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Financing State Governments in the United States

As shown in Figure 1, 
taxes are only one source 
of Indiana’s government 
income and, nationwide, 
state governments vary 
in their reliance on taxes. 
Taxes account for at least 
half of all state revenue in 
Connecticut (56 percent) 
and Minnesota (50 percent), 
while they are less than 30 
percent of revenue in four 
states (Wyoming, Oregon, 
South Dakota and Alaska). 
In Indiana, taxes account for 
47 percent of total revenue.

Why do taxes make up a larger share of Indiana’s state government revenue 
than the national average of 40 percent? Isn’t Indiana typically considered 
a low-tax state? Collecting $27.3 billion in total revenue for 2005, Indiana 
ranked 18th in the nation. However, if one looks at total revenue per capita, 
Indiana ranks 45th (see Figure 2). So, while taxes make up a larger portion of 
Indiana’s total revenue pie, our pie is smaller on a per capita basis than all but 
five other states (Florida, Arizona, Texas, Tennessee and Georgia).
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FIGURE 1: INDIANA STATE GOVERNMENT INCOME, 2005

Source: IBRC, using U.S. Census Bureau data
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FIGURE 2: STATE GOVERNMENT REVENUE PER CAPITA, 2005

Source: IBRC, using U.S. Census Bureau data

Editor’s Note: Taxes provide the primary means of support for government, but some states rely on those taxes more 

than others. Recent data from the U.S. Census Bureau reveal the differences and similarities among our 50 states.



10 incontext April 2007 www.incontext.indiana.edu 

With the April 15 tax filing 
deadline looming, people 
are perhaps predisposed 
to think of taxes in terms 
of the income tax, but the 
taxes that finance state 
government take several 
forms. The individual 
income tax is the largest 
source of tax revenue in 27 
states; however, the largest 
source of tax revenue in 
Indiana, along with 17 other 
states, is the general sales 
tax (see Figure 3).

The money state 
governments collect pays 
for the services we expect 
them to provide. Table 2 
shows just how government 
expenditures break down for 
Indiana and its Midwestern 
neighbors. The $9.47 
billion spent on education 
in Indiana accounts for 
36 percent of all state 
government expenditures.

FIGURE 3: TAXES COLLECTED BY INDIANA STATE GOVERNMENT, 2005
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Source: IBRC, using U.S. Census Bureau data

State Government Expenditures United States Indiana Illinois Kentucky Michigan Ohio

Education 30.9% 35.8% 27.2% 32.7% 40.0% 29.6%

Public Welfare 25.1% 23.3% 26.1% 27.0% 23.6% 23.7%

Other 8.0% 14.2% 10.4% 4.3% 5.8% 7.1%

Highways 6.1% 7.2% 6.4% 6.9% 5.4% 5.4%

Insurance Trust Expenditure 11.4% 7.0% 13.2% 12.0% 10.1% 17.6%

Correction 2.8% 2.6% 2.0% 2.2% 3.3% 2.5%

Government Administration 3.2% 2.4% 2.3% 3.5% 2.0% 3.0%

Health 3.3% 2.4% 4.6% 2.6% 1.9% 3.9%

Interest on General Debt 2.3% 1.9% 4.3% 1.9% 1.9% 2.0%

Hospitals 2.9% 1.1% 1.6% 3.7% 3.7% 3.1%

Natural Resources 1.2% 1.0% 0.6% 1.9% 0.5% 0.7%

Police Protection 0.8% 0.9% 0.7% 0.9% 0.6% 0.4%

Parks and Recreation 0.4% 0.3% 0.5% 0.6% 0.2% 0.2%

Utility and Liquor Store Expenditures 1.8% 0.1% 0.0% n/a 1.1% 0.6%

Source: IBRC, using U.S. Census Bureau data

TABLE 2: EXPENDITURES BY FUNCTION AS A PERCENT OF TOTAL EXPENDITURES IN THE MIDWEST, 2005

Table 1 shows the different 
income streams of state 
governments in the Midwest. 
Taxes are the largest 
source of government 
income followed by 
intergovernmental revenue 
in four of the five states 
(insurance trust revenue 
ranks second in Ohio). 
Insurance trust revenue 
is the money a state 
takes in to administer 
programs such as public 
employee retirement 
systems, unemployment 
compensation and other 
social insurance systems. 
It includes payroll taxes 
that finance such systems 
as well as any earnings on 
assets held or invested by 
these funds.

TABLE 1: TYPES OF INCOME AS A PERCENT OF TOTAL REVENUE IN THE MIDWEST, 2005

State Government Income United States Indiana Illinois Kentucky Michigan Ohio

Taxes 39.6% 47.0% 44.0% 42.8% 42.2% 33.2%

Intergovernmental Revenue 24.9% 25.4% 23.1% 27.5% 23.3% 21.8%

Insurance Trust Revenue 20.5% 10.5% 20.6% 14.5% 16.3% 31.2%

Current Charges 7.5% 10.2% 5.8% 9.4% 9.8% 8.0%

Miscellaneous General Revenue 6.3% 6.8% 6.5% 5.8% 7.2% 4.9%

Liquor Store Revenue 0.3% n/a n/a n/a 1.2% 0.9%

Utility Revenue 0.9% n/a n/a 0.0% n/a n/a

Source: IBRC, using U.S. Census Bureau data


