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Illinois Still Has Serious Fiscal Problems 
After December 2013 Pension Law Changes

FISCAL PROJECTIONS

Richard Dye, Nancy Hudspeth and David Merriman

!""#$%#&'()&')'*(+%$#*,'&-+.*-.+)"'/&*)"'0+%1"23 so huge 
that it cannot be eliminated by increases in economic 
growth alone, increases in taxes alone, or—alas—
aggressive pension changes alone.1 In early December 
2013 the General Assembly passed, and Governor Quinn 
quickly signed, a major pension reduction bill. In this brief, 
!"#$%&'"()#*++,-&,./#0123")#34$#!,)5#".),64)".#&7#)5"#8.(4+#
impact of the new pension law. The state still has a large 
structural imbalance after the pension changes.  

THE FISCAL FUTURES MODEL

*-#6"4.1%,-3#)5"#8.(4+#(&-2,),&-#&7#)5"#.)4)"9#!":2
 
;#<."#4#0%&42=04."2#0123")#6"4.1%"#>?@@A#.$"(,4+#71-2.#,-#
addition to the state’s General Funds) to provide consistency 
and eliminate confusion from fund accounting changes;  
;#<."#4#+&-3=)"%6#$"%.$"(),B"#)54)#$%&'"().#0123")#)%"-2.#4#
number of years into the future;
;#C&(1.#&-#.1.)4,-40+"#%"B"-1"#)54)#,3-&%".#-"!#0&%%&!,-3#
or decreases in fund account balances when calculating the 
Budget Gap = Total Revenue – Total Spending. 

DECEMBER 2013 PENSION CHANGES

The General Assembly passed SB 1 in special session on 
December 3, 2013. Two days later the governor signed the 
0,++9#64D,-3#.,3-,8(4-)#(54-3".#,-#7&1%#&7#)5"#.)4)"/.#8B"#
public employee pension systems. 

E5"#,-)"-)#&7#)5"#-"!#+4!#,.#)&#%"21("#)5"#.)4)"/.#8.(4+#
burden of paying for future pension obligations. The 
savings to the state come mostly from reductions in cost 
of living adjustments for current and future recipients of 
state pensions.3

QUALIFICATIONS 

*-#"B4+14),-3#)5"#8.(4+#,6$4()9#!"#4..16"#)5"%"#4%"#-&#
successful challenges to the new pension law and that 
there is no delay in implementation of the changes. This 
assumption may prove not to hold given that the Illinois 
F&-.),)1),&-#.)4)".#)54)#$"-.,&-#0"-"8).#G.54++#-&)#0"#
diminished or impaired” and that employee unions have 
4+%"42H#0"31-#)&#8+"#(54++"-3".I4 Also, we rely on initial 
actuarial estimates of the new law.5

BUDGET GAP PROJECTIONS

C,31%"#J#>.""#$43"#KL#.5&!.#)5"#2,M"%"-("#0")!""-#)5"#
4++=71-2.#.)%1()1%4+#0123")#34$#$%&'"(),&-.#7%&6#)5"#C,.(4+#
Futures Model before and after the pension law changes.  

;#E5"#04."+,-"#(4."#&7#$%"=N"("60"%#K@JO#$"-.,&-#+4!#,.#
indicated by the solid line. The budget gap is projected to 
3")#!&%."#&B"%#)5"#-"P)#)"-#H"4%.Q7%&6#=RJ#0,++,&-#,-#CS#
K@JT#)&#=RJT#0,++,&-#,-#CS#K@KUI##

;#E5"#2&V"2#+,-"#".),64)".#%"21(),&-.#,-#.)4)"#.$"-2,-3#
from the new pension law. Note the modest impact of the 
(54-3".:#4#%"21(),&-#,-#)5"#$%&'"()"2#0123")#34$#0H#RJI@#
0,++,&-#)&#RJIU#0,++,&-#,-#"4(5#&7#)5"#-"P)#)"-#H"4%.I##

;#E5"#$"-.,&-#%"B,.,&-#+4!#&7#N"("60"%#K@JO#!4.#4#
513"#.)"$#,-#)5"#2,%"(),&-#&7#8.(4+#.)40,+,)H#7&%#*++,-&,.I##
<-7&%)1-4)"+H9#)5"#.)4)"/.#8.(4+#$%&0+"6.#4%"#.&#3%"4)#)54)#
much still remains to be done. A look at the structural 
budget gap illustrated in Figure 1 suggests that a gap on 
)5"#&%2"%#&7#RO#0,++,&-#,-#K@JU9#,-(%"4.,-3#)&#RJO#0,++,&-#
in 2025 still remains. What would it take to close the 
remaining gap?
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HOW ABOUT HIGHER TAXES?  

