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T a x a t i o n  o f  P u b l i c  U t i l i t y  S a l e s :

S t a t e  P r a c t i c e s  a n d  t h e  I l l i n o i s  E x p e r i e n c e

Diane F. Siegel and William A. Testa*

I. I n t r o d u c t i o n

Taxation of natural gas, electricity, and telephone utility revenues has be
come a more important source of state and local government revenue in 
Illinois. Rising prices of fossil fuels and electric power plant construction 
have caused utility tax revenues to grow more rapidly than other major 
revenue sources such as the general sales and property taxes. The increase 
in public utility taxes has been especially dramatic in those municipalities, 
such as the City of Chicago, that have raised tax rates on the expanding 
utility tax base. The rapid growth of state and local utility taxes in Illinois 
is of special concern because the state has one of the highest utility tax 
levels in the country.

This paper analyzes the Illinois utility taxes in terms of their likely impact 
on economic growth, their fairness to taxpayers, and their contribution to 
state and local fiscal stability. Our findings indicate that the Illinois utility 
taxes add to the state’s relatively high energy utility prices. Another 
drawback is that the burden of the state and local utility taxes falls most 
heavily on low-income taxpayers. However, the utility taxes do provide a 
stable source of revenue for state and local governments. Furthermore, 
utility taxes do not impose heavy administrative costs on governments or 
high compliance costs on taxpayers.

II. G r o w t h  o f  Utility T a x a t i o n  in Illinois

Both state and municipal governments in Illinois tax utility sales under se
lective excise taxes. The state tax applies to sales of natural gas, electricity, 
and messages (primarily telephone services). Local governments are al
lowed to tax these three utilities as well as water services. Together, state 
and local utility tax revenue amounted to $1,032 million in fiscal 1984, 
two-thirds collected by the state government and one-third by municipal
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assistance. A  previous version of this paper was entitled “Taxation of Public Utility Sales in 
Illinois.” The views expressed are those of the authors and do not necessarily reflect the views 
of the Federal Reserve Bank of Chicago or the Federal Reserve System.
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governments (Table 1). While one out of five Illinois cities taxes one or 
more utility services, the City of Chicago accounts for over three-fourths 
of all local utility tax revenues. *

The Illinois State Utility Tax
The state utility tax has been levied at a five percent rate since 1967. In 
fiscal 1985, the state government collected $648 million from the utility tax. 
Electricity receipts contributed 51 percent of that amount, while gas and 
telephone utilities contributed 32 percent and 17 percent, respectively.

However, state legislation passed in 1985 made two substantial changes in 
utility taxation at the state level. First, the five percent tax on messages 
was extended to interstate messages effective August 1, 1985. The new 
message tax and an increase in the state cigarette tax were enacted to fund 
a package of education reform programs.

The second major utility tax change allows electricity and natural gas sales 
to be taxed on a consumption unit basis rather than an expenditure (or ad  
valorem) basis beginning in January 1986. The new tax will be .32 cents 
per kilowatt-hour on electricity sales and 2.4 cents per therm on gas sales. 
In cases where the utility user’s tax bill would be higher under the new tax, 
the five percent tax rate will still be applied to utility revenues. Customers 
who face the highest electric and gas rates will save the most under the new 
tax. The tax on message services will not be affected by this change.1

The conversion to a usage tax on gas and electricity was a response to 
public concern over the tendency of utility tax revenues to rise automat
ically with energy price increases. State utility tax revenues have consist
ently grown faster than the rate of inflation since the late 1960s, but the 
revenue increase was particularly dramatic following the large jumps in 
world energy prices in the 1970s. This trend is demonstrated by the in
crease in the index of constant dollar utility tax revenue relative to the 1968 
level. (Figure 1 plots this index on a calendar year basis.) Real state 
utility tax revenues increased by roughly five percent per year, on average, 
from 1968 to 1974, with gas, electricity, and message revenues growing at 
approximately the same rate. Total utility tax revenues continued this real 
growth rate from 1974 to 1984, but the growth of the individual compo
nents diverged. Real gas and electricity revenues increased at an acceler
ated rate, while constant dollar revenues from intrastate telephone services 
remained fairly stagnant.

The rapid growth in public utility tax revenues increased the tax’s impor
tance to the state’s revenue system. Utility tax revenues as a share of total 
state taxes rose from 5.0 percent in fiscal 1970 to a high of 8.2 percent in 
fiscal 1983. By fiscal 1985, the utility tax’s share of state tax revenues had
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Figure 1
Constant dollar index of state 
utility tax revenue in Illinois

index, 1968=100
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fallen off to 6.9 percent. The growth of utility tax revenues exceeded the 
revenue growth of the general sales tax, the other selective excise taxes, and 
the state individual income tax. Since 1970, the corporate income tax was 
the only major state tax to increase faster than the public utility tax, al
though its growth was partly attributable to the addition of the personal 
property tax replacement surcharge in 1979.

Under the new utility tax law, state utility tax revenues will no longer rise 
in lockstep with future gas and electricity price increases. The Illinois Bu
reau of the Budget projects that state utility tax revenues will decline by 
$23 million during the first six months of 1986 and by $80 million in fiscal 
1987. Future revenue changes will depend on the growth of utility prices 
relative to the new usage tax rates.

Local Utility Taxes in Illinois
Public utility taxes have also been an expanding source of revenue for local 
governments in Illinois since the early 1970s, generally outpacing local 
property and sales taxes. All municipalities, except Chicago, are limited 
to a maximum public utility tax rate of five percent on gross receipts from 
the sale of electric, natural gas, water, and message services. N ot all 
municipalities tax all utility services at the maximum rate. Many impose 
the tax at a lower rate, many do not tax all types of utility services, and 
some Illinois communities do not tax utility receipts at all.

The City of Chicago effectively taxes electric, natural gas, and telephone 
receipts at an eight percent rate, although for electric and telephone ser
vices this rate is achieved through the combination of two separate taxes. 
One is a public utility tax that is collected by the utilities from the cus
tomers. The other is a gross receipts franchise tax that the utility pays di
rectly to the city. Unlike the utility tax, the franchise tax does not appear 
on customer billings. There is no franchise tax on natural gas sales, but the 
city’s utility tax covers natural gas receipts at an eight percent rate. This 
was increased from five percent in July 1981.

In fiscal 1984, Illinois municipalities raised a total of $380 million from 
public utility taxes with the vast majority collected by the City of Chicago 
(Table 1). Local utility taxes grew from 2.8 percent of total local taxes in 
fiscal 1971 to 5.1 percent in fiscal 1984. Increases in energy prices and 
statutory tax rates both contributed to this growth in local public utility tax 
revenues.

In Chicago the importance of utility taxes to the city budget has grown 
tremendously. From fiscal 1970 through 1984, the utility tax share of total 
city tax revenues increased from 14.5 to 24.1 percent, after reaching a peak 
of 26.2 percent in fiscal 1983. Over the same period, the contribution of
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the city sales tax grew much more slowly, from 13.5 to 17.2 percent, and 
the contribution of the property tax fell from 59.0 to 34.5 percent.

Table 1Illinois State and Local Public Utility Tax Revenues Fiscal Years 1970-1985
City of

State Revenue Total Local Revenue Chicago Revenue
Fiscal Million Percent Million Percent Million Percent
year dollars of taxes dollars of taxes dollars of taxes

1970 144 5.0 n.a. n.a. 55 14.5
1971 158 5.0 74 2.8 60 13.3
1972 175 5.2 82 2.7 66 13.6
1973 189 5.1 89 2.8 71 12.6
1974 209 5.1 95 2.5 75 13.5
1975 248 5.6 118 3.2 95 16.0
1976 277 5.8 143 3.7 111 17.9
1977 329 6.2 162 3.7 123 18.9
1978 372 6.4 183 4.0 141 21.1
1979 429 6.8 207 4.2 158 22,0
1980 470 6.6 229 4.3 175 23.8
1981 526 7.2 255 4.3 192 24.2
1982 595 8.0 295 4.7 222 25.4
1983 607 8.2 352 5,0 267 26.2
1984 652 7.5 380 5.1 285 24.1
1985 648 6.9 n.a. n.a. n.a. n.a.

S O U R C E S : C ity of C hicago, Illino is  D epartm ent of Revenue, and U .S . Bureau of the Census.

III. Interstate Co mp ar is on of Utility T a x  Levels

Public utility taxes in Illinois have been controversial not only because of 
their rapid growth, but also because many contend that the Illinois utility 
taxes are very high relative to those in other states.2 Concern about the 
level of utility taxes in Illinois increased as utility prices rose, leading 
eventually to passage of the new utility usage tax law in 1985.3 This paper 
conducts a comprehensive comparison of utility receipts taxation across 
states and finds that Illinois does have one of the highest utility tax levels 
in the country.

Interstate comparison of public utility taxation is complicated because 
utility receipts are covered under different types of taxes across states. 
Many states levy a separate tax on public utilities as Illinois does, while 
others tax utility receipts under their general sales taxes. There are
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twenty-two states which cover utility receipts under both a sales tax and a 
separate utility excise tax. Furthermore, in many states public utility re
ceipts are taxed at the local level under general sales taxes or selective 
utility excise taxes. The economic effects of these different forms of utility 
taxation should be very similar. For this reason, our utility tax comparison 
includes all taxes which apply to public utility receipts or sales at the state 
and local levels.4

There is also substantial variation across states in the type of utility service 
covered and the basis of taxation. Most often, utility taxes are imposed 
on utilities’ gross receipts, but in a few states they apply to units of service 
sold, miles of line for transportation utilities, or miles of poles for tele
phone companies. To simplify our comparison of utility tax levels, we fo
cus on the total revenues collected by such taxes in each state.5

It is not enough to compare utility tax collections across states, however. 
The relative level of utility taxation in each state is best indicated by re
venue measures that correct for differences in state size and taxable re
sources. Our interstate comparison is based on four such measures: the 
ratios of utility tax revenues to state general revenues, population, income, 
and total utility sales. The top ten states according to each measure in 
fiscal 1982 are shown in Table 2. (See Appendix I for a breakdown of the 
four measures by type of utility tax for all 50 states.) Illinois ranks very 
high by each of these measures.

