cation, or how many miles of highways
were constructed?  

Missing from the traditional financial
reports, however, is a review of how well
state agencies use their resources to pro-
vide the programs and services estab-
lished in the laws and policies set by
elected officials.  What, in the broadest
sense, did taxpayers get for the tax dollars
spent?  Are resources used eff e c t i v e l y ?
Are children well schooled?  Are high-
ways safe and efficient?  Is the environ-
ment being kept clean?

S e rvice Effo rts and Accomplishments

One method for answering such ques-
tions is Service Efforts and A c c o m p l i s h-

ments (SEA) reporting as advocated by
the Governmental Accounting Standards
Board (GASB), the agency designated to
set standards for financial reporting by
state and local governments.  Recogniz-
ing the incompleteness of traditional
financial reporting, the GASB proposed
an initiative to stimulate SEA r e p o r t i n g
by state and local governments.  The goal
of SEA reporting is to improve financial
reports by linking information on the per-
formance of government programs with
the usual financial data. SEA reporting is
in its experimental stages and the GASB
is monitoring the experimentation by
governments under their purview before
issuing standards.  At present, no general-
ly accepted standards have been set for
performance measures.  However, Illi-
nois has been designated (and now re-
designated) by the GASB as an off i c i a l
“experimentation site” for SEA r e p o r t i n g .

The Goals of the Public Account-
ability Project 

• Make state government more result-
o r i e n t e d .

• Increase public awareness of the
degree of efficiency of state govern-
ment programs.

• Facilitate informed decision-making
on the allocation of state resources.

• Increase public accessibility to informa-
tion about state government programs.

I n fo rm ation Included in the
Rep o rt

The Comptroller’s Office publishes an
annual Public Accountability Report t h a t
includes information on the programs
administered by state agencies. T h e
report contains the following:

Program Table - The first part is an agency
table that summarizes all programs

administered by the agency along with the
resources (or efforts), in terms of expendi-
tures and staffing, dedicated to them.

Agency Narrative - The narrative gives
the reader a brief description of the
a g e n c y ’s mission, organization and per-
formance. This overview helps to place
the program descriptions in context.

Data Table -The third section is a table con-
taining data on each program including:

A Mission Statement that gives a brief
description of the purpose of the program;
P rogram Goals or broad statements of
the overall outcomes that the program is
designed to accomplish; O b j e c t i v e s t h a t
provide measurable targets describing the
results that the program is expected to
accomplish during the fiscal year; I n p u t
I n d i c a t o r s that measure the “effort” put
into the program, usually measured by
actual expenditures and staffing; O u t p u t
I n d i c a t o r s or activity measures, generally
presenting the number of items or servic-
es produced; Outcome Indicators o r
measures of how well the program has
addressed the stated goals, i.e., the pro-
g r a m ’s “accomplishments”; and E f f i c i e n -
cy/Cost-Effectiveness Indicators, w h i c h
are measures of costs per unit of outputs
or outcomes.  Both Outcome and Eff i-
ciency/Cost Effectiveness Indicators may
also include “External Benchmarks” or
comparisons to similar programs in other
states (or a national/regional average or
r a n k i n g ) .

The fiscal year 2005 report includes 59
agencies that accounted for a significant
part ($43.3 billion or 90.2%) of the $48
billion in appropriated expenditures
made during fiscal year 2005. The report
is available at www.ioc.state.il.us n

The Public Accountability Report: A Fiscal Responsibility



The Illinois personal income tax is a
broad-based tax with a limited number
of deductions and credits.  Starting with
federal adjusted gross income (AGI), the
major subtractions are the $2,000 stan-
dard exemption for taxpayers and their
dependents, an additional exemption for
the blind and elderly, social security and
retirement income, and military pay.

Since the state income tax was enacted in
1969, three major credits have been
established against this tax base, a prop-
erty tax credit, an education expense
credit and an earned income tax credit.  

P ro p e rty Tax and Educat i o n
Expense Cre d i t s

Income tax relief for property taxes on
the taxpayer’s principal residence is cur-
rently provided by a 5% residential prop-
erty tax income tax credit. The education
expense credit enables a taxpayer who is
the parent or guardian of one or more
qualifying kindergarten through 12th
grade students to receive a credit equal to
25% of qualified education expenses
such as tuition, book fees, or lab fees.
The total credit a family can claim is lim-
ited to $500.