All of the projections in Figure 1 assume current tax law, 
with temporarily higher tax rates in 2014 declining as 
scheduled starting in 2015. 

W-"#$&+,(H#&$),&-#,.#)&#"+,6,-4)"#)5"#$54."=&1)#4-2#64D"#
the higher income tax rates permanent. Figure 2 shows 
)5"#"M"().#&7#64,-)4,-,-3#5,35"%#)4P#%4)".#0"7&%"#4-2#47)"%#
pension law revisions. 

;#E5"#.&+,2#+,-"#.5&!.#)5"#$%&'"()"2#34$#!,)5#5,35"%#)4P#
%4)".#4-2#$%"=N"("60"%#K@JO#$"-.,&-#+4!I#X4,-)4,-,-3#
higher taxes eliminates roughly half the budget gap 
(&6$4%"2#)&#)5"#$%"B,&1.#831%"Q%"4(5,-3#&-+H#R?#0,++,&-#
,-#CS#K@KUI##

;#E5"#2&V"2#+,-"#,-#C,31%"#K#.5&!.#)5"#"P)%4#%"21(),&-#&7#RJ=
plus billion of pension cost savings on top of the tax increase.  

;#E5"#(&60,-"2#"M"()#&7#$"-.,&-#+4!#%"B,.,&-#4-2#)4P#
,-(%"4.".#.),++#+"4B".#4#0123")#34$#&7#RJ#0,++,&-#,-#CS#K@JT9#
!5,(5#,.#$%&'"()"2#)&#3%&!#)&#RUIU#0,++,&-#0H#K@KUI##

PROBLEMS REMAIN

*++,-&,.#54.#)!&#513"#8.(4+#$%&0+"6.:#4#+4%3"#4-2#3%&!,-3#
gap between sustainable revenues and projected spending 
+"B"+.Y#4-2#4#+4%3".)=,-=)5"=-4),&-#1-71-2"2#$"-.,&-#+,40,+,)HI##

;#E5"#N"("60"%#K@JO#(54-3".#)&#*++,-&,.#$"-.,&-#+4!#
>.5&1+2#)5"H#.1%B,B"#4#(&-.),)1),&-4+#(54++"-3"L#"+,6,-4)"#
the unfunded pension liability problem over the next 25 to 
30 years.

#;#<-7&%)1-4)"+H9#)5"#$"-.,&-#+4!#(54-3".#2&#-&)#(&6"#
close to solving the structural budget gap problem. Savings 
&7#'1.)#&B"%#RJ#0,++,&-#$"%#H"4%#04%"+H#2"-)#4#$%&'"()"2#34$#
&7#RT#0,++,&-#)&#RJT#0,++,&-#&B"%#)5"#-"P)#)"-#H"4%.I##

;#ZB"-#,7#(&60,-"2#!,)5#5,35"%#)4P#%4)".9#$"-.,&-#%"B,.,&-.#
leave a large projected budget gap.  