Table 2Ten States with Highest Levels of Public Utility Taxation Fiscal Year 1982
Revenues as a 

Percent of State 
& Local Own 

Source General 
Revenue

Revenues 
per capita

Revenues 
Per $1,000 

personal income

Revenues as a 
Percent of 

Standard Base

Florida 5.3% New York $103.79 New York $9.05 New York 12.7%
New Jersey 5.2 New Jersey 89.51 West Virginia 7.82 New Jersey 9.2
Illinois 5.1 Illinois 77.77 New Jersey 7.40 Hawaii 8.3
West Virginia 5.0 Hawaii 75.85 Hawaii 6.87 West Virginia 8.2
Missouri 4.7 Florida 69.76 Florida 6.84 Florida 8.2
New York 4.6 Connecticut 69.51 Illinois 6.70 Washington 8.2
Alabama 4.3 West Virginia 65.71 Arizona 6.33 Connecticut 8.1
Connecticut 4.3 Arizona 61.77 Alabama 6.27 Illinois 7.6
Arizona 4.1 Rhode Island 56.46 Missouri 5.63 Rhode Island 7.5
Hawaii 4.0 Pennsylvania 55.53 Rhode Island 5.57 Missouri 6.9
50-state mean 2.5 50-state mean 38.57 50-state mean 3.82 50-state mean 4.5
std. dev. 1.5 std. dev. 22.99 std. dev. 2.12 std. dev. 2.7
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The first measure indicates the importance of utility taxes to state and local 
governments by their contribution to state and local own source general 
revenue (column l).6 Illinois is third among states with 5.1 percent of state 
and local own source general revenue contributed by utility taxation. The 
two states which lead the list, Florida and New Jersey, outrank Illinois only 
slightly.

Measures of utility tax revenue per capita and per $1000 of personal in
come (columns 2 and 3) are used to estimate the burden of utility taxation 
on state residents. Illinois utility taxes rank third in the country on a per 
capita basis and sixth in utility tax revenue per $1000 of personal income. 
These ratios suggest that utility tax burdens on Illinois taxpayers are higher 
than in most states, assuming the taxes are borne fully by state residents.

Finally, we measure tax collections relative to the expenditure on utility 
services in the state (column 4).7 This measure reflects the degree to which 
each state employs the taxable base, utility consumption, as a tax source. 
Comparisons using this “tax effort” or effective rate correct for the fact 
that utility consumption varies across states due to industry mix, climate, 
and proximity to energy sources. If utility taxes are largely passed forward 
to final customers, the tax effort rate estimates the extent to which the taxes 
raise utility prices.

According to this measure, Illinois is eighth in the nation with a tax effort 
rate of 7.6 percent compared to a 4.5 percent 50-state average. The fact 
that Illinois’ rank is a little lower with the tax effort index than with the 
other measures suggests that the state’s utility sales tax base slightly ex
ceeds that of the other high utility tax states.

Figure 2 compares the utility tax effort levels of all 50 states. High utility 
taxes are shown to be much more prevalent in the eastern half of the 
country. O f all the midwestern states, Illinois has the highest utility tax 
effort, though it is followed closely by Missouri.

The four tax level measures all indicate that the Illinois utility taxes are 
among the highest in the nation. The following sections consider the im
plications of Illinois’ utility taxes for the state’s economic development, 
utility consumers, and state-local governments.

IV. Implications for E c o n o m i c  Development

The relatively high utility tax levels in Illinois may adversely affect eco
nomic growth in two ways. First, the tax may raise utility prices relative 
to other production inputs so that businesses will substitute other inputs
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Figure 2
State and local utility tax effort by state - 1982

top ten states other a b o v e  average states b e l o w  average states
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such as capital, labor, and alternate fuels for the taxed utilities. This use 
of resources can be less efficient because it is not based on prices that re
flect the true scarcity of inputs. Second, if the tax raises industrial utility 
prices in Illinois relative to those in other states, it may discourage energy 
intensive industries from locating or expanding in Illinois.

Utility Taxation and Resource Utilization
The Illinois utility excise taxes apply to both commercial and industrial 
utility sales. In contrast, most other intermediate goods used in production 
are exempted from sales-type taxation in Illinois.8 As a result, decisions 
concerning input mix and production method may be affected by the un
even tax coverage of inputs. To the extent that utility taxes raise the price 
of utilities relative to nonfuel substitutes, production choices are based on 
prices that do not reflect the scarcity value of inputs. The use of utility 
services is discouraged in favor of such substitute inputs.

This effect is not as likely to arise from the tax treatment of fuel oil and 
coal, the closest substitutes to gas and electricity.9 The sales tax rate applied 
to these products is five percent, so that under the former Illinois utility tax 
law, all fuel prices were raised in similar proportion and production choices 
between alternative fuels were not necessarily distorted by taxation. 
However, under the new Illinois utility tax, some industrial users may 
switch to the consumption based tax so that their utility taxes will be lower 
than five percent. For these customers, the different tax treatment of en
ergy inputs would tend to make energy utilities marginally more attractive 
than other fuels.

Utility Taxes and Business Investment
Illinois’ high utility taxes may raise utility costs in Illinois relative to those 
in neighboring regions and thus discourage industry from locating or ex
panding in the state. Empirical studies are far from conclusive concerning 
the influence of utility costs on economic development.10 Prior reasoning 
suggests, however, that firms which use utility services intensively in their 
production process would tend to be more sensitive to utility price differ
ences. Unless these firms can easily substitute away from high-priced util
ity inputs, a given utility price disadvantage will tend to depress 
profitability relative to firms who use small shares of utility inputs.

One measure of the importance of utility costs to Illinois industry is pro
vided by the total gas and electric cost per dollar of value added in manu
facturing. As Table 3 shows, utility costs are not a large cost component 
for most Illinois manufacturers.11 In 1980, total manufacturing outlays on 
utility services amounted to only four percent of value added. Only one 
major Illinois industry, primary metals, consumed gas and electricity at far
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above the average for all manufacturers. Other industries reported outlays 
on utilities in the one to six percent range. Because utility costs account 
for a relatively small share of production cost for most Illinois industries, 
utility price differences must be large to generate significant regional dif
ferences in profitability and hence to affect location or investment deci
sions.

Table 3Energy Utility Costs (Gas Plus Electric)As A Share of Value Added In Manufacturing For Illinois and U.S.—1980
Utility Cost/Value Added

U.S. Illinois
(percent) (percent)

SIC 20 - Food and kindred products 3.9 4.4
SIC 21 - Tobacco manufacturers 1.1 —
SIC 22 - Textile mill products 5.9 —
SIC 23 - Apparel and other textile 1.4 1.5
SIC 24 - Lumber and wood products 3.5 —
SIC 25 - Furniture and fixtures 1.9 2.2
SIC 26 - Paper and allied products 9.0 4.7
SIC 27 - Printing and publishing 1.2 1.4
SIC 28 - Chemicals and allied products 9.5 5.2
SIC 29 - Petroleum and coal products 14.4 —
SIC 30 - Rubber, misc. plastics 4.8 5.8
SIC 31 - Leather and leather products 1.7 —
SIC 32 - Stone, clay, glass products 10.5 —
SIC 33 - Primary metals 14.4 15.5
SIC 34 - Fabricated metal products 2.8 3.2
SIC 35 - Machinery, except electrical 1.7 2.0
SIC 36 - Electric, electronic equipment 1.9 2.0
SIC 37 - Transportation equipment 2.1 1.8
SIC 38 - Instruments, related products 1.2 1.8
SIC 39 - Misc. manu. products 1.7 1.9
All manufacturers 4.7 4.0

S O U R C E : U .S . D epartm en t of Com m erce, A n n u a l  S u rv e y  o f  M a n u fa c tu re rs ,  M ay  1 9 8 4 , and Bureau 
of Labor Statistics, E m p lo y m e n t a n d  E a rn in g s .

The possible extent to which Illinois utility taxes increase interstate price 
disparities can be estimated by the ratio of utility revenues to utility sales 
for all end uses (Table 2, column 4). This measure yields an average po
tential tax-induced price hike assuming that taxes are largely passed for
ward in utility prices. Here we find that, on average, the current state and 
local utility taxes raise utility prices three percent above the 50-state mean
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and approximately seven to eight percent above prices in very low tax 
states.12

For industrial prices specifically, these estimated price add-ons probably 
understate the actual price markup because many state taxes exempt na
tural gas, electricity, or other fuels used directly in industrial production 
(Figure 3). Thirty states, including Illinois, tax industrial gas or electricity 
sales under a selective utility tax. Thirty states levy a sales tax on gas or 
electricity sales; however, 19 of those either exempt or partially exempt in
dustrial fuel use. Due to this widespread exemption practice, the U.S. av
erage utility tax on industrial utility sales is probably less than the 4.5 
percent mean in Table 2 which is measured over all end uses. Accordingly, 
the 7.6 percent price markup caused by the utility tax in Illinois is some
what understated.

Industrial utility tax differences are particularly notable in relation to 
neighboring states. The state sales taxes in Iowa, Michigan, and Indiana 
cover utility sales but exempt gas and electricity used in industrial pro
duction. The Kentucky and Missouri sales taxes offer partial exemptions 
to one or more utility services (Figure 3). Utility cost differences among 
neighboring states can be important to business location choices because 
other factor costs, such as labor and transportation, often diverge less 
within the same general region.

High utility taxes will have greater impact on business investment if they 
ultimately contribute to very high industrial utility costs. Average indus
trial gas and electricity prices in Illinois exceeded the national average and 
prices in most neighboring states in 1981 (Table 4). Electricity prices in 
Illinois were much greater than those in most neighboring states and the 
nation in 1981.13 This differential did not change significantly in the period 
from 1974 to 1981. However, the ambitious nuclear construction program 
in Illinois may widen these price differences in the near future as the costs 
of completed nuclear power plants are passed along in customer billings. 
As of this writing four nuclear power units in Illinois are still under con
struction.

Illinois natural gas prices were much closer to prices in neighboring states 
and the national average, although on the whole they were still relatively 
high. Average gas prices in some parts of Illinois, such as the Chicago 
area, are held down by contract prices on older vintage natural gas wells. 
As these particular reserves are exhausted over time, Illinois natural gas 
prices may rise relative to prices in other states.

Illinois’ utility price disadvantage could increase further in coming years. 
The impact of such price disadvantages on economic development remains 
an unanswered question. Thus, it is unclear whether lowering utility taxes
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Figure 3
i State government taxation of utility services (gas or electric) 

used by industrial customers - 1983

★  partial e x e m p t i o n  or lower rate u n d e r  sales tax
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would encourage development in the state, even though utility taxes do 
contribute to Illinois’ utility price disadvantage. In any case, the question 
of utility tax cuts to spur the Illinois economy is becoming increasingly less 
significant. Under the new utility tax law, more industrial and commercial 
gas and electricity sales will be taxed at the usage rate as utility prices rise, 
so utility taxes will come to make up less and less of total utility cost to 
business. For this reason, utility taxes will tend to have progressively less 
influence on business location in Illinois.

