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Steering Committee 

State Finance Update 

January 27, 2021 

Introduction 

As we have described in past Steering Committee updates, the State faced a difficult budget 
situation for FY21 (July 2020-June 2021) due to the COVID-19 pandemic’s impact on revenue. At 
the time the budget was enacted in May, 2020, the State was facing a projected budget deficit 
for FY21 of $6 billion. The legislature and administration pushed off key decisions to the future, 
predicating the budget on uncertain revenue sources, including federal aid, borrowing, and new 
revenue from the passage of the graduated income tax amendment. 

However, in recent months it became clear that much of what was hoped for in the budget 
would not materialize. The failure of the graduated income tax referendum means that 
approximately $1.3 billion in new revenue will not be available to close this year’s deficit (or to 
address the ongoing structural budget deficit in subsequent years), and the Federal government 
has not provided new aid to state and local governments to replace revenue lost because of the 
pandemic, although with the election of President Biden and narrow Democratic majorities in 
the House and Senate, the prospects have brightened. In addition, it is unclear what the impact 
of COVID-19 will be on State revenues for the remainder of FY21. On the other hand, when the 
GOMB released their five-year projections in November, they revised the projected budget 
deficit downward to $3.9B as a result of better-than-expected revenues. 

Budget Updates  

In the last few months, the State has taken new actions to address this fiscal year’s budget 
shortfall.  

• In December, the State issued another $2 billion of debt through the Federal Reserve’s 
Municipal Liquidity Facility (MLF), bringing total MLF borrowing in calendar year 2020 to 
$3.2 billion. The $2 billion issuance has a three-year repayment term and a 3.42% 
interest rate, which is a steep penalty rate compared to where Illinois’ three-year bond 
rate was set at the time the MLF borrowing was announced (1.99%).1  

 
1 According to the Bond Buyer, “Despite the higher rate, market participants have said using the MLF was a smart 
move given its market rates fluctuate and its access alone could contribute to improved overall trading levels.” 
Source: https://www.bondbuyer.com/news/illinois-makes-moves-on-deficit-with-cuts-mlf-borrowing  

https://www.bondbuyer.com/news/illinois-makes-moves-on-deficit-with-cuts-mlf-borrowing


2 
 

• The Comptroller has used MLF borrowing proceeds to pay Medicaid bills, which is 
projected to generate approximately $1 billion in federal matching funds.2 Therefore, 
the budget impact of the $2B borrowing was approximately $3 billion. 

• The Governor also announced approximately $700 million of proposed budget cuts to 
help balance the budget. Proposed cuts include operational expense and grant 
reductions for the Department of Human Services ($126.3 million), personnel cost 
adjustments across all agencies ($75 million; subject to negotiation with the unions), 
and operational reductions for the Department of Transportation ($68 million). It is 
important to note that this list only includes items that the Governor has the power to 
cut without legislative approval; the Governor has called on the legislature to produce 
their own list of cuts as well. 

These measures on their own would probably be enough to get the State through the end of 
the fiscal year without a tax increase. The $2 billion MLF borrowing, $1 billion in federal 
Medicaid matching funds, and $700 million in proposed cuts nearly cover the $3.9 billion deficit 
for FY21.  

However, one new development may reduce the State’s cash flow in the near term. Recently, 
the Pritzker administration raised concerns that unless the State decouples from provisions in 
the IRS tax code relating to changes in the handling of Net Operating Losses in the CARES Act, 
the State could see a revenue loss of $500 million to $1 billion. While we have not seen the 
data to support the concern, a bill was introduced in the lame duck session to address this 
issue. Given the timing and the opposition by small business groups, the bill was defeated.  

Finally, there was some welcome news for legislators and the Governor on January 15th when 
then President-elect Biden unveiled his $1.9 trillion stimulus plan to battle the virus and 
alleviate the economic toll it has taken. The proposal includes $350 billion in emergency 
funding for state, local, and territorial governments, although of course passage is not 
guaranteed, and we do not yet know how much Illinois would receive.  