*-#)5"#4V4(5"2#4$$"-2,P9#!"#422%"..#)5"#.46"#[1".),&-.#
with an alternative measure of the budget gap—the cash 
gap minus the change in unfunded pension liabilities each 
H"4%I#E5"#$%"=$"-.,&-#%"B,.,&-#.,)14),&-#+&&D.#!&%."#0H#
)5,.#6"4.1%"#4-2#)5"#$&.)=$"-.,&-#%"B,.,&-#.,)14),&-#+&&D.#
0"V"%I#E5"#71-246"-)4+#)4D"=5&6"#6"..43":#$"-.,&-#
%"B,.,&-#2&".#-&)#.&+B"#*++,-&,./#8.(4+#$%&0+"6.I
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Figure 1: Illinois All-Funds Structural Budget Gap 
Projections to FY 2025 With and Without December 
2013 Pension Reforms, Cash Gap with Reduction of Tax 
Rates per Existing Law
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Figure 2: Illinois All-Funds Structural Budget Gap 
Projections to FY 2025 With and Without December 
2013 Pension Reforms, Cash Gap with Tax Rates Kept 
Up After 2014
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1 NH"9#^12.$")5#4-2#X"%%,64-9#W()&0"%#K@JO9#G_""%,-3#WB"%#
*++,-&,./#C,.(4+#F+,M:#`"!#_%&'"(),&-.#7%&6#*a_b/.#C,.(4+#C1)1%".#
X&2"+9c#>5V$:dd,3$4I1,++,-&,.I"21d.H.)"6d8+".d
C,.(4+=C1)1%".=_%&'"(),&-.=W()=K@JOI$27LI##b+.&#.""#)5"#&-"=$43"#
.1664%H#&7#)54)#%"$&%)#>5V$:dd,3$4I1,++,-&,.I"21d
.H.)"6d8+".dC,.(4+=F+,M=C4()=]5"")I$27LI

2 These are explained in more detail in the paper cited in note 1 
4-2#&)5"%#%"$&%).#&-#&1%#!"0$43":#
5V$:dd,3$4I1,++,-&,.I"21d8.(4+71)1%".I

3 ])4)"#Z6$+&H""./#\"),%"6"-)#]H.)"6#&7#*++,-&,.#>]Z\]L9#G]"-4)"#
e,++#J#_10+,(#b()#fg=@Uff9#ZM"(),B"#h1-"#J9#K@JT#
>5V$.:dd!!!I.%.I,++,-&,.I3&Bd."%.di`$"-.,&-jCSJTI5)6LI

4 <#&7#*#+4!#$%&7"..&%.#2,.(1..#F&-.),)1),&-4+#[1".),&-.:#
5V$:dd!!!I-"!.=34k"V"I(&6d&$,-,&-d
31".)=(&66"-)4%HdK@JO=JK=@gd,++,-&,.=$"-.,&-=%"7&%6=
(&-.),)1),&-4+I5)6+#Y#Z6$+&H""#1-,&-.#$%"$4%"#+4!.1,):#
5V$:dd!!!I.'=%I(&6d4%),(+"dK@JOJK@Td`Zi]dJOJK@f?gOY#
\,(D#_"4%.&-9#G\"),%"2#)"4(5"%.#8+"#8%.)#+4!.1,)#434,-.)#*++,-&,.#
pension reform law,” December 28, 2013, 
5V$:dd4%),(+".I(5,(43&)%,01-"I(&6dK@JO=JK=Kgd-"!.d
(5,=%"),%"2=)"4(5"%.=8+"=8%.)=+4!.1,)=434,-.)=,++,-&,.=$"-.,&-=
%"7&%6=+4!=K@JOJKK?jJj"6$+&H""=$"-.,&-=.H.)"6=,++,-&,.=
$"-.,&-=(&2"=)"4(5"%=%"),%"6"-)=.H.)"6I

5]Z\]:##a40%,"+#\&"2"%#]6,)5#l#F&6$4-H9#N"("60"%#Jf9#K@JO9#
G*++,-&,.#]Z\]#m#_10+,(#b()#fg=@Uff9#e4."+,-"#?dJdK@JO9c#>]Z\]j
_bfg@UffjF&-)%,01),&-j<bnj]1664%Hjo4+1".jJKJfK@JOIP+.PLI

]<\]:##a40%,"+#\&"2"%#]6,)5#l#F&6$4-H9#N"("60"%#K@9#K@JO9#
G*++,-&,.#]<\]9#]"-4)"#e,++Jd_10+,(#b()#fg=@Uff#b-4+H.,.#!,)5#
`&%64+#F&.)#_+1.#n"B"+#_"%("-)#&7#_4H#b6&%),k4),&-#&7#<-71-2"2#
n,40,+,)H9#e4."+,-"#?dJdK@JO#>"P(+12".#]X_#4-2#2"0)#."%B,("#
(&-)%,01),&-.9#,-(+12".#.1$$+"6"-)4+#$4H6"-).L9c###>]<\]j
]"-4)"e,++Jj])12Hj]1664%HjK@JOJKK@j]"-2o4+1".IP+.PLI#