E a rned Income Tax Cre d i t

The earned income tax credit (EIC) is
equal to 5% of the federal earned income
tax credit.  The federal credit was estab-

lished in 1975 as a means to decrease the
tax burden of low income workers,
while providing an incentive to remain
in the labor force.  Federal credits are
adjusted each year.  For the 2004 tax
y e a r, the earnings cap varied from
$ 11,490 for single individuals with no
children with a maximum federal credit
of $390 for this category to an earnings

cap of $35,458 with a maximum federal
credit of $4,300 for married taxpayers
with two or more children.  Beginning
with the 2003 tax year, any Illinois EIC
credit in excess of tax liability may be
refunded to the taxpayer.

Two examples will show how the state
EIC reduces the state income tax burden

on low income working families.  A s s u m e
a family of one adult and two qualifying
children had $15,000 of exclusively
earned (wage and salary) income in 2004.
Without the EIC, the tax liability from the
3% state income tax after deducting
$6,000 for three standard exemptions
would be $270 for an effective tax rate of
1.80%.  The federal EIC would allow a

$4,103 tax credit.  The 5% state EIC cred-
it of $205.15 would reduce the state
income tax liability to $64.85 and the
e ffective tax rate to 0.43% (see table).
Increasing the family by one adult and
raising the income to $25,000 reduces the
state credit to $110.40 and the reduction in
the effective tax rate from 2.04% to 1 . 6 0 % .

A Look at Selected Income Tax Cre d i t s

A Look at Selected Income Tax Cre d i t s-continued, page 12
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State Government Employment 
As mentioned in the cover story, state
government employment only represent-
ed a small portion of total nonfarm pay-
roll jobs in Illinois in 2005. As seen in the
accompanying graph, state government
employment at the end of fiscal year
2005 was at its lowest point in the last
thirty fiscal years. The graph reflects
headcount at all state agencies and
includes full time, part time, temporary
and summer employees. At the end of fis-
cal year 2005 there were 72,646 state
employees, 6.8% below the headcount at
the end of 1976. This is significantly dif-
ferent from the 28.5% growth in total
nonfarm payroll jobs in Illinois and
12.5% growth in Illinois’ population dur-
ing the same time period.  

The graph shows that other relative low
points occurred in the early 1980s and
1990s following recessions that impact-
ed state revenues. The highest number
of state employees over the thirty-year
time period shown occurred only four
fiscal years prior to 2005 in 2001 with
89,097. The 16,451 decline from 2001
to 2005 is 18.5%. 

The largest factor in the recent decline
was the Early Retirement Incentive (ERI)
which allowed members of the State
E m p l o y e e s ’ Retirement System to pur-
chase up to five years of service and age
enhancement and then leave state
employment during the end of calendar
year 2002. Between the end of fiscal year
2002 and fiscal year 2003, state employ-
ee headcount declined by 12,175.

The graph also shows headcount trends
in four major areas of state employment.
Social Service agencies account for the
l a rgest number of state employees with
21,564 or 29.7% of total employees in
fiscal year 2005. Social Service agencies
used to account for a much larger portion

of total state employee headcount with
44.5% of all state workers falling under
this umbrella of agencies in 1976. T h e
decrease during this time period was
37.7%. Social service agencies include
the current Departments of Human Ser-
vices, Public Aid/Healthcare & Family
Services, Children & Family Services,
Public Health and Aging as well as the
former Departments of Mental Health,
Rehabilitation Services and A l c o h o l i s m
and Substance Abuse. These agencies
were combined for comparative purposes
due to the shuffling of responsibilities
over the past 30 years.

The Department of Corrections is the
second largest state employer with
14,003 in fiscal year 2005. This is a sub-
stantial decrease from the 17,047 correc-
tional workers in fiscal year 2002. How-
e v e r, over the thirty-year period exam-

ined, Corrections has had the biggest
jump in state employees with only 4,898
state correctional employees in fiscal
year 1976 – an increase of 185.9%. Cor-
rections accounted for 6.3% of the state
workforce in 1976 compared to 19.3% in
2005. To g e t h e r, Corrections and the
Social Service agencies account for
49.0% of state employees.

