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Historic and current injustices, both in public policy and in 
society more broadly, have resulted in vast disparities in 
income across race and ethnicity in Illinois. 

Employment discrimination has denied good job opportunities 
to people of color. An uneven system of public education 
funding advantages wealthier white people and produces 
unequal educational outcomes. Racist policies such as redlining 
and discrimination in lending practices have denied countless 
Black families the opportunity to become homeowners or 
business owners, creating extraordinary differences in 
intergenerational wealth. These inequities have long-lasting 
effects that compound over time.

Hispanic households in Illinois, for instance, earn an average of 
28.1 percent less than other households before state and local 
taxes. Black households fare even worse, earning 42.5 percent 
less than other households in Illinois before state and local 
taxes. White households, by contrast, earn 47.5 percent more 
than other households before Illinois taxes. 

Put another way, white families in Illinois receive an average 
income that is 83.7 percent higher than Black families’ average 
income and receive an average income that is 49.9 percent 
higher than Hispanic families’ average income before taxes.

Disparities in Income Are a Legacy of 
Historic & Current Racism



Fiscal Policy Can Deepen or Alleviate Racial Disparities

Illinois state and local tax and spending policies interact with this severe inequality in 
important ways.

Revenues raised through taxes are vital to funding public investments in education, health, 
and the safety net, all of which can help combat inequality. 

But state tax systems—like Illinois’s—exacerbate racial income inequality by taxing low-
income people, a disproportionate share of whom are people of color, at higher rates than 
other families. Such regressive tax structures can make racial income inequality worse as 
incomes become more unequal after state and local taxes. 

A progressive system for raising revenue, however, can narrow racial income gaps by asking 
more of families with the highest incomes, who are predominately white. When state 
policymakers leave immense racial and ethnic income inequality unaddressed in state tax 
codes, they solidify that inequality.



Source: January 2021 update to ITEP’s Who 
Pays?, 6th Edition report. 

Figure shows permanent law in Illinois 
enacted through December 31, 2020. 

Our finding that Illinois has the 8th most 
regressive state and local tax system is 
based on the published Who Pays? study 
from October 2018. Based on our 
assessment of recent tax changes in Illinois 
and states with similar rankings, we do not 
expect this ranking to have changed 
meaningfully since the 2018 study was 
published.

Illinois’s Has the 8th Most Regressive State and Local Tax System



Historical and current racism have caused a 
disproportionate share of Black and Hispanic households 
to fall into lower-income groups. Thirty-two percent of 
Black and 20 percent of Hispanic households in Illinois 
earn less than $21,800. compare to Just 16 percent of 
white households.

On the other hand, years of policy advantage and privilege 
have led to a significant overconcentration of white 
families among the state’s top earners. Twenty-four 
percent of white households can be found among the 
highest-income group, those with incomes over $109,500, 
compared to just 9 percent of Black and 11 percent of 
Hispanic households.

Under Illinois’s highly regressive tax system, top earners 
who pay the least are disproportionately white, while 
high-taxed families of more modest means include a 
disproportionate share of people of color, resulting in 
after-tax incomes that are more unequal than pre-tax 
incomes.

Illinois’s Regressive Tax Structure 
Worsens Racial Income Inequalities



One consequence of Illinois’s regressive tax 
code is that upper-income families contribute 
a smaller share of tax dollars than the share of 
income they receive. Households in the top 20 
percent receive 59.7 percent of all income but 
pay only 51.7 percent of all taxes. 

As a result, families of more modest means 
must contribute more. Families of all races and 
ethnicities earning under $109,500 receive 
just 40.3 percent of statewide income but 
pay 48.3 percent of statewide taxes. 

This imbalance in Illinois’s tax code suppresses 
the income of a diverse group of low- and 
middle-income families in the bottom 80 
percent by 2.2 percent, while lifting the 
incomes of the state’s more affluent, and 
largely white, top earners by 1.5 percent.

Illinois Incomes are More 
Unequal After Taxes



Different Tax Types Have Different 
Impacts

Different taxes have very different impacts by race and 

ethnicity. Sales and excise taxes, for example, are 

worsening disparities in income by race and ethnicity in 

Illinois. Black households in Illinois pay an average 

effective sales and excise tax rate (3.8 percent) that is 27 

percent above the average rate (3.0 percent) and 31 

percent above the rate faced by the average white 

household (2.9 percent). Hispanic households pay an 

average rate (3.6 percent) that is 20 percent above 

average and 24 percent above the rate faced by the 

average white household.

Personal and corporate income taxes, by contrast, slightly 

narrow the income gap by race and ethnicity in Illinois but 

the state's flat personal income tax rate structure makes it 

impossible for that tax to address racial income disparities 

in a meaningful way. Because white families have higher 

average incomes, their average combined income tax 

payment, at 3.9 percent of income, is higher than the 

rates paid by Black or Hispanic (3.5 percent) families.



A Note on Property Taxes By Race & Ethnicity

The effect of property taxes across race and ethnicity is a complex topic. Vast 
differences in intergenerational wealth and a long history of racist housing policy 
have allowed white households to achieve homeownership rates far beyond those 
seen in most communities of color. Moreover, white households tend to own 
homes with significantly higher market values than those owned by people of 
color. Because white families hold significantly more property value than families 
of color, in some cases those white families also incur comparatively higher 
property tax bills.

On the other hand, renters pay some property tax indirectly in the form of higher 
rent. And homeowners of color can see their property tax bills pushed upward by 
assessment discrimination and housing segregation which tends to result in 
higher tax rates in lower-wealth areas. 