E\]:##e1(D#F&-.1+)4-).9#`&B"60"%#Kf9#K@JO9#GE"4(5"%./#
Retirement System of the State of Illinois, Actuarial Request 
&-#0"54+7#&7#n"3,.+4),B"#n"42"%.#.106,V"2#`&B"60"%#J9#K@JO#
!,)5#E5%".5&+2#FWnb#,-2"P"2#4)#C1++#F_*9#F&6$4%,.&-#&7#
F&-)%,01),&-.#4-2#b()14%,4+#b((%1"2#n,40,+,)H9c#>JJ=O@=JO#E\]#
b-4+H.,.#&7#n"3,.+4),B"#n"42"%./#\"[1".)#=#_%&$&.4+#N4)"2#`IIII
pdf). These numbers are preliminary, because at this writing 
E\]#54.#-&)#,..1"2#".),64)".#&7#)5"#8-4+#+4!#4.#"-4()"2I#*)#!4.#
possible to revise the projections to include the late provision that 
the state make additional payments equal to ten percent of the 
.4B,-3.#7%&6#$%,&%#+4!I##\".1+).#$%"."-)"2#4)#8B"=H"4%#,-)"%B4+.#
!"%"#8++"2#,-#0H#,-)"%$&+4),&-I##<-71-2"2#$"-.,&-#+,40,+,),".#7&%#
TRS were missing and assumed to have same proportional change 
4.#.16#&7#]Z\]#4-2#]<\]I##

ab\]#4-2#h\]:##F&66,..,&-#&-#a&B"%-6"-)4+#C&%"(4.),-3#4-2#
b((&1-)40,+,)H9#`&B"60"%#K@JO9#G]$"(,4+#_"-.,&-#e%,"8-3:#])4)"#
\"),%"6"-)#]H.)"6.#WB"%B,"!9c#>5V$:dd(374I,+34I3&Bd
<$+&42dJJJOpK@]_ZF*bnpK@_Z`]*W`pK@e\*ZC*`aI$27LI
h\]#,.#-&)#4M"()"2#0H#)5"#-"!#+4!I#`&#4()14%,4+#".),64)".#&7#)5"#
impact of the new law on GARS were given, and revision was 
4..16"2#)&#54B"#-&#"M"()#&-#$%&'"()"2#46&1-).#7%&6#)5"#40&B"#
report.  
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The Cash Budget Gap is Total Revenue – Total Spending 
>!,)5#-"!#0&%%&!,-3#4-2#%"21(),&-.#,-#$%""P,.),-3#
account balances not counted as revenue, because they are 
not sustainable). For decades, Illinois allowed unfunded 
$"-.,&-#+,40,+,)H#)&#3%&!#"4(5#H"4%Q4#7&%6#&7#&M=)5"=
books borrowing that is a major explanation of the state’s 
8.(4+#(%,.,.I#i&%."9#1-2"%#)5"#$4H6"-)#.(5"21+"#,-#$%"=
December 2013 pension law, unfunded pension liability is 
projected to continue to grow by several billions of dollars 
for each of the next ten years. 

b-#4+)"%-4),B"#>4-2#4%3140+H#6&%"#6"4-,-371+L#6"4.1%"#&7#
)5"#0123")#34$#42'1.).#7&%#)5,.:#

Adjusted Budget Gap = 
Total Revenue – Total Spending 
m#F54-3"#,-#<-71-2"2#n,40,+,)HI

Figures A1 and A2 repeat Figures 1 and 2, but with the 
adjusted gap measure, and Table A1 presents the numerical 
B4+1".#&7#$%&'"()"2#0123")#34$.#,-#4++#7&1%#831%".I#
 
;#E5"#.&+,2#+,-"#,-#C,31%"#bJ#.5&!.#)5"#$%"=%"B,.,&-#
adjusted budget gap projected for the next ten years.  
b2'1.)6"-)#7&%#)5"#%&135+H#RK#0,++,&-#$"%#H"4%#&7#-"!#
1-71-2"2#+,40,+,)H#>(&6$4%"#(&+16-.#J#4-2#U#,-#E40+"#bJ#
&-#$43"#UL9#$%&'"().#4#34$#)54)#3%&!.#)&#RJq#0,++,&-#,-#K@KUI##