Other large state agencies identified in
this graph in terms of employee head-
count include the Department of Tr a n s-
portation and State Police. Tr a n s p o r t a-
t i o n ’s headcount totaled 8,809 at the end
of fiscal year 1976, but had fallen to
6,406 at the end of fiscal year 2005, a
decrease of 27.3%. State Police increased
from 2,877 employees at the end of fiscal
year 1976 to 3,401 employees at the end
of 2005, an increase of 2.3%. n
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many of the same years that Illinois did,
but during years of growth (particularly in
the 1970s and 1980s), Illinois’ growth did
not reach the same levels seen nationwide.
In the 1990s, job growth in Illinois kept up
a similar pace, but has fared a little worse
than the nation’s in more recent years.
Over the last 30 years, nonfarm payroll
jobs in the U.S. have grown from 77.07
million to 133.46 million – a growth
of almost 68%.

One major reason for
faster growth nationally
between 1976 and
2005 is the slower
rate of population
growth in Illinois
compared to other
states.  According to
the U.S. Census
Bureau, the U.S. popula-
tion grew by 35.5% while
I l l i n o i s ’ population only grew
by 12.5%.  Strong growth in popula-
tion supports the creation of certain job
types such as retail trade, various serv-
ices, and construction.  A d d i t i o n a l-
l y, Illinois had a slightly high-
er job concentration in
industrial sectors that did
not grow during this
time period.      

S t ru c t u re of Illi-
nois’ Economy

As one of the Great
Lakes states, Illinois
was highly dependent on
the manufacturing sector
for many years.  In 1970,
according to BLS, more than 30%
of Illinois’ jobs were in the manufactur-
ing sector, while 27% of jobs were in
manufacturing nationwide.  A l t h o u g h
manufacturing jobs are considered to be
higher paying jobs, they also are perceived
to be more susceptible to recession.
Indeed, during the recessions over the last
30 years, Illinois’ manufacturing sector

downsized, and as a result, Illinois’ m a n u-
facturing sector only encompasses 11 . 7 %
of all jobs today.  

The accompanying pie charts show the
breakdown of the state’s jobs by major sec-
tor in 1990 and 2005 according to the
Bureau of Labor Statistics (BLS) using the

North American Industry Classification
System (NAICS).  BLS switched over to
the NAICS in 2003 and revised detailed
jobs data going back to 1990.  A l t h o u g h
this limits the time frame during which to
make direct comparisons due to some job

sector reclassifications, the NAICS con-
version allows a more detailed breakout of
jobs, including the service sector which
was lumped under the simple heading of
services prior to the change.  NAICS also
tries to more accurately classify employees
according to job function.  Even looking at

this smaller time frame, the shifts in
I l l i n o i s ’ economy are evident.

In 2005, the manufacturing sector
represented only 11.7% of

Illinois jobs, down from
17.3% in 1990, as man-

u f a c t u r i n g  j o b s
d r o p p e d  f r o m
a p p r o x i m a t e l y
915,000 to about
689,000 in 2005 – a

drop of 24.7% dur-
ing the last 15 years.

The relative size of the
other goods-producing

industries – Construction and
Natural Resources & Mining – has

changed little over the last 15 years.
The Government sector also has

remained fairly constant as a
share of total employment.

There was a larg e
growth in the pro-

portion of service
jobs in the Illi-
nois economy.
Even during this
relatively nar-
row time frame

most of the
growth in jobs

occurred in these
areas.  The service sector

is diversified, encompassing
workers such as retail trade store

and utility employees, attorneys, engi-
neers, mechanics, and nurses.   

Over the last 15 years, the Trade, Tr a n s-
portation & Utilities sector remained fairly
constant as a share of total employment.
The Information and Financial A c t i v i t i e s
sectors fell slightly as a share of all payroll

Cover Story continued from front page
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jobs, with the Information sector (which
includes media, publishing and telecom-
munications jobs) losing jobs.  The num-
ber of Financial Activities sector jobs
increased during this time, though not as
rapidly as other sectors.  

The bulk of growth has been in the remain-
ing service-producing sectors. These
include Professional & Business Services
(including occupations such as accounting,
attorneys, engineers and consultants), Edu-
cation & Health Services (doctors and other

health care providers, private university
staffs), Leisure & Hospitality (which
includes hotel and restaurant employees),
and Other Services (which includes jobs
such as mechanics, hairdressers, and chari-
table organization employees). T h e
strongest job increases since 1990 were in
the Professional & Business Services sector.