Table 4Average Cost of Natural Gas and Electricity Delivered to Manufacturers 1974 to 1981
Ratio of Illinois Price 

to Other Regions
1974 1981 1974 1981

Natural Gas ($/mcf)
Illinois .80 3.47 1.00 1.00
U.S. .68 3.20 1.17 1.08
Neighboring states
Indiana .72 3.05 1.11 1.14
Iowa .64 3.01 1.25 1.15
Kentucky .70 3.26 1.14 1.06
Michigan .92 3.62 .87 .96
Missouri .65 3.32 1.23 1.04
Wisconsin .80 3.84 1.00 .90

Electricity (C/kwh)
Illinois 1.6 4.6 1.00 1.00
U.S. 1.4 3.8 1.18 1.19
Neighboring states
Indiana 1.2 3.5 1.36 1.30
Iowa 1.6 3.8 1.05 1.21
Kentucky .9 3.2 1.77 1.42
Michigan 1.8 4.8 .91 .95
Missouri 1.4 3.5 1.13 1.31
Wisconsin 1.7 3.9 .96 1.18

S O U R C E : U .S . D epartm ent of Com m erce, Bureau of the Census, A n n u a l  S u rv e y  o f  M a n u fa c tu re rs  
1 9 7 4  and 1 9 8 2  C e n s u s  o f  M a n u fa c tu re rs .

V. Implications for Residential Consumers

In addition to its potential impact on business development, the Illinois 
public utility tax may influence the consumption patterns and welfare of
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residential utility customers. We find little indication that the utility tax 
does alter consumer behavior, but there is substantial evidence that the tax 
alters the distribution of income in the state by falling more heavily on low 
income households.

Public Utility Taxes and Consumer Prices
Taxation can influence consumption behavior if it alters the relative prices 
of consumer goods and services. A  tax system is called neutral if it has 
little influence on relative prices and economic behavior. The effect of the 
utility tax on relative prices can be estimated by comparing the tax with 
other consumer taxes, particularly sales taxes, that affect the prices of 
non-utility goods.

The State of Illinois imposes a sales tax of five percent on the purchase and 
use of tangible property. The base of the sales tax is narrower than in 
many other states because it excludes services and utility sales. The former 
Illinois state public utility tax effectively broadens the base of consumer 
taxation at the state level by taxing residential utility sales at a five percent 
rate. Since the utility tax increases the number of consumer purchases 
taxed at five percent, it generally enhances the consumer price neutrality 
of the state tax system.

Under the new state utility tax law, the usage tax rate will be lower for 
some customers. This will reduce the taxation of utility sales relative to 
sales taxation of other purchases. The new tax law thus decreases the 
neutral impact the state utility tax has had on the state tax system.

At the local level, utility taxation does not always promote the neutrality 
of the tax system. Many municipalities impose utility tax rates that exceed 
or fall below the local sales tax rate. The City of Chicago is an important 
example for it imposes an eight percent tax on utilities and a two percent 
tax on general retail sales.

The Equity of Public Utility Taxation
Another concern about the Illinois utility taxes is that their burden may fall 
inordinately on low-income households. If low-income people spend a 
greater share of their income on utilities, they will also spend more of their 
income on utility taxes. Such taxes are called regressive and are often 
considered inequitable because they redistribute income away from low- 
income people.

Households, not businesses, eventually bear the burden of all utility taxes 
including those imposed on commercial and industrial utility sales. How
ever, our analysis of utility tax equity focuses on the utility taxes paid di-
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rectly by residential users. As in previous studies, we assume that 
residential utility taxes are fully passed on to the households upon which 
they are levied (Pechman and Okner 1974) and (Phares 1980).

We do not attempt to measure the equity of the taxes levied directly on 
commercial and industrial utility sales because the ultimate distribution of 
that tax burden is so unclear. It depends on the income levels of customers 
who pay part of the taxes through the prices of the goods and services they 
purchase and of utility stockholders and employees who bear the portion 
not passed on. While this income distribution is difficult to estimate, it can 
be assumed that the nonresidential component of the utility tax is less re
gressive than the part paid directly by households.

We estimate the regressivity of residential utility taxes by examining the 
total utility expenditures of households with different income levels. Under 
the old law, this approach yields an accurate portrayal of utility tax equity 
because the old tax was completely proportional to utility expenditure. 
Under the new state utility tax, some residential utility taxes are directly 
determined by utility consumption instead of expenditure. However, utility 
consumption rises with income in roughly the same manner as utility ex
penditure does. Therefore, the distribution of the residential utility tax 
across income levels is not likely to be changed much by the new tax. Our 
measures of utility tax equity are generally applicable to the new tax even 
though they are based on utility expenditure patterns.

The Illinois state tax on residential utility use does appear to be highly re
gressive. The distribution of the utility tax burden is inferred from the 
schedule of total utility expenditure by income level in 1979. (See Figure
4.) The income measure shown in this graph is total cash income including 
unemployment compensation, social security and food stamps. Clearly, 
spending on natural gas and electricity as a share of household income 
declines dramatically as income rises. Households with the highest ten 
percent of income had a ratio of utility expenditure to income that was less 
than one-tenth the ratio for households with the lowest ten percent of in
come.

The utility expenditure rate declines very steeply at the beginning of the 
schedule, particularly over the first three income deciles. Over 25 percent 
of money income was spent on gas and electricity in those households in 
the lowest decile. The second income decile paid slightly less than 12 per
cent and the third decile spent less than eight percent of income on utilities.

The regressivity of utility taxation appears to have increased since the early 
1970s. This trend is most easily demonstrated by comparing the income 
elasticity of utility expenditures at different points in time. When the state 
and local utility taxes were completely proportional to utility expenditures,
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Figure 4
Percent of household income spent on gas and 
electricity in Illinois by income class - 1979

percent of income
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the income elasticity of utility taxation was identical to the elasticity 
measure for total utility expenditures. This method is frequently used to 
summarize a tax’s regressivity (Davies 1960), (Schaeffer 1971) and 
(Bowman 1979). An elasticity estimate less than one indicates that the tax 
is regressive because the tax burden does not rise proportionately with in
come. An elasticity estimate greater than one suggests that the tax is pro
gressive because it rises more rapidly than income.

The income elasticity of utility expenditure is estimated for the 1972-73 and 
1980-81 periods from the Bureau of Labor Statistics Consumer Expendi
ture Survey’s regional data on gas and electricity consumption and for the 
1980-81 period from the same source’s diary data set.14 Using Haitovsky’s 
(1973) method for correcting heteroscedasticity in grouped data, the in
come elasticity is estimated by regressing the log of utility consumption on 
the log of income.15 In 1972-73, the income elasticity was a very low 0.39 
for the entire Central Region (See Table 5). By 1980-81, the point estimate 
of income elasticity (estimated with “diary data”) had fallen to 0.17 which 
was significantly lower than the 1972-73 estimate at the five percent level. 
This result indicates that utility taxation has become more regressive over 
time.

Table 5Utility Expenditure (Gas & Electric)Mean Household Observations, 1972-73 and 1980-81
All Northeast Central South West

Regions Region Region Region Region

1972-73
Intercept r  22 1.91 2.07 1.62 2.20

(19.1) (13.8) (10.1) (10.1) (10.6)
Money Income .38 .40 .39 .43 .35

(29.4) (26.6) (17.5) (24.2) (15.5)
Sample Size 16 12 12 12 12
1980-1981
Intercept 2.13 2.92 2.41 1.98 .68

(9.7) (5.8) (4.6) (8.8) (15)
Money Income .19 .11 .17 .21 .32

(8.4) (2.1) (3.1) (8.8) (6.9)
Sample Size 14 14 14 14 14

NOTE: t - statistics are in parentheses
SOURCE: B.L.S. C o n su m er Exp en d itu re  S u rv e y  1972-73, #1985, and C o n su m er E xp en d itu re  S u r 
vey : D iary 1 9 8 0 -8 1 .
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This increase in regressivity could have resulted from slower adjustment 
by low income households to the real increase in energy prices which oc
curred in the 1970s. The quadrupling of world oil prices, accompanied by 
rising prices of associated fuels, sparked a significant investment in 
weatherization improvements in the household sector. Construction 
methods were also modified to increase the efficiency of residential energy 
use. However, low-income households apparently did not keep up with the 
pace of improvement in energy efficiency. Housing occupied by low- 
income families was weatherized less often during the 1970s than the 
housing of high-income people.16

Income elasticity estimates for telephone expenditures can be obtained only 
for the 1972-73 period because of data limitations.17 In the Central Region, 
this third major component of the utility tax base has a statistically signif
icant elasticity estimate of 0.33 for the earlier period. Other regions had 
similar income elasticity estimates of approximately 0.4 for telephone ser
vices. These values are similar to the elasticity estimates for gas and elec
tricity in 1972-73.

The foregoing elasticity estimates for energy utilities are biased upward, 
thus understating regressivity, because they are based on data that do not 
account for implicit utility payments made by renters through their rental 
payments. If the rental market is competitive, landlords can pass normal 
utility expenses on to renters even though utilities are not billed separately 
to rental units.18 Thus, the total utility expenses borne by renter households 
are under-reported because these indirect utility payments are not observed 
in the data set. Since homeownership rises with income, the utility ex
penditure of higher income households is under-reported less often. And 
among renters, utility consumption is under-reported more frequently for 
low income renters because they tend to pay utilities through their rent 
more often than high income renters.19 For these reasons, income elasticity 
estimates tend to understate the regressivity of the public utility tax.

The omission of renters’ implicit utility expenditures is not a minor data 
distortion. A  survey by the Department of Energy reveals that in 1981-82 
eight percent of households did not pay their electric bills directly. Nearly 
16 percent of households in units with natural gas heat were not billed di
rectly for heating over this period. These renter-landlord arrangements are 
most common in the Northeast and Central regions.20

The potential effect of this data problem on our elasticity estimates can be 
gauged at the state level using household money income and utility ex
penditure data from the Public Use Microdata Sample (PUMS) from the 
1980 Census. This data set indicates whether gas and electricity bills are 
paid directly by tenants. By excluding renters who do not pay for their
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utilities directly, we can estimate an income elasticity which is not biased 
upward.

While this procedure corrects one bias, it introduces another which works 
in the opposite direction to underestimate the income elasticities. Home- 
owner households are over-represented in the reduced sample, especially in 
the lower income ranges. Because homeowner households tend to consume 
more utility services than renters, the reduced sample actually overstates 
utility expenditure at low income levels relative to high income levels.21

Thus, the income elasticities estimated from the full sample and the modi
fied sample are upper and lower bounds, respectively, between which the 
actual index of regressivity lies. Table 6 shows upper and lower bound 
income elasticity estimates for Illinois gas and electricity consumption in 
1979. The elasticity estimates from the full sample range from 0.33 to 0.40. 
The point estimates fall by more than half when households that do not 
pay their gas or electricity directly are left out of the sample. Thus, the 
actual income elasticities of gas and electricity consumption in Illinois were 
between 0.12 and 0.33 in 1979.