Perhaps most important, lower home values and lower property tax payments –
which are often found in communities of color – are directly tied to lower school 
quality and put children at a disadvantage starting in the very early years of their 
lives.

A recent study by a University of Chicago  
researcher found that homes in low-
income neighborhoods are routinely over-
assessed relative to their market value and 
properties in income rich areas are 
routinely under-assessed. This is true not 
only in cities like Chicago, but nationwide.

This practices result in shifting billions of 
dollars in tax responsibility from high-
income to lower-income households, 
further exacerbating income and wealth 
disparities by race and ethnicity.

Source: Chris Berry, Reassessing the 
Property Tax, The University of Chicago 
(March 1, 2021). 



Policies that Drive—and Could Reduce—Regressivity in Illinois’s Tax System

The high regressivity in Illinois’s state and local tax system is the result of heavy reliance on 
inherently regressive taxes – such as sales and excise taxes and to some extent property taxes –
coupled with an underreliance on progressive taxes to offset the impacts of the other tax types.

Corrective policy changes that would result in a better-balanced tax code that doesn’t exacerbate 
racial inequities include:

• Raise new revenue to fund critical public priorities through progressive sources like closing 
corporate income tax loopholes and increasing personal income taxes through rate increases or 
base expansions (e.g., taxing retirement income)

• Increase the progressivity of the personal income tax by adopting a graduated rate structure, 
boosting the Earned Income Tax Credit (EITC), and supporting renters and families with children 
with new tax credits

• Broaden the sales tax base to include services, lower the general sales tax rate, and enact robust 
mean-tested refundable credits to offset the regressive impact of sales taxes

• Lower the exemption level on the estate tax and enact a mansion tax on high-value properties

• Improve property tax assessment by using more sophisticated price data and techniques



ITEP Case Study: 
Flat vs. “Fair” Graduated Income Tax

In 2020, ITEP analyzed the consequences of Illinois’s flat income tax on 
households of different races and ethnicities as compared to the then 
proposed graduated income tax proposal referred to as “the Fair Tax.”

The analysis assessed the impact of having a flat personal income tax on 
households of different race and ethnicities over a 20-year period, and found 
the following:

Black and Hispanic Illinois taxpayers with taxable incomes less than 
$250,000 paid $4 billion more in taxes over the 20-year period studied 
under a flat tax than they would have under the Fair Tax. 

The $4 billion in additional taxes that Black and Hispanic taxpayers with 
income less than $250,000 effectively paid under the state’s flat tax 
would otherwise have been paid by the wealthiest Illinoisans, 84 
percent of whom are white, non-Hispanic. Assuming an ordinary rate of 
return, that $4 billion transfer from the state’s Black and Hispanic 
taxpayers with low and moderate incomes to its top 3 percent of 
earners allowed the state’s most affluent residents to build their wealth 
by as much as an additional $7.5 billion.

These tax differences reduced the standard of living for these families 
and exacerbated racial income and wealth gaps.

Source: Lisa Christensen Gee, “Illinois’s Flat Tax Exacerbates Income Inequality 
and Racial Wealth Gaps,” Institute on Taxation and Economic Policy 
(September 17, 2020).



Beyond Tax Equity: The Tax Code as a Tool for Advancing Racial Justice

Taxes on income and wealth have a valuable role to play in narrowing unconscionable 
disparities across race and ethnicity, and meaningfully advancing racial equity through 
state tax policy will require bold tax reforms. 

Addressing disparities in income by race and ethnicity in a meaningful way will require 
shifting toward a more progressive system with higher tax rates on affluent residents and 
comparatively less reliance on the tax dollars paid by lower- and middle-income families. 

Implementing a graduated personal income tax rate structure, eliminating regressive 
deductions, strengthening the corporate income tax, and strengthening the estate tax on 
high levels of wealth would all move Illinois in this direction. Policies designed to lift up
low-income families like tax credits for workers, renters, and families with children could 
also enhance the racial equity of Illinois’s tax code.

Just as policymakers and stakeholders came together to create our current state and local 
tax systems, advocates and lawmakers today can also work together to create something 
better. In creating more progressive and sustainable tax codes, we can advance social and 
economic justice for all Illinoisans.



Note on Race/Ethnicity Categories and Methodology

Throughout this analysis, ITEP has provided disaggregated data where possible to provide a 
preliminary understanding of disparities by race and ethnicity. Data are unfortunately not always 
available for all races and ethnicities, which is problematic given a history of cultural erasure. As a 
result of all of this, the statistics throughout this report tell a limited story. And in some cases, the 
numbers don’t reflect – and may even misrepresent – people’s lived experiences.

In the Illinois analysis, we want to hold up two notable limitations:

1. Sample size limitations prevent us from producing tax estimates for some groups, such as 
American Indian and Pacific Islander households. 

2. The relatively high average income (and associated higher tax rates) in the Illinois Asian 
community is in part because U.S. immigration laws over the last 30 years have favored high-
skilled visas, many of which are allocated to Asian immigrants. However, this aggregate 
reporting also obscures the fact that many segments of the Asian community—such as 
Pakistani, Vietnamese, and Laotian Americans—have comparatively lower incomes and thus 
vastly different tax profiles and lived experiences than represented in the aggregate data. 

ITEP’s method for disaggregating state and local tax incidence by race is explained here: 
https://itep.org/itep-tax-model/iteps-approach-to-modeling-taxes-by-race-and-ethnicity/

https://itep.org/itep-tax-model/iteps-approach-to-modeling-taxes-by-race-and-ethnicity/