The accompanying table listing the 50 To p
Illinois Private Sector Companies (ranked
by employees) illustrates the strength of
the various job sectors.  According to this
list, Jewel and Wal-Mart are the two larg e s t
employers in the state, each employing
more than 30,000 people; these jobs are
primarily counted under the Trade sector.

Several large health care groups and pri-
vate universities are among the larg e s t
employers in the state – Advocate Health
Care Network, University of Chicago,
Rush University Medical Center, and
Northwestern University – and would be
primarily counted under the Education &
Health Services sector.  Traditional larg e
Illinois manufacturers – such as Caterpillar
Inc. and Deere & Company – employ far
fewer people than many of the largest retail
trade and health care groups.  Other larg e
employers include those primarily counted

in the Financial Activities sector – such as
J . P. Morgan Chase, State Farm, A l l s t a t e
and La Salle Bank N.A.     

S t ru c t u re of the United S t at e s
E c o n o my

The shifts in the relative importance of the
d i fferent job sectors are not isolated to Illi-
nois. The national economy has underg o n e
similar shifts in the last few decades. T h e
pie chart on page 10 demonstrates the
breakout of jobs by sector nationally as of
2005. Whereas Illinois once was more
dependent on manufacturing than the
nation as a whole, it is apparent from com-
paring the Illinois and U.S. employment

charts that Illinois’ economy has shifted to
very closely mirror the national economy.

Illinois remains slightly more dependent
on manufacturing than the nation as a
whole (only 10.7% of U.S. jobs are in
manufacturing compared to 11.7% in Illi-
nois).  Illinois’ relative Trade, Tr a n s p o r t a-
tion and Utilities sector is slightly larg e r
than the nation as a whole, as is Illinois’
Financial Activities sector.  Among the
growing service sectors, Illinois has a
slightly higher share of Professional &

Business Service jobs and slightly smaller
share of Leisure & Hospitality jobs than
the U.S.     

Illinois has a noticeably smaller Govern-
ment sector, largely due to a relatively
small state government sector (only 2.6%
of all jobs are classified by BLS as state
government jobs in Illinois compared to
3.8% nationally).  The Construction and
Mining sectors are also smaller in Illinois
than nationwide. 

Reduction in M a nu fa c t u r i n g Jo b s

As noted earlier, both Illinois and the
nation as a whole had large manufacturing

Cover Story continued from page 8
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sectors at the beginning of the 1970s.  A s
changes occurred in the global economy
over the last four decades, manufacturing
plants have moved between states or
moved to other countries. A d d i t i o n a l l y,
advances in technology enabled workers to
become more productive, allowing compa-
nies to use fewer workers.

The change in classification system used
by BLS makes it difficult to compare the
manufacturing sector data for Illinois from
the 1970s to more recent data. For
instance, the 2005 manufacturing jobs
number was more than a 40% reduction in
the total number of manufacturing jobs
reported by BLS in 1976 under the earlier
system.  A portion of the drop since 1976 is
attributable to NAICS moving some jobs
previously classified as manufacturing to
other sectors, such as Information or Pro-
fessional and Business Services. However,
the annual growth numbers across the old
and new systems are consistent in the years
where analysis overlaps and therefore can
be used to compare the growth and/or
decline in Illinois manufacturing employ-
ment to that found nationally.

The graph on page 11 illustrates the annual
growth rate in manufacturing jobs in Illi-

nois and the United States. It is apparent
from this chart that employment in the
manufacturing sector has been on a gen-
eral decline since the mid-1970s. T h e
early 1980s were more difficult for Illi-
n o i s ’ manufacturing sector than the nation
as a whole, including one year where
more than 10% of Illinois’ m a n u f a c t u r i n g
jobs were lost. A d d i t i o n a l l y, in Illinois
and nationwide, the manufacturing sector
has shrunk every year since 1999.

During eight of the last 30 years, Illinois’
growth in manufacturing employment
exceeded the national rate – in the late
1980s and the early 1990s – but only by a
small amount. In general, however, Illi-
n o i s ’ growth/decline has closely mirrored
the national pattern. It is interesting to
note that Illinois offered its first business
incentive in 1979 (a sales tax exemption
on manufacturing equipment), then con-
tinued to offer more incentives in the 25
years since then – with seemingly little
impact on the relative growth rate of Illi-
nois manufacturing employment.  