The Trend Toward Residential Exemptions
Since the late 1970’s, many state governments have sought to reduce the 
regressivity of utility taxation by specifically exempting household con
sumption from the tax base. In the vast majority of cases, these ex
emptions have applied to sales taxes rather than selective utility excise taxes 
such as the Illinois utility tax. In a few states, residential utility sales are 
still taxed at the local level even though they have been exempted under the 
state sales tax.

O f the 47 states which have sales taxes, 31 cover some or all utilities and 
30 of these cover gas and electricity. Eighteen of these 30 states provide 
some type of exemption for residential gas and electricity purchases (Figure
5). Delaware is the only state that exempts residential utility sales under 
a selective utility excise tax.

The exemption of residential utility sales, primarily those of gas and elec
tricity, has clearly accelerated during the past decade of rising fuel prices. 
Virtually all of these exemptions have been enacted since 1974, many 
within the past five years, in attempts to soften the consumer burden of 
rising energy prices.

Illinois has not participated in the recent movement toward residential ex
emption, and as a result low income households in the state tend to bear 
a greater share of the state-local utility tax burden.22 Relatively high utility 
taxes in Illinois, particularly in Chicago, intensify concerns over the fair-
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Figure 5
State sales tax exemption of residential gas and

electricity by year of enactment

sales tax covers 
gas a n d  electricity

partial e x e m p t i o n  for 
residential services

total e x e m p t i o n  for 
residential services
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ness of this tax. As most economic analysts believe that income redistrib
ution programs are best handled at the federal level, it is questionable 
whether state-local tax structure design should be dominated by equity 
concerns. However, if state legislators perceive that the federal government 
is not accounting for the detrimental effect of rising energy prices on the 
poor, state-local utility tax reform presents an alternative policy pre
scription.

Table 6Regression Equations Summarizing the Relation Between Income and Average Monthly Utility Expenditures In Illinois—1979
All Households

Total Fuel:
Gas plus
Electric Electric Gas

Intercept .76 -.07 -1.40
(28.4) (2.5) (28.4)

Income .33 .33 .40
(118.6) (120.5) (78.0)

R 2 .07 .07 .03
N 195010 195010 195010

Sample Excluding Households 
Where Landlord Pavs Electric or Gas
Intercept 3.20 1.95 2.01

(252.6) (147.4) (48.8)
Income .12 .15 .13

(90.2) (110.5) (30.0)
R 2 .05 .06 .01
N 164886 184703 166261

SOURCE: U .S . C e n su s  o f P opu lation  a n d  H o u sin g  1980, Public Use Microdata Sample.

VI. Implications for State and Local G o v e r n m e n t

Finally, the advantages and disadvantages of the rapidly growing Illinois 
utility tax should be considered from the point of view of state and local 
governments. From this perspective the tax scores fairly well. The cost to 
governments of administering the tax and the cost to taxpayers of com-
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plying with it are fairly low. In addition, utility taxes are a reasonably re
liable revenue source, for they display only a moderate level of sensitivity 
to the business cycle.

The Cost of Administration and Compliance
The cost of collecting the utility tax is low because the number of collection 
points, the public utility companies in the state, is very small. Moreover, 
the extensive recordkeeping required of regulated utilities facilitates the 
auditing of revenues for tax purposes. There are no extra costs of tax 
compliance on the taxpayers’ side because utility customers usually pay the 
taxes along with their utility bills.

Public Utility Taxes and State-Local Fiscal Stability
Another consideration for state and local governments is the stability of tax 
revenues with respect to changing economic conditions, particularly swings 
in national economic activity. Extreme tax revenue volatility can be quite 
costly. Many state governments borrow to finance long-run capital ex
penditures and to cover very short-term deficits. Borrowing to meet un
expected shortfalls in revenue from cyclically sensitive taxes raises costs to 
state governments, especially during periods of high interest rates. And 
insofar as most state governments are prohibited from running operating 
deficits beyond their fiscal years, revenue shortfalls during recessions often 
prompt legislatures to raise taxes or cut back programs in a haphazard 
manner. Tax and spending changes designed in haste may include poorly 
conceived features that are not always revised during subsequent economic 
recoveries.

We assess the utility tax’s effect on the cyclical sensitivity of the state tax 
system by estimating the stability of the utility tax relative to that of other 
major taxes. We find that the three components of the Illinois state utility 
tax contribute very different amounts of business cycle sensitivity to state 
tax revenues. However, the cyclical behavior of the combined utility tax 
revenues does not differ sharply from that of other state taxes.

Though our analysis focuses on the stability of the state utility tax, we ex
pect Illinois’ local utility taxes to behave in much the same way because 
their bases are similar to the state utility tax base. Our stability measures 
should also apply to the new state utility tax because the cyclical nature 
of utility tax revenues is primarily determined by utility consumption pat
terns. The new utility tax should not cause a major change in the usage 
of utility services over the business cycle. The new tax will alter the effect 
of energy prices on utility tax revenues; however, prices are not generally
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a cyclical factor, and we have tried to remove their influence from our 
stability estimates.

We estimate the stability of the utility tax by regressing real tax receipts 
on real income in Illinois and on noncyclical factors such as weather, tax 
rates, and relative utility prices which are thought to affect tax revenue 
variation. The stability of the tax, or its elasticity, is indicated by the co
efficient on the real income variable. The regressions are specified in log
arithmic form so that the income coefficient measures the percent change 
in real tax revenues in response to a one percent change in economic ac
tivity.

Separate equations for electricity, natural gas, and message tax revenues 
are specified to provide an understanding of the behavior of the three 
components of the utility tax. Each equation includes the price of its utility 
service relative to the general price level (represented by the G N P  
deflator).23 The winter peak in gas consumption is represented in the gas 
revenue equation by the heating degree days recorded each quarter at 
Chicago’s O ’Hare airport.24 Electricity consumption increases in the sum
mer and the winter, so both heating and cooling degree days are included 
in the electricity equation. Since actual records of cooling degree days do 
not cover the entire sample, we estimate average heating and cooling de
gree days for this equation.25 No seasonal variables are included in the 
message revenue equation because they were not found to be significant. 
The message equation does contain a variable representing the passage of 
time in order to capture the effect of the growing importance of the service 
sector.

These equations are compared to a similar equation for real state sales tax 
revenues to see how stable the utility tax components are relative to the 
sales tax. The sales tax rate variable is a weighted average rate that reflects 
the elimination of food and drugs from the tax base which took place 
gradually from 1980 through 1983.26 Three quarterly dummy variables pick 
up seasonal changes in sales tax revenues. The equation does not have a 
relative price variable because sales tax receipts are not thought to be 
strongly affected by the price of any individual item.

The four equations are estimated with quarterly data from the third quarter 
of 1962 through the second quarter of 1983. We use the seemingly unre
lated regressions method to estimate the equations simultaneously as one 
model. This approach improves the efficiency of the estimates because 
there is some correlation between the residuals across the equations.

The results show strong disparities in the cyclical sensitivity of the four tax 
sources (Table 7). Real electricity revenues have a high real income 
elasticity of 2.38. Message revenues appear to be very stable with a real
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income elasticity of 0.65. The natural gas elasticity of 1.22 indicates that 
revenues from this portion of the public utility tax are moderately sensitive 
to economic conditions. Real sales tax revenues also display a moderately 
sensitive elasticity estimate of 1.30.27 An F test indicates that as a group the 
four estimated real income elasticities are significantly different at the five 
percent level. Tests of individual pairs of the elasticities show them to be 
significantly different in all cases except for the comparisons of the gas tax 
to the sales tax and the message tax.

Table 7Estimates of Tax Revenue Equations 1962.3-1983.2

Electricity 1

Natural Gas

Messages

Sales Tr x 1

Coefficients T-Statistics

Intercept 
Real Income 2 
Real Price
Public Utility Tax Rate 
Average Heating Degree Days 
Average Cooling Degree Days
Intercept 
Real Income 2 
Real Price
Public Utility Tax Rate 
Heating Degree Days
Intercept 
Real Income 2 
Rea! Price
Public Utility Tax Rate 
Time
Intercept 
Real Income 2 
Sales Tax Rate 
First Quarter Dummy 
Second Quarter Dummy 
Third Quarter Dummy

-2 9 .8 2 - 7 .3 0
2.38 11.20
1.41 13.26
1.05 7.51

.04 7 .00

.07 9.20
- 9 .6 3 - .9 7

1.22 2.37
.79 8.42

1.34 4 .36
.22 12.69

- 4 .0 4 -1 .4 1
.65 4.43
.94 6.02
.96 13.36
.01 8.42

- 8 .5 0 - 5 .5 7
1.30 18.53

.59 4.59

.04 2.38
- .0 4 - 2 .7 3
- .0 1 - .4 8

^The data were first transformed to correct for first order autocorrelation of the residuals.2An F test is used to test the hypothesis that all the real income elasticities are the same. The F 
statistic equals 15.03 and is significant at the 1% level. Therefore, the hypothesis cannot be ac
cepted.

The cyclical sensitivity of the total public utility tax is estimated by aver
aging the real income elasticities of the three components weighted by each 
component’s average share of total utility tax revenue. This weighted av
erage utility tax elasticity is 1.59, which exceeds the estimated sales tax
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elasticity. However, the difference is not large enough to suggest that the 
overall utility tax is much less stable than the sales tax. The fact that both 
elasticities are greater than one suggests that the public utility tax and the 
sales tax are fairly sensitive to cyclical changes in the state’s economy.

Most of the noncyclical variables are significant with the expected signs 
and coefficients. The real price coefficients for gas and messages are 
slightly less than one, suggesting that short-run price increases prompt little 
switching away from utility services. The high value of the electricity price 
coefficient is puzzling for it is not clear why increases in real electricity 
prices should result in proportionately greater increases in real tax reven
ues. Perhaps electricity use was growing over the sample period for reasons 
not accounted for in the model.

The estimated coefficients for the utility tax rates are close to one as ex
pected if tax rate increases also do not cause major reductions in utility 
consumption. However, the sales tax rate coefficient is significantly below 
one, suggesting perhaps that some retail sales move across state lines or 
into non-taxed categories when the sales tax rate increases.

The cyclical stability of the utility and sales taxes is also compared to that 
of the state individual income tax but over a shorter sample since the in
come tax did not come into effect until 1969. For this estimation the utility 
and income tax equations do not contain tax rate variables because there 
were no changes in their tax rates over this period.

The results from the shorter sample are similar to those from the full 
sample period (Table 8). The major difference is that the real income 
elasticity estimated for gas tax revenues is very low (0.50) and statistically 
insignificant. This may be because the period of natural gas shortage in 
the 1970s makes up a substantial portion of the shorter sample. When gas 
consumption is limited by supply, the effect of income on consumption is 
not likely to be very strong. Therefore, it is not surprising that the income 
elasticity estimate for gas is low and insignificant in the shorter period.