Outlook for Spring Legislative Session 

January’s lame-duck session was dominated by several issues, including the Black Caucus 
agenda (which covered issues from education to criminal justice), a bill that increased pension 
benefits for a subset of Chicago firefighters, and bills related to collective bargaining and 
governance of Chicago Public Schools. In addition, there was a change in leadership in the 
House with the election of Emanuel “Chris” Welch as Speaker, succeeding the 40-year career of 
Speaker Michael Madigan (these developments and bills are described in the Springfield 
Update). 

The Governor is expected to give important updates about the State’s future and budget 
situation in his State of the State Address and his Budget Address (the State of the State 
Address is scheduled for January 27th; the Budget Address is scheduled for February 17th). 

 
2 https://www.bondbuyer.com/news/illinois-pockets-2b-fed-mlf-loan  

https://www.bondbuyer.com/news/illinois-pockets-2b-fed-mlf-loan


3 
 

However, from our conversations with several stakeholders, expectations are low that either 
the Governor or the General Assembly will advance a comprehensive fiscal plan until after the 
2022 elections at the earliest.  

The legislature will be required to pass a FY22 budget, which is shaping up to be a difficult task: 
the projected deficit for the next fiscal year is $4.8 billion, and that figure does not count any 
new debt service for this fiscal year’s MLF borrowing. Accordingly, it is not yet clear whether 
the General Assembly and Governor will be able to delay serious action on the budget 
(including major spending cuts or revenue increases) until after the 2022 elections.  

Perhaps the most important determinant of whether the State is forced to take serious and 
comprehensive action on its fiscal situation this calendar year is federal aid. Depending on the 
type, amount, and timing of federal aid, this short-term infusion of federal financial support 
could take significant pressure off the State’s budget for FY22 and allow the General Assembly 
and Governor to postpone making the harder choices necessary for long-term budget stability.  

Next Steps 

Given the political landscape and the challenges it presents, we are focusing our efforts on 
educating stakeholders through meetings about why it is so important to have a comprehensive 
fiscal plan in place and emphasizing the real-world consequences (e.g., slow employment 
growth and shrinking revenues to support services) of continued inaction. 

We are working to schedule meetings with members of the Governor’s administration and 
legislators in the coming weeks to see what opportunities there may be for a comprehensive 
plan going forward. 

We have also been meeting, and are planning further meetings, with other individuals and 
stakeholder groups to discuss their proposals and plans. Staff recently met with the Illinois 
Policy Institute to learn about their proposed constitutional amendment and benefit changes 
they would pursue if a constitutional amendment passed. They estimate that their plan could 
reduce total pension liabilities by about 10%, leading to average yearly savings of $2 billion 
through 2045.  

City Budget Summary 

The outlook for the City budget remains gloomy. The City of Chicago is facing some of its most 
difficult fiscal challenges in history, with a two-year budget deficit of $2 billion (almost $800 
million for 2020 and $1.2 billion for 2021).  

To close the budget gap, the FY21 budget included some tax increases (property tax levy, gas 
tax, and tax on cloud computing) and relied heavily on new debt as well as scoop and toss debt 
restructuring.  

Since the budget was passed, there have been new developments related to the City’s budget. 
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• The passage of HB 2451 during the General Assembly’s recent lame-duck session, which 
creates a 3% annual “COLA” for certain participants in the City’s Firemen’s Annuity and 
Benefit Fund of Chicago (FABF), could add $18-$30 million a year to the City’s pension 
costs if signed into law.  

 
• There is also concern that given the State and City’s budget challenges, there could be 

downgrades of both governments’ credit ratings. The City is particularly concerned that 
if the State’s credit is downgraded, there may be a ripple effect causing a City 
downgrade because of the interrelation of the two entities.  
 

• Finally, while the City struggles to deal with its budget shortfall, some of its sister 
agencies began to receive positive news. With the new COVID-19 stimulus bill approved 
by Congress on December 21, 2020, Chicago Public Schools anticipates an overall 
allocation of $800 million to support students in FY21 and FY22.  

• The new stimulus package will also provide the Chicago region with approximately $450 
million of the $14 billion for transit agencies nationwide. However, details of how much 
CTA will get from the funding are still unknown.   

We will continue to monitor the budget situation of the City and its sister agencies as it unfolds. 
 
 

 