C o n cl u s i o n

Illinois has a broadly diversified economy
which over the last 30 years has underg o n e
significant shifts in employment similar to

changes seen in the entire United States.
As of the end of 2005, Illinois had an
employment base that closely mirrored
that of the national economy. A l t h o u g h
job growth has been somewhat weaker
than what was seen nationally over the
last 30 years, it was still strong relative to
the state’s population growth.

The striking shifts in Illinois’ e c o n o m y
over the last 30 years or even since 1990,
merit notice by the state’s policy makers. It
appears from this review that past or cur-
rent tax policies and credits aimed at Illi-
n o i s ’ manufacturers benefit a diminishing
number of firms and employees and do not
appear to have made a significant diff e r-
ence relative to the evolution of the
employment sectors in the United States as
a whole. As the economy has changed, the
service sector has increased in importance
as Illinois’ citizens demand more services
such as health care, education, financial
advice, and leisure. The growth is likely to
remain concentrated in these areas as these
jobs tend to be worker intensive and
require direct interaction with people.
These shifts should be taken into account
as changes to the state’s economic devel-
opment policies and revenue structures are
discussed in the coming years. n

Cover Story continued from page 9
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Selected Income Tax Credits concluded from page 6

A Rev i ew of 2004 Re t u rn s

While middle-income taxpayers are more
l ik e ly to pay the residential property taxes
and elementary and secondary school
tuition and fees that qualify for the proper-
ty tax and education expense credits, the
earned income credit exclusively benefits
low-income Illinois taxpayers. For the
2004 tax year, 744,000 Illinois income tax
returns claimed $71 million in earned
income credits. These returns accounted
for only one-third of all returns filed with
adjusted gross incomes (AGIs) below
$25,000.  The average credit was $95 with
91.6% claimed by taxpayers with A G I s

below $25,000 and the remaining 8.4% by
taxpayers with AGIs between $25,000 and
$ 5 0 , 0 0 0 .

Although both of the remaining two major
tax credits primarily benefit middle-
income Illinois taxpayers, the education
expense credit provides greater benefits to
a smaller number of taxpayers than the
property tax credit. For the 2004 tax year,
207,000 Illinois income tax returns
claimed $68 million in education expense
credits with an average $328 credit. In con-
trast, 2.35 million returns (or 42% of all
returns) claimed $414 million in property
tax credits with an average $176 credit.

The table lays out the percentage of tax
returns and adjusted gross incomes from
each AGI bracket and compares it to the
share of credits claimed by each A G I
bracket. The share for education expense
and property tax credits that go to tax fil-
ers with AGIs below $50,000 and
between $50,000 and $100,000 is greater
than the share of total AGI reported for
each group.  Both credits are particularly
of benefit to the middle $50,000 to
$100,000 group, which reported 23.5% of
AGI compared to 36.9% of property tax
credits and 39.9% of education credits. n

The 689,000 manufacturing jobs in Illinois in 2005 were spread
among a wide range of products. The accompanying pie chart
shows the approximate breakdown of manufacturing jobs
according to the Bureau of Labor Statistics. 

The largest group within the manufacturing sector is the Fabri-
cated Metal Products sector, which makes up 15.7% of the
total. These jobs include those at machine shops, hardware
manufacturers, and forging and stamping plants. The second
l a rgest is Machinery manufacturing – where various industrial,
agricultural, construction and mining machinery manufacturing

jobs are counted. Illinois also retains a significant presence in
Transportation Equipment manufacturing and Plastics & Rub-
ber Products manufacturing (such as tires). 

Other significant manufacturing sub-sectors include Chemical
manufacturing (where jobs in pharmaceutical and fertilizer
manufacturing are included) and Computer & Electronic Prod-
ucts manufacturing (which includes computers and communi-
cations products). Another large manufacturing sector is the
Food sector, which includes soybean processing among other
types of food manufacturing. n

D ive rsity of Illinois’ Manu facturing Sector



Revenues driven by the state’s economy
continue to exceed expectations and spur
an increase in base revenues.  With $1
billion in short-term borrowing in
November and base revenue growth of
$620 million, there has been a dramatic
improvement in the backlog of payables.
The effort of the Comptroller’s Office to
dedicate short-term borrowing dollars to
the backlog of Medicaid vouchers in
order to utilize federal matching reim-
bursements has had a measurable
impact.  