The other income elasticity estimates differ somewhat from the estimates 
in the full sample, although their ranking remains the same. Again an F  
test of the elasticities as a group indicates that the differences between them 
are statistically significant at the five percent level.

As a result of the low income elasticity estimate for natural gas, the 
weighted average elasticity for the total public utility tax falls to 1.15 in this 
shorter sample. This is lower than the estimated real income elasticities 
of 1.53 and 1.45 for the sales and individual income taxes. However, be
cause the weighted average elasticity for the total utility tax may be un
usually low over this period, we do not reverse our conclusion from the full
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sample that the cyclical sensitivity of the utility tax is fairly similar to that 
of the sales tax. The fact that the income elasticities of the income tax and 
the sales tax are close suggests that, under normal market conditions, the 
stability levels of the utility tax and the income tax may also be similar.

Table 8Estimates of Tax Revenue Equations 1969.4-1983.2
Coefficients T-Statistics

1 ?Electricity ' Intercept -24.84 -7 .25
Real Income 3 1.92 9.87
Real Price 1.38 19.66
Average Heating Degree Days .04 4.30
Average Cooling Degree Days .06 6.37

Natural Gas 1 Intercept -.94 -.08
Real Income 3 .50 .74
Real Price .76 7.45
Heating Degree Days .23 10.68

Messages 1 Intercept -4.18 -1.16
Real Income 3 .53 2.79
Real Price .82 4.58
Time .01 6.11 x

Sales Tax 2 Intercept -11.90 -4 .38
Real Income 3 1.53 10.64
Sales Tax Rate .76 3.26
First Quarter Dummy .01 .88
Second Quarter Dummy -.03 -1.78
Third Quarter Dummy -.01 -.99

2Individual Intercept -13.26 -2.06
Income Tax Real Income 3 1.45 3.99

First Quarter Dummy .10 4.86
Second Quarter Dummy -.17 7.08
Third Quarter Dummy .003 .13

The public utility tax rate is not included because it does not change over this sample period.2The data were first transformed to correct for first order autocorrelation of the residuals.
3 An F test is used to test the hypothesis that all the real income elasticities are the same. The F 
statistic equals 6.14 and is significant at the 1% level. Therefore, the hypothesis cannot be accepted.

The public utility, sales, and individual income taxes each contribute a 
moderate amount of instability to the Illinois state tax system. Their be
havior is not different enough to suggest that altering the relative levels of 
the three taxes would radically change the overall sensitivity of the state’s 
real tax receipts. However, the three components of the utility tax do react 
very differently to cyclical changes in the state’s economy. Revenues from
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taxation of electricity and natural gas sales are much more cyclically sen
sitive than revenues from taxation of message services. Under the new 
state utility tax law, the revenues from electricity and gas will decline, but 
the tax on messages will not change. Therefore, the utility tax should be
come more stable as revenues from message taxation come to make up a 
larger share of total utility tax revenues.

VII. Conclusion

The high utility taxes in Illinois may be detrimental to the state’s business 
climate because of their contribution to the relatively high utility costs in 
the state. However, as yet, the link between high energy prices and eco
nomic development has not been established with complete confidence. 
And if nationwide utility prices rise in coming years, Illinois’ new utility tax 
law will lower the contribution of utility taxes to commercial and industrial 
utility prices. The case for lowering the utility tax to promote economic 
growth is thus not overwhelming, although such a policy is an option for 
state lawmakers if the utility price disadvantage in Illinois grows larger.

The policy trade-offs concerning the utility tax on residential sales are 
much sharper. The tax is very inequitable to low-income households, and 
it has grown more so over the 1970-80 period of rising energy prices. For 
middle and upper income consumers, the tax is distributed more in pro
portion to income, and it has a fairly neutral influence on consumer pur
chase decisions.

Utility taxes are an attractive revenue source for state and local govern
ments because the costs of administration and taxpayer compliance are 
very low. Furthermore, the cyclical sensitivity of state utility tax revenues 
is not substantially different from that of revenues from other major state 
taxes.

Given the offsetting advantages and disadvantages of the Illinois utility 
taxes, outright elimination or comprehensive reduction of utility tax rates 
is an undesirable path of reform. Instead, tax reform measures should 
target tax relief to the lower end of the income distribution where utility 
taxes are most regressive.

1 A more detailed analysis of the new state utility tax is in Diane F. Siegel and 
William A. Testa, “Update: Public Utility Taxation in Illinois,” Economic Per- 
spectives, (January/February 1986), pp.11-16. 2

2 The Advisory Commission on Intergovernmental Relations’ measure of tax ef
fort ranked Illinois second among states in reliance on state and local public
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utility taxation in 1981. Advisory Commission on Intergovernmental Relations, 
1981 Tax Capacity o f  the 50 States, A-93, Washington D.C., 1983, p. 31.

In 1982, the Tax Reform Commission of Illinois reported that the Illinois five 
percent state utility tax rate falls in the middle range of all state utility tax rates. 
However, the report warned that the Illinois tax could discourage business lo
cation in the state because it exceeds the utility taxes of neighboring states. 
Shawna Grosskopf and Kathy Hayes, “Report to the Excise and Consumption 
Tax Task Force of the Tax Reform Commission,” in Appendix to the Report o f  
the Tax Reform Commission State o f  Illinois, December 1982, pp. 1-5.

3 The road to passage of the utility usage tax began in 1984 when several bills 
which would lower the state utility tax were introduced into the Illinois General 
Assembly. The two that attracted the most support were a proposal to cut the 
state utility tax rate in half (an amendment to H.B. 1736) and another proposal, 
sponsored by Rep. Tom Homer (D., Canton), to levy the tax on utility con
sumption rather than gross utility receipts (H.B. 2442). An advisory referendum 
in support of the bill to halve the tax rate passed in 75 communities in the March 
1984 primary. That bill was later changed to support a consumption based tax 
at slightly lower rates than proposed by H.B. 2442. Neither bill made it out of 
committee during the 1984 legislative session.

In 1985, the Homer bill was introduced as H.B. 18 in the House and S.B. 334 in 
the Senate. The House Revenue Committee passed an amended version which 
raised the rate slightly; removed payments for services rendered, including mini
mum service charges, from the definition of gross receipts; and required that each 
customer be taxed at the lower of the usage rate and the five percent rate. An 
amendment to S.B. 334 replaced the Homer proposal with a requirement that 
utility receipts be taxed at a rate set each year to insure that projected tax receipts 
equal the revenue collected in fiscal 1985.

House Bill 18 was passed by the legislature and signed into law on September 14,
1985. The amendment, to S.B. 334 was passed by the Senate but placed on the 
interim study calendar in the House.

4 We do not include utility assessments which are imposed on public utilities to 
defray the cost of public utility regulation. These assessments are quite low and 
do not vary much across states.

5 State and local public utility tax revenue data were obtained from the Bureau 
of the Census. State sales tax revenues from public utilities were collected directly 
from the state revenue departments.

Data on local sales tax revenues from public utilities are not available from the 
Bureau of the Census or from state revenue departments, so they were estimated 
from information on state sales taxes. If the state and local sales tax bases were 
similar, we derived our estimates by taking the ratio of state sales tax receipts 
from utilities to total state sales tax receipts and applying it to total local sales 
tax receipts.

This method was not used for New Mexico or New York. It was not necessary 
for New Mexico because the state revenue department provided data from which 
the local sales tax revenue could be estimated directly. It could not be used for
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New York because the state and local sales tax bases are very different in that 
state. As a result, the public utility share of sales tax revenues is not the same 
for the state and local sales taxes. Therefore, we estimated New York's revenues 
from local sales taxation of utilities using information on local sales taxes and 
local utility sales provided by the New York State Department of Taxation and 
Finance.

6 Own source general revenue is the revenue raised directly by the government 
through taxes and user fees.

7 The standard base measure used is the sum of total revenues from sales of 
electricity, natural gas and telephone services. The telephone revenues are esti
mates of sales of local telephone services in each state. This method understates 
the telephone tax base for those states that tax intrastate long distance calls or 
interstate messages.

8 Along with most other states, Illinois exempts sales for resale along with tangi
ble personal property that becomes a constituent part of another product under 
its state sales tax. In recent years, the sales tax has become more consumption 
oriented by exempting manufacturing machinery and equipment along with farm 
machinery and equipment exceeding $1000 in value.

9 Estimates of cross price elasticities among alternate fuels such as natural gas, 
electricity, fuel oil, and coal vary widely according to study methodology, the time 
period of analysis, and end use sector. Generally, significant long run 
substitutability is reported in studies within the residential use sector. For ex
ample, see T. R. Lakshmanan and William Anderson, “Residential Energy De
mand in the United States,” Regional Science and Urban Economics, 10, (August,
1980) , pp. 371-386. Evidence of factor substitution in industrial and commercial 
sectors is less consistent. For example, see James C. McConnor, Jr. “The De
mand For Electricity and Natural Gas In The Northeastern United States,” The 
Review o f  Economics and Statistics, Vol. LXIII, (August 1981), pp. 403-408. A 
substantial body of empirical work has been produced on interfuel substitution 
in the steam electric power generation industry. These studies indicate substantial 
interfuel substitution at those plants capable of burning alternate fuels. See Scott
E. Atkinson and Robert Halvorsen, “Interfuel Substitution in Steam Electric 
Power Generation,” Journal o f  Political Economy, Vol 84. No. 5, (October 1976), 
pp. 959-978; and Brian Sullivan and Donna Siemon, “Interfuel 
Substitution—Upper Bound Estimates,” The Energy Journal, Vol.2 No. 2, (April
1981) , pp. 107-118.

10 In studying the effect of various factors on employment growth over the period 
from 1973 to 1980, Michael Wasylenko found energy prices to significantly in
fluence growth of total employment and also employment in the transportation, 
wholesale trade, retail trade, FIRE, and service sectors. See Michael Wasylenko, 
The Effect o f  Business Climate on Employment Growth: A Report to the Minnesota 
Tax Study Commission, June 28,1984. Using a more theoretical approach, Dennis 
Carlton studied the location decisions of new single-establishment and branch 
plants defined within three narrowly defined industry categories across metro
politan areas. In two of these three industries, the author found that electricity 
and natural gas prices significantly influence location. See Dennis Carlton, “Why 
New Firms Locate Where They Do,” in Interregional Movements and Regional 
Growth, William Wheaton ed., COUPE Papers Vol. 2, (The Urban Institute, 
1979); and “The Location and Employment Choices of New Firms: An
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Econometric Model with Discrete and Continuous Endogenous Variables,” The 
Review o f  Economics and Statistics, Vol. 65, No. 3, pp. 440-449.

Despite this recent evidence, researchers remain hesitant to conclude that energy 
prices are a large determinant of differential regional growth. Statistical studies 
are few and corporate officials themselves frequently rank energy price and 
availability low in their assessments of firm location decision factors. For a re
view, see Roger W. Schmenner, “Energy and the Location of Industry” in 
Anthony Downs and Katherine L. Bradbury eds., Energy Costs, Urban Develop
ment, and Housing, (The Brookings Institute, 1984).