;#E5"#2&V"2#+,-"#,-#C,31%"#bJ#.5&!.#)5"#42'1.)"2#0123")#
gap with the pension revisions. 

r#E5"#-"!#+4!#&M"%.#4#+4%3"9#&-"=),6"#%"21(),&-#,-#
unfunded liabilities in the year of enactment, which 
"P$+4,-.#)5"#&M=)5"=(54%)#0123")#.1%$+1.#&7#RJ?IJ#
billion in 2014.
r#_%&'"()"2#,-(%"4.".#,-#1-71-2"2#+,40,+,),".#64D"#)5"#
gap larger in 2015 to 2019.  
r#b7)"%#)5"#-"!#+4!#54.#0""-#,-#$+4("#7&%#4#!5,+"9#
unfunded liabilities again decrease and the gap is 
slightly smaller from 2020 to 2025.  

;#E5"#.&+,2#+,-"#,-#C,31%"#bK#.5&!.#)5"#$%"=%"B,.,&-#
adjusted budget gap assuming that tax rates remain at 
higher levels instead of falling after 2014. 

;E5"#2&V"2#+,-"#,-#C,31%"#bK#,.#)5"#6&.)#&$),6,.),(#&7#4++#
scenarios—pension revision, higher taxes, and counting 
%"21(),&-.#,-#1-71-2"2#+,40,+,),".#,-#+4)"%#H"4%.I#ZB"-#,-#
)5,.#(4."9#4#.)%1()1%4+#2"8(,)#3%&!,-3#)&#&B"%#RO#0,++,&-#,.#
projected.  

More than pension revision and higher taxes are needed to 
close Illinois’ structural budget gap.  

APPENDIX
Adjusting the Budget  Gap to Account 
for Changes in Unfunded Pension Liabilities
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Figure A1: Illinois All-Funds Structural Budget Gap 
Projections to FY 2025 With and Without December 
2013 Pension Reforms, Adjusted Gap with Reduction of 
Tax Rates per Existing Law
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Figure A2: Illinois All-Funds Structural Budget Gap 
Projections to FY 2025 With and Without December 
2013 Pension Reforms, Adjusted Gap with Tax Rates 
Kept Up After 2014
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Table A1: Illinois All-Funds Structural Budget Gap Projections to FY 2025 With and Without December 2013 Pension 
Reforms, With Existing Tax Law and With Tax Rates Kept Up After 2014, With Cash Gap and Gap Adjusted for Change in 
Unfunded Pension Liabilities (billions of dollars)

Pension Law Prior New Prior New Prior New Prior New

Tax Law ZP,.),-3 ZP,.),-3 Rates Kept 
<$

Rates Kept 
<$ ZP,.),-3 ZP,.),-3 Rates Kept 

<$
Rates Kept 

<$

Gap Cash Cash Cash Cash Adjusted Adjusted Adjusted Adjusted

Figure 1 1 2 2 A1 A1 A2 A2

Fiscal Year
2014 =JI@ =JI@ =JI@ =JI@ =KIq J?IJ =KIq J?IJ
2015 =TI@ =OIO =JI? =JI@ =UIf =KI? =OIq =@IU
K@Jq =qIq =UIq =KI@ =JI@ =J@IJ =fI@ =UIU =TIT
K@J? =?IT =qIK =KI? =JIq =fIg =qIg =UIK =KIJ
2018 =?If =qIq =OI@ =JIg =J@IU =?IT =UI? =KIU
2019 =gIT =?IK =OIT =KIK =JJI@ =?IU =qI@ =KIU
2020 =gIJ =?IK =OI@ =KI@ =J@Iq =qI? =UIU =JIU
2021 =gIf =?If =OIq =KIq =JJIO =?IK =qI@ =JIf
2022 =fIg =gIg =TIO =OIO =JKIJ =?Ig =qIU =KIO
2023 =J@I? =fI? =UI@ =TI@ =JKIg =gIT =?IJ =KI?
2024 =JJIg =J@Iq =UIf =TI? =JOI? =gIf =?Ig =OI@
2025 =JTIJ =JKIg =qIf =UIq =JUIg =J@I? =gIq =OIU
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