While this action by the IOC has been
l a rgely successful, a payables backlog of
$744 million still remains.  As seen in the
accompanying chart, the adjusted Gener-
al Revenue Fund (GRF) balance at the
end of the third quarter was a negative
$474 million.  The GRF cash balance on
March 31, 2006 was $270 million with a
backlog of $744 million in unpaid bills.
It should be noted that the GRF balance
includes $235 million in charg e - b a c k
and fee transfers which have not been
recognized by the State Treasurer due to
that off i c e ’s concerns about the constitu-
tionality of these transactions.

Due to the unexpected strength of the
e c o n o m y, income and sales tax estimates
have recently been revised upward.
Increased revenues from income and
sales taxes are vital to improving the
s t a t e ’s fiscal position as well as to off s e t
one-time revenues occurring last year
and a slowing in the growth of federal
s o u r c e s .

Base Reve nues 

Through the first nine months of fiscal
year 2006, base revenues increased $620
million or 3.3% from $18.940 billion to
$19.560 billion. This growth is due to
increases in economic driven revenues
and federal sources which have been par-

tially offset by a decline in transfers.  

Cash receipts from state sources
increased $671 million or 4.9% driven
by the growth in economic revenues.
Individual income tax receipts increased
$349 million or 6.4% and corporate
income taxes were up $166 million or
23.5%.  Sales taxes grew by $345 mil-
lion or 7.0%.  The growth in sales tax
revenues was impacted by the spikes in
gasoline prices but consumers may have
reduced other purchases.  All other
receipt sources were down $189 million
due to expected declines in cigarette
taxes, riverboat gambling taxes, and
Cook County intergovernmental trans-
fers.  Last year there was a one-time $50
million diversion of cigarette taxes to the
General Funds, riverboat gambling tax
rates changed with receipts down $101
million, and the Cook County transfer
agreement was reduced this year with
receipts down $83 million.

All other transfers dropped $618 million
due primarily to a one-time transfer last
year of $433 million from the Medicaid

Provider Relief Fund to pay debt service
on the June 2004 $850 million short-term
borrowing.  There were fund sweeps of
approximately $253 million last year com-
pared to $101 million completed so far this
y e a r.  Also, there was $131 million in
c h a rgeback transfers by the end of the
third quarter compared to $40 million so
far this year.  The decline in other transfers
was offset by increased transfers from
gambling.  Lottery Fund transfers were up
$66 million and State Gaming Fund trans-
fers increased by $22 million.  It should be
noted that riverboat gambling tax rates
reverted to prior levels and the diversion
formerly directed to the Common School
Fund ceased.  The net result is that rev-
enues from riverboat gambling are down
$79 million.  The decline in riverboat
gambling revenues should be offset by the
hold harmless provision which will impact
transfers in June.

Federal sources increased $479 million or
14.3% due primarily to the growth in
Medicaid spending that was afforded by

Economic Revenues Continue to Impro v e
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Economic Revenues Continue To Improve concluded from page 13

the short-term borrowing in November
and is expected to slow with reduced
Medicaid spending over the last quarter
of fiscal year 2006.

Base Expenditures 

Through March, base General Funds
spending increased $714 million or
3.6%.  When repayment for short-term
borrowing in fiscal year 2006 and cash
flow transfers in fiscal year 2005 are fac-
tored in, fiscal year 2006 expenditures in
the first nine months were $224 million
above last year.  As expected, there was a
l a rge increase in Medicaid spending over
the first three quarters of the fiscal year
due to the Comptroller’s plan to shrink
the backlog in payments to Medicaid
providers.  This plan was enabled by the
$1 billion in short-term borrowing. 

The increase in both the amount and pace
of spending is directly attributable to the
planned jump in Medicaid grant spend-
ing by the Department of Healthcare and
Family Services (DHFS).  Medicaid
grant spending of $5.210 billion is up
$1.165 billion or 28.8% from last year.
Medicaid appropriations in fiscal year
2006 have increased $1.203 billion or
23.9%.  This increase follows a $505 mil-
lion decrease from the year before that
was enabled by short-term borrowing uti-
lized in fiscal year 2004 to take advan-
tage of increased reimbursement rates.    