11 An ex post look at the energy intensiveness of Illinois industry can belie the 
potential impact of energy prices on economic development. Relatively high 
utility prices in Illinois during past decades could have screened energy intensive 
industries from this region. If so, present industry characteristics possibly 
understate the extent that lower utility prices would foster economic activity.

12 Public utilities and other firms pay a wide range of state-local taxes including 
property, corporate income and unemployment insurance taxes. While favorable 
administration of these taxes may offset the high utility taxes in Illinois, evidence 
to date suggests that Illinois public utilities pay above average taxes in other 
guises as well. See Donald J. Reeb and Eliot T. Howe, “State Taxation of the 
Public Utilities Industry: The Need for a Theory,” Proceedings, National Tax 
Association—Tax Institute of America, 1983, pp. 72-75.

13 Average industrial utility prices are often not indicative of prices charged to 
those customers who are most sensitive to high utility prices. For example, under 
a recent program proposed by Commonwealth Edison of Illinois, 100 of its largest 
customers will be offered a temporary discount for expanded power use. Elec
tricity price also varies by quality components, such as interruptability, so that 
simple price comparisons can be misleading.

14 The 1972-73 data are taken from the interview portion of the Consumer Ex
penditure Survey. When this work was undertaken the interview data were not 
available for the 1980-81 period, so data from the diary portion of the Consumer 
Expenditure Survey are used for those years. The diary data include expenditures 
for the diary week only, regardless of the timing of consumption. Thus, recorded 
utility expenditures vary widely with the timing of household payment patterns. 
This large variance increases the standard error of the regression, but it should 
not bias the elasticity estimates.

Nevertheless, the coefficients from the two B.L.S. data sets differ to such an ex
tent that there appears to be some bias in one or both data sets. Estimations of 
the regressions over an independent data set for 1979, the Census PUMS data, 
and over preliminary summary data from the 1980-81 B.L.S. expenditure survey 
tend to confirm that the expenditure survey data are less biased than the diary 
data. While the trend toward greater regressivity should not be discarded, the 
value of the 1980-81 coefficient from the diary data is suspect and awaits confir
mation.

15 For a discussion of the problems encountered in using grouped data, see G. S. 
Maddala, Econometrics, (McGraw-Hill Book Co., 1977), pp. 268-274.
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16 Raymond J. Struyk, “Home Energy Cost and the Housing of the Poor and the 
Elderly,” in Anthony Downs and Katherine L. Bradbury, eds., Energy Costs, 
Urban Development, and Housing (The Brookings Institution, 1984).

17 Data on telephone expenditures are not available in the diary portion of the 
Consumer Expenditure Survey for 1980-81.

18 Empirical work has demonstrated the inclusion of utility cost into contract 
rents. See James R. Follain, Jr. and Stephen Malpezzi, “Dissecting Housing 
Value and Rent: Estimates of Hedonic Indexes for Thirty-nine Large SMS As,” 
Working Paper 249-17, (Urban Institute, 1980).

19 U.S. Department of Commerce, Bureau of the Census, 1980 Census o f  Popu
lation and Housing (data tapes, Public Use Microdata Sample).

20 U.S. Department of Energy, Energy Information Administration, Residential 
Energy Consumption Survey: Consumption and Expenditures, April 1981 through 
March 1982, Part 2 : Regional Data D O E /E IA -03211 2(81 ), (Government Printing 
Office, 1983).

21 Unbiased measurement of income elasticity could be achieved with a data set 
which contains landlord utility payments and assumes that they are shifted for
ward to renters. See, for example, the Residential Energy Consumption Survey 
of the U.S. Department of Energy for a data set with these characteristics.

22 Several programs administered by the State of Illinois assist low and moderate 
income households with either utility bill payments or the finance of energy con
servation improvements. The most significant of such programs is administered 
by the Illinois Department of Commerce and Community Affairs. The program, 
entitled the “Illinois Home Energy Assistance Program,” provides grants to eli
gible renters and homeowners to help pay heat and medically-related cooling 
costs and reconnection costs. Funded by federal grants authorized by the U.S. 
Department of Health and Human Services, the program was allotted $123.6 
million for fiscal 1985. More recently, Governor James R. Thompson has signed 
the “Low-Income Affordable Payment Plan” under which eligible utility custom
ers will not lose their service if they pay at least 12 percent of their monthly in
come for utility services. Cost of this program will ultimately be born by utilities 
and all of their customers.

Utility companies and municipal governments also sponsor various low-income 
aid programs, although funding levels for these programs are relatively modest.

23 Quarterly electricity and natural gas prices are estimated from the annual de
livered prices for Illinois given in Edison Electric Institute, Statistical Yearbook 
1982 and American Gas Association, Gas Facts. The message price series is taken 
from the Bureau of Labor Statistics’ monthly U.S. City Average Consumer Price 
Index for Telephone Services. The quarterly series consists of the index value for 
the middle month of each quarter.

24 Since it is impossible to take the logarithm of a nonpositive number, the heating 
degree days variable is arbitrarily set equal to 0.01 when the actual value is zero.

25 Average heating degree days are estimated as 65 degrees Fahrenheit minus the 
average temperature for the quarter. Average cooling degree days are estimated 
as the average quarterly temperature minus 65 degrees Fahrenheit. When these 
values are less than or equal to zero they are arbitrarily set equal to 0.01.
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The sales tax rate on food and drugs was lowered from four to three percent 
on January 1, 1980 and from three to two percent on January 1, 1981 before it 
was completely eliminated on January 1, 1984. We try to account for this change 
in the sales tax equation by using a weighted average tax rate based on the as
sumption that food and drugs comprise 15 percent of the sales tax base. Sales 
taxation of gasohol, graphic arts equipment and manufacturing and farm ma
chinery and equipment has also been phased out in recent years. These items 
were not large components of the sales tax base, so no attempt is made to adjust 
the sales tax rate to account for these exemptions.

27 There is some evidence of a possible structural shift in sales tax behavior during 
the early 1980s. The cyclical sensitivity of real sales tax revenues is higher when 
it is estimated over the entire sample than when the sample is curtailed in 1979. 
This may indicate that the severe recessions in the early 1980s caused people to 
cut back their consumption substantially, perhaps because of lower permanent 
income expectations.
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Appendix I
Interstate Comparisons of Utility Tax Levels

The following tables compare state and local utility tax levels in Illinois to that 
of other states using four measures of tax importance and severity. These include 
tax revenues as a percent of own-source revenue, revenue per capita, revenue per 
$1,000 of personal income, and revenues per dollar of a standard utility tax base 
measure. Local sales tax revenues from utility sales are estimated by assuming 
that the proportion of utility sales in the state’s sales tax revenue is equivalent to 
the local share.
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State and Local Revenues from Taxation 
of Public Utility Gross Receipts and Sales 

as a Percent of O w n  Source General Revenue 
Fiscal Yefer 1982

State Public State Sales Local Public Estimated
State Utility Tax Tax Utility Tax Local Sales Tax Total

Alabama 6.4 0 .7 0 4.3
Alaska * 0 * * *
Arizona .5 4.4e 1.6 1.3 4.1
Arkansas 0 n.a. 3.1 n.a. n.a.
California .2 0 2.8 0 1.3
Colorado 0 1.4 1.2 1.1 1.9
Connecticut 7.3 0 0 0 4.3
Delaware 2.2 0 .3 0 1.8
Florida 2.1 2.4 6.1 0 5.3
Georgia 0 3.5e 1.4 .9 2.9
Hawaii 3.9 0 4.3 0 4.0
Idaho .2 0 .6 0 .4
Illinois 6.7 0 3.4 0 5.1
Indiana 0 3.0 0 0 1.7
Iowa .1 2.4 .2 0 1.4
Kansas * 1.2 1.6 0.2 1.5
Kentucky 0 2.5 4.0 * 2.9
Louisiana .6e 0 1.2 0 .8
Maine 2.6 1.9e 0 0 2.9
Maryland 1.9 1.3 2.0 0 2.6
Massachusetts 0 0 0 0 0
Michigan 0 2.0 .6 0 1.3
Minnesota 1.5 1.6® .8 * 2.2
Mississippi 0 2.3 1.2 * 1.9
Missouri * 2.0 6.7 .7 4.7
Montana .7 0 0 0 .4
Nebraska .1 2.3e .8 .3 1.7
Nevada .2 0 1.9 0 .9
New Hampshire .1 0 0 0 .1
New Jersey 9.3 0 * 0 5.2
New Mexico .2 1.1® 2.3 2.4 1.9
New York 4.0 2.7e 1.0 1.9 4.6
North Carolina 5.9 0 0 0 3.8
North Dakota .5 .9e .4 0 1.1
Ohio 6.6 0 * 0 3.5
Oklahoma .3e 0.7 2.3 2.0 2.0
Oregon .1 0 1.5 0 .8
Pennsylvania 5.2 1.6 0 0 3.8
Rhode Island 5.2 n.a. 0 0 3.4
South Carolina .9e 2.4 .4 0 2.3
South Dakota .1 2.4e * .4 1.4
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State and Local Revenues from Taxation 
of Public Utility Gross Receipts and Sales 

as a Percent of O w n  Source General Revenue 
Fiscal Year 1982 

(continued)

State Public State Sales Local Public Estimated
State Utility Tax Tax Utility Tax Local Sales Tax Total

Tennessee .7 4.0 .5 .5 2.9
Texas 2.3 .7 2.2 .1 2.7
Utah 0 1.9 2.2 .5 2.3
Vermont 2.6 .7 0 0 2.1
Virginia 2.4 0 5.3 0 3.6
Washington 2.8 0 3.5 0 3.1
West Virginia 1.2 5.4 1.3 0 5.0
Wisconsin 2.2 2.7 0 0 2.8
Wyoming 0 1.7e .4 .5 1.4

Mean 2.49
Standard Deviation 1.48

"The tax revenues were a negligible amount. 

eTax revenues estimated.

SOURCES: State Revenue Departments; and U.S. Bureau of the Census, unpublished data, Governmental 
Finances and State Tax Collections.
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State and Local Revenues from Taxation 
of Public Utility Gross Receipts and Sales 

Per Capita 
Fiscal Year 1982

State Public State Sales Local Public Estimated
State Utility Tax Tax Utility Tax Local Sales Tax Total

Alabama 48.50 0 3.02 0 51.52
Alaska 2.96 op 0.25 n.a. 3.21
Arizona 4.47 37.67e 10.92 8.71 61.77
Arkansas 0 n.a. 12.11 n.a. n.a.
California 2.11 0 21.81 0 23.92
Colorado 0 10.62 11.27 10.32 32.21
Connecticut 69.51 0 0 0 69.51
Delaware 31.07 0 1.28 0 32.35
Florida 13.07 14.85 41.84 0 69.76
Georgia 0 24.00e 9.81 6.06 39,87
Hawaii 58.21 0 17.64 0 75.85
Idaho 1.83 0 2.60 0 4.43
Illinois 52.00 0 25.77 0 77.77
Indiana 0 21.39 0 0 21.39
Iowa .43 20.89 1.34 0 22.66
Kansas .32 9.37 13.60 1.47 24.76
Kentucky 0 21.37 11.07 .01 32.45
Louisiana 6.26e 0 7.91 0 14.17
Maine 21.95 15.56e 0 0 37.51
Maryland 18.78 12.79 14.41 0 45.98
Massachusetts 0 0 0 0 0
Michigan 0 18.15 5.12 0 23.27
Minnesota 17.22 18.05e 6,40 .15 41.82
Mississippi 0 16.77 5.15 * 21.92
Missouri .17 11.49 38.66 3.97 54.29
Montana 6.64 r °p 0 0 6.64
Nebraska .53 16.70® 6.39 2.79 26.41
Nevada 2.19 0 14.75 0 16.94
New Hampshire .72 0 0 0 0.72
New Jersey 89.49 0 .02 0 89.51
New Mexico 3.39 18.93e 8.76 9.23 40.31
New York 41.55 27.36e 12.40 22.48 103.79
North Carolina 45.27 0 0 0 45.27
North Dakota 6.04 11.56® 2.46 0 20.06
Ohio 46.65e 0 .05 0 46.70
Oklahoma 3.06 8.10 11.87 10.34 33.37
Oregon 0.81 0 12.60 0 13.41
Pennsylvania 42.34 13.19® 0 0 55.53
Rhode Island 56.46 n.a. 0 0 56.46
South Carolina 6.86e 18.85 1.67 0 27.38
South Dakota .46 18.45® .13 2.46 21.50

FRB C H IC A G O  W ork in g  Paper 36

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



State and Local Revenues from Taxation 
of Public Utility Gross Receipts and Sales 

Per Capita 
Fiscal Year 1982 

(continued)

State
State Public 
Utility Tax

State Sales 
Tax

Local Public 
Utility Tax

Estimated
Local Sales Tax Total

Tennessee 3.98 23.33 2.68 2.38 32.37
Texas 18.21 5.28 15.88 .98 40.35
Utah 0 16.35 15.02 3.56 34.93
Vermont 24.55 6.41 0 0 30.96
Virginia 19.04 0 29.88 0 48.92
Washington 28.53 0 23.17 0 51.70
West Virginia 11.17 49.25 5.29 0 65.71
Wisconsin 22.04 26.69e 0 0 48.73
Wyoming 0 35.87e 6.66 7.14 49.67

Mean 38.57
Standard Deviation 22.99

*The tax revenues were a negligible amount. 

eTax revenues estimated.

SOURCES: State Revenue Departments; and U.S. Bureau of the Census, unpublished data. Governmental 
Finances and State Tax Collections.
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State and Local Revenues from Taxation 
of Public Utility Gross Receipts and Sales 

Per $1,000 Personal Income 
Fiscal Year 1982

State Public State Sales Local Public Estimated
State Utility Tax Tax Utility Tax Local Sales Tax Total

Alabama 5.90 0 .37 0 6.27
Alaska .22 0 .02 n.a. .24
Arizona .46 3.86e 1.12 .89 6.33
Arkansas 0 n.a. 1.50 n.a. n.a.
California .18 0 1.83 0 2.01
Colorado 0 .95 1.01 .92 2.88
Connecticut 5.43 0 0 0 5.43
Delaware 2.79 0 .21 0 3.00
Florida 1.28 1.46 4.10 0 6.84
Georgia 0 2.68e 1.10 .68 4.46
Hawaii 5.27 0 1.60 0 6.87
Idaho .20 0 .29 0 .49
Illinois 4.48 0 2.22 0 6.70
Indiana 0 2.21 0 0 2.21
Iowa .04 2.00 .13 0 2.17
Kansas .03 .87 1.26 .14 2.30
Kentucky 0 2.54 1.32 * 3.86
Louisiana .66e 0 .83 0 1.49
Maine 2.57 1.82e 0 0 4.39
Maryland 1.63 1.11 1.25 0 3.99
Massachusetts 0 0 0 0 0
Michigan 0 1.68 .48 0 2.16
Minnesota 1.61 1.68e .60 .01 3.90
Mississippi 0 2.27 .70 * 2.97
Missouri .02 1.19 4.01 .41 5.63
Montana .71 0 0 0 .71
Nebraska .05 1.61® .62 .27 2.55
Nevada .19 0 1.28 0 1.47
New Hampshire .07 0 0 0 .07
New Jersey 7.40 0 * 0 7.40
New Mexico .40 2.23e 1.03 1.09 4.75
New York 3.62 2.39e 1.08 1.96 9.05
North Carolina 5.23 0 0 0 5.23
North Dakota .59 1.13e .24 0 1.96
Ohio 4.53e 0 .01 0 4.54
Oklahoma .30 .79 1.16 1.01 3.26
Oregon .08 0 1.26 0 1.34
Pennsylvania 4.08 1.27 0 0 5.35
Rhode Island 5.57 n.a. 0 0 5.57
South Carolina 85e 2.35 .21 0 3.41
South Dakota .05 2.10e .02 .28 2.45
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State and Local Revenues from Taxation 
of Public Utility Gross Receipts and Sales 

Per $1,000 Personal Income 
Fiscal Year 1982 

(continued)

State Public State Sales Local Public Estimated
State Utility Tax Tax Utility Tax Local Sales Tax Total

Tennessee .47 2.77 .32 .28 3.84
Texas 1.69 .49 1.48 .09 3.75
Utah 0 1.96 1.80 .43 4.19
Vermont 2.81 .73 0 0 3.54
Virginia 1.84 0 2.88 0 4.72
Washington 2.53 0 2.06 0 4.59
West Virginia 1.33 5.86 .63 0 7.82
Wisconsin 2.20 2.66 0 0 4.86
Wyoming 0 3.06e .57 .61 4.24

Mean 3.82
Standard Deviation 2.12

*The tax revenues were a negligible amount. 

eTax revenues estimated.

SOURCES: State Revenue Departments; and U.S. Bureau of the Census, unpublished data, Governmental 
Finances and State Tax Collections.
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State and Local Revenues from Taxation 
of Public Utility Gross Receipts and Sales 
as a Percent of a Standard Utility Tax Base 

Fiscal Year 1982

State Public State Sales Local Public Estimated
State Utility Tax Tax Utility Tax Local Sales Tax Total

Alabama 5.2 0 .3 0 5.5
Alaska .4 0 * 0 .4
Arizona .5 4.2e 1.2 1.0 6.9
Arkansas 0 n.a. 1.6 n.a. n.a.
California .2 0 2.4 0 2.6
Colorado 0 1.3 1.4 1.3 4.0
Connecticut 8.1 0 0 0 8.1
Delaware 3.1 0 .1 0 3.2
Florida 1.5 1.7 4.9 0 8.2
Georgia 0 2.9e 1.2 .7 4.8
Hawaii 6.4 0 1.9 0 8.3
Idaho .2 0 .3 0 .5
Illinois 5.1 0 2.5 0 7.6
Indiana 0 2.3 0 0 2.3
Iowa * 2.3 .1 0 2.4
Kansas * .9 1.3 .1 2.3
Kentucky 0 2.5 1.3 * 3.8
Louisiana .5e 0 .7 0 1.2
Maine 3.9 2.7 0 0 6.6
Maryland 2.1 1.4 1.6 0 5.1
Massachusetts 0 0 0 0 0
Michigan 0 2.1 .6 0 2.7
Minnesota 2.1 2.2e .8 * 5.1
Mississippi 0 1.9 .6 * 2.5
Missouri * 1.5 4.9 .5 6.9
Montana .9 0 0 0 .9
Nebraska .1 1.9® .7 .3 3.0
Nevada .2 0 1.4 0 1.6
New Hampshire .1 0 0 0 .1
New Jersey 9.2 op * 0 9.2
New Mexico .4 2.2e 1.0 1.1 4.7
New York 5.1 3.3 1.5 2.8 12.7
North Carolina 6.0 0 0 0 6.0
North Dakota .9 1.6 .3 0 2.8
Ohio 4.9e 0 * 0 4.9
Oklahoma .3 .8 1.1 1.0 3.2
Oregon .1 0 1.8 0 1.9
Pennsylvania 4.7 1.5e 0 0 6.2
Rhode Island 7.5 n.a. 0 0 7.5
South Carolina .8e 2.3 .2 0 3.3
South Dakota .1 2.9 * .4 3.4
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State and Local Revenues from Taxation 
of Public Utility Gross Receipts and Sales 
As a Percent of a Standard Utility Tax Base 

Fiscal Year 1982 
(continued)

State Public State Sales Local Public Estimated
State Utility Tax Tax Utility Tax Local Sales Tax Total

Tennessee .4 2.5 .3 .3 3.5
Texas 1.3 .4 1.2 3.0
Utah 0 2.2 2.1 .5 4.8
Vermont 3.9 1.0 0 0 4.9
Virginia 2.5 0 4.0 0 6.5
Washington 4.5 0 3.7 0 8.2
West Virginia 1.4 6.1 7 0 8.2
Wisconsin 2.6 3.1e 0 0 5.7
Wyoming 0 3.5e 0.6 0.7 4.8
Mean 4.53
Standard Deviation 2.72

T h e  tax revenues were a negligible amount. 

eTax revenues estimated.

SOURCES State Revenue Departments; and U.S. Bureau of the Census; American Gas Association, 
Gas Facts' Edison Electric Institute, Statistical Yearbook', Federal Communications Commission, 
Statistics of Communications Common Carriers', and Independent Telephone Association, 
Independent Telephone Statistics.

FRB C H IC A G O  W ork ing  Paper 41

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



B i b l i o g r a p h y

American Gas Association. Gas Facts 1983 (and various back issues). Arlington, 
Va., 1984.

American Telephone and Telegraph Company. 1981 Annual Report.

Batson, A. Jack. “Sales Tax On Interstate Telephone Service,” Revenue Admin
istration, 1981, Proceedings of the Forty-Ninth Annual Meeting, National 
Association of Tax Administrators, Los Angeles, California, June 14-17, 
1981, pp. 162-166.

Baumol, W.J. and David E. Bradford. “Optimal Departures From Marginal Cost 
Pricing,” American Economic Review, June 1970, pp. 265-283.

Bowman, John H. “Changes In Sales Tax Progressivity Over Time,” Revenue 
Administration, 1979, Proceedings of the Forty-Seventh Annual Meeting, 
National Association of Tax Administrators, Madison, Wisconsin, June 
10-13, 1979.