In the first nine months of fiscal year
2006, 83.2% of Medicaid appropriations
was expended.  Due to the expedition of
Medicaid payments in the first three
quarters of fiscal year 2006, only $1.052
billion of Medicaid appropriations for
fiscal year 2006 remain.  On a monthly
basis, GRF spending for Medicaid aver-

aged $577 million per month in the first
nine months of the fiscal year.  Absent a
supplemental appropriation, monthly
spending for the last quarter of the fiscal
year will average only $351 million.
This slowdown will alleviate pressure on
the cash strapped GRF but will also lead
to a buildup in the backlog of Medicaid
payments at DHFS.

Transfers out of $2.275 billion in the first
nine months of fiscal year 2006 are
$1.382 billion or 37.8% less than the
$3.657 billion transferred in the first nine
months of last fiscal year. Last fiscal
y e a r, $1.646 billion was transferred to the
General Obligation B. R. & I. Fund com-
pared to $1.098 billion in the first nine
months this year.  The $598 million dif-
ference in the two years is due primarily
to the repayment of fiscal year 2004 bor-
rowing in 2005.  In addition, $765 mil-
lion in short-term borrowing was trans-
ferred from the GRF last March and none
this year.

Other areas of spending which decreased
from last year include teachers retirement
grants (down $234 million or 33.9%) and
all other grants (down $1 million or
0 . 1 % ) .

Other areas of spending which increased
include State Board of Education grants
(up $199 million or 5.0%), Human Ser-
vices grants (up $55 million or 2.4%),
higher education grants (up $39 million
or 6.4%), higher education operations
(up $66 million or 5.2%) and other
agency operations (up $50 million or
1.4%). 

The decline in teachers retirement grant
spending and the small increase in
agency operations are due to decreased

funding for the pension systems. It
should also be noted that the increase in
higher education operations will not con-
tinue as appropriations are down for the
y e a r, again due in part to decreased pen-
sion funding.

Wh at Lies Ahead

Spending for Medicaid and higher educa-
tion operations will decline in the final
quarter of fiscal year 2006 as the appro-
priation authority for these functions
diminishes.  This slowdown will relieve
some pressure on GRF but will also lead
to a renewed buildup in the backlog of
Medicaid payments awaiting processing
at the Department of Healthcare and
Family Services.

Over the last quarter of the fiscal year the
state must repay another $725 million in
short-term borrowing ($275 million was
repaid in the third quarter) plus interest
along with $276 million in statutorily
mandated repayments to the Budget Sta-
bilization Fund.  Last fiscal year $1.044
billion was repaid in the fourth quarter.

Through nine months of this fiscal year
the state has $93 million more in vouch-
ers payable than last year and $2 million
more in spendable cash from the General
Revenue Fund.  These two factors would
lead to the conclusion that this fiscal year
will end in about the same financial con-
dition as last year.  However, given that
the state now has significantly less unex-
pended appropriations than last year and
that economic revenues continue to per-
form above expectations, there is room
for optimism for improvement in the fis-
cal condition of the General Revenue
Fund by the end of the fiscal year com-
pared to last fiscal year.   n
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Did You Know…
H In 2005, there were 5.87 million nonfarm payroll jobs in Illinois. This is a 28.5% increase from the 4.57 mil-

lion nonfarm payroll jobs in 1976.
H Jewel Foods and Wal-Mart were the largest private sector employers in Illinois with 36,300 and 32,800

employees, respectively, in 2005.
H For the 2004 tax year, 2.35 million individual income tax returns (42% of all returns) claimed $414 million in

property tax credits for an average credit of $176.
H Illinois ranked 11th out of 40 states in lottery revenues, receiving approximately $570 million in fiscal year

2 0 0 4 .
H Illinois ranked 2nd behind only Nevada in the amount of casino tax revenues collected in calendar year 2004.
H The following new reports for Fiscal Year 2005 are available on the website at www. i o c . s t a t e . i l . u s :

- The Public Accountability Report
- The Fee Imposition Report
- The Bonded Indebtedness and Long Term Obligations Report
- The Receivables Report

See inside this issue of Fiscal Focus for more information on employment and revenues.  n
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