____________ , and Michael D. Pratt. “Selective Excise Taxation As A
Means of Local Revenue Diversification: Patterns, Trends, and Policy Is
sues,” N TA -T IA  Proceedings, Seattle, Washington, 1983, pp. 179-190.

Browning, Edgar K. and William R. Johnson. The Distribution o f  the Tax Bur
den. American Enterprise Institute, Washington D.C., 1979.

Carleton, Dennis. “The Location and Employment Choices of New Firms: An 
Econometric Model with Discrete and Continuous Endogenous 
Variables,” The Review o f  Economics and Statistics, Vol. 65, No. 3, pp. 
440-449.

____________ . “Why New Firms Locate Where They Do: An Econometric
Model” in Interregional Movements and Regional Growth, William Wheaton 
ed., Coupe Papers Vol. 2, Urban Institute, Washington D.C., 1979.

Chicago Energy Commission. Energy and Chicago: The Chicago Energy Com
mission Summary Report: Phase 1, May 1983.

Commerce Clearing House, Inc. C C H  State Tax Guide.

Commerce Clearing House, Inc. State Tax Handbook, as of October 1, 1983.

Davies, David G. “Progressiveness of a Sales Tax in Relation to Various Income 
Bases,” American Economic Review, Vol. 50, No. 4 (December 1960) pp. 
987-95.

Doczy, Edward F. “Utility Taxation Problems Following the Breakup of 
AT&T,” Resources in Review, November 1984, p. 3.

Due, John F. and John L. Mikesell. Sales Taxation: State and Local Structure 
and Administration, Baltimore, The Johns Hopkins University Press, 1983.

Edison Electric Institute, Statistical Yearbook 1982, Washington D.C., 1983.

Egier, Daniel. “Plan to Slash State Tax on Utilities Shorting Out,” Chicago 
Tribune, April 9, 1984, Section 2, p. 4.

FRB C H IC A G O  W ork ing  Paper 4 2

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Enstad, Robert. “Fight for Tax Cut Moves to Springfield,” Chicago Tribune, 
March 22, 1984.

____________ . ‘Voters Charged Up on Cutting Utility Tax,” Chicago
Tribune, March 21, 1984.

____________ . “Want Your Utility Tax Cut? Silly Question,” Chicago
Tribune, February 28, 1984, Section 2, p. 3.

Federal Communications Commission. Statistics o f  Communications Common 
Carriers.

Follain, James R., and Stephen Malpezzi. “Dissecting Housing Value and Rent: 
Estimates of Hedonic Indexes for Thirty-nine Large SMSAs,” Working 
Paper 249-17, Washington D.C., Urban Institute, 1980.

Fox, William F. and Charles Campbell. “Stability of the State Sales Tax Income 
Elasticity,” National Tax Journal, Vol. 37, No. 2, (1984), pp. 201-212.

Groves, Harold M. and C. Harry Kahn. “The Stability of State and Local Tax 
Yields,” American Economic Review, Vol. 42 (March 1952), pp. 87-102.

Haitovsky, Y. Regression Estimation from  Grouped Observations. New York: 
Hafner Publishing Co., 1973.

Illinois Economic and Fiscal Commission. “FY 1983 Revenue Estimate Update 
and Preliminary FY 1984 Revenue Outlook,” January 11, 1983.

Jaffee, Dwight M. “New Residential Construction and Energy Costs,” in 
Anthony Downs and Katherine L. Bradbury eds., Energy Costs, Urban 
Development, and Housing, Washington D.C., The Brookings Institution,
1984.

Kessell, Robert R. “Taxing Interstate Messages,” Revenue Administration, 1982, 
pp. 207-210.

Legler, John B. and Perry Shapiro. “The Responsiveness of State Tax Revenue 
to Economic Growth,” National Tax Journal, Vol. 21, No. 1, (1968), pp. 
46-56.

Lerner, Abba P. “On Optimal Taxes With an Untaxable Sector,” American 
Economic Review, June 1970, pp. 284-294.

Lowry, Ira S., “Filtering and Housing Standards—A Conceptual Analysis” in 
Alfred N. Page and Warren R. Siegfried eds., Urban Analysis: Readings in 
Housing and Urban Development, Glenview, Illinois: Scott, Foresman & 
Co., 1970.

Maddala, G. S. Econometrics. New York: McGraw-Hill Book Co., 1977.

Mikesell, John L. “The Cyclical Sensitivity of State and Local Taxes,” Public 
Budgeting & Finance, Spring 1984, pp. 32-39.

____________ . “Income Elasticities of State Sales Tax Base Components,”
Quarterly Review o f  Economics and Business, Vol. 17 (Spring 1977), pp. 
83-94.

Musgrave, Richard A. and Peggy B. Musgrave, Public Finance In Theory and 
Practice, 2nd Edition. New York: McGraw-Hill Book Co., 1976.

FRB C H IC A G O  W ork in g  Paper 43

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



National Oceanic and Atmospheric Administration. Local Climatological Data, 
1979 and 1983.

Neal, Steve. “Income Tax Hike Gets an ‘F’,” Chicago Tribune, January 16, 1985, 
Section 1, p. 1.

Neels, Kevin and Michael P. Murray. “Energy and the Existing Stock of 
Housing” in Anthony Downs and Katherine L. Bradbury eds., Energy 
Costs, Urban Development, and Housing. The Brookings Institution, 
Washington D.C., 1984.

“No State Tax Allowed on Interstate Phone Calls,” Illinois Issues, March 1983, 
p. 32.

Pechman, Joseph A., and Benjamin A. Okner. Who Bears the Tax Burden? 
Washington D.C.: The Brookings Institution, 1974.

Phares, Donald. Who Pays State and Local Taxes? Cambridge, Mass.: 
Oelgeschlager, Gunn, and Hain, Publishers, Inc., 1980.

Reeb, Donald J., and Edward T., Howe. “State Taxation of the Public Utilities 
Industry: The Need For A* Theory” in Proceedings 1983, National Tax 
Association - Tax Institute of America, Seattle Washington, Oct. 2-5, 1983.

____________ , Howard Shapiro and Louis R. Tomson. “State and Local
Taxes and Electric Utilities,” Public Utilities Fortnightly, August, 19, 1982, 
pp. 29-37.

Rock, Steven M., “The Impact of Deductibility On The Incidence of a General 
Sales Tax,” National Tax Journal, Vol. 37, No. 1. (March, 1984), pp. 
105-112.

Ross, Diane. “Utility Taxes: A Tempting Target for Reform,” Illinois Issues, July 
1984, pp. 33-36.

Schaeffer, Jeffrey M. “Sales Tax Regressivity Under Alternative Tax Bases and 
Income Concepts, ” National Tax Journal, Vol. 22, No. 4, (December 1979), 
pp. 516-527.

Schmenner, Roger W. “Energy and the Location of Industry” in Anthony Downs 
and Katherine L. Bradbury eds., Energy Costs, Urban Development, and 
Housing. The Brookings Institution, Washington D.C. 1984.

State of Illinois Tax Reform Commission. Report o f  the Tax Reform Commission 
State o f  Illinois. December, 1982.

Stocker, Frederick D. “Components of a High Quality Tax System” in Business 
Taxes in State and Local Governments. Lexington, Mass., Lexington 
Books, 1970.

Struyk, Raymond J. “Home Energy Costs and the Housing of the Poor” in 
Anthony Downs and Katherine L. Bradbury eds., Energy Costs, Urban 
Development, and Housing. The Brookings Institution, Washington D.C.,
1984.

Suits, Daniel B. “Measurement of Tax Progressivity,” American Economic Re
view, Vol. 67, No. 3 (September 1977), pp. 747-753.

Taxpayers’ Federation of Illinois. 1982 Illinois Tax Climate.

FRB C H IC A G O  W ork in g  Paper 44

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Tresch, Richard W. Public Finance: A Normative Theory. Plano, Texas: Business 
Publications. Inc., 1981.

United States Independent Telephone Association. Independent Telephone Sta
tistics, 1982. Washington D.C., 1983.

U.S. Department of Commerce, Bureau of the Census. Annual Survey o f  Man
ufacturers, 1974 Fuels and Electric Energy Consumed. M74(AS) 4.2, 
Washington D.C.: United States Government Printing Office (U.S.G.P.O.), 
1976.

U.S. Department of Commerce, Bureau of the Census. Annual Survey o f  Man
ufacturers, 1980-81 Fuels and Electric Energy Consumed. Part 4, 
Washington D.C.: U.S.G.P.O., 1984.

U.S. Department of Commerce, Bureau of the Census. 1982 Census o f  M an
ufacturers, Subject Series MC82-S-4 (Parts 1&2), Fuels and Electric Energy 
Consumed. Washington D.C.: U.S.G.P.O , 1983.

U.S. Department of Commerce, Bureau of the Census. 1980 Census o f  Population 
and Housing (data tapes, Public Use Microdata Sample).

U.S. Department of Commerce, Bureau of the Census. Governmental Finances, 
various issues. Washington D.C.: U.S.G.P.O.

U.S. Department of Commerce, Bureau of the Census. State Governmental Fi
nances, various issues. Washington D.C.: U.S.G.P.O.

U.S. Department of Commerce, Bureau of the Census. State Governmental Tax 
Collections, various issues. Washington D.C.: U.S.G.P.O.

U.S. Department of Energy, Energy Information Administration. Residential 
Energy Consumption Survey: Consumption and Expenditures, April 1981 
through March 1982, Part 2 : Regional Data D O E! E l A -0 32 /2 (81 ). 
Washington D.C.: U.S.G.P.O., 1983.

U.S. Department of Labor, Bureau of Labor Statistics. Consumer Expenditure 
Survey Series: Interview Survey, 1972-73, Annual Expenditure and Sources 
o f  Income Cross Classified by Family Characteristics. (Bulletin 1985), 
Washington D.C.: U.S.G.P.O., 1978.

Wasylenko, Michael. The Effect o f  Business Climate on Employment Growth: A 
Report To the Minnesota Tax Study Commission. June 28, 1984.

White, Fred C. “Trade-Off in Growth and Stability in State Taxes,” National 
Tax Journal, Vol. 36, No. 1, (1983), pp. 103-114.

Whalley, John. “Regression or Progression: The Taxing Question Incidence
Analysis,” Canadian Journal o f  Economics, Vol. 27, No. 4, (November 
1984) pp. 654-682.

Wilcox, Robert B. “The Case for Capping Utility Taxes,” Chicago Tribune, 
November 11, 1983.

Williams, William V. and others. “The Stability Growth and Stabilizing Influence 
of State Taxes,” National Tax Journal, Vol. 26, No. 2 (1973), pp. 267-74.

FRB C H IC A G O  W ork ing  Paper 45

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis




