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Finding the Balance:
State Fiscal Sustainability
and Local Government
Fiscal Challenges

he end of lllinois’ 2023 fiscal year marked the

completion of the first year after which the

state government fully allocated the State
and Local Fiscal Recovery Funds (SLFRF) from the
COVID pandemic. In previous reports (see Wilbur-
Mujtaba et. al. 2023 and past reports at https://
igpa.uillinois.edu/tag/fiscal-futures), our team
at the Fiscal Futures Project has cautioned that
Illinois’s fiscal situation remains challenging amidst
the end of pandemic federal relief funds, and that
lawmakers must continue to monitor spending
closely to assure alignment with revenue. In this
report, we provide an update on lllinois’s current
fiscal situation by examining state governmental
revenue and expenditures during FY2023. In
addition, we outline the major fiscal challenges of
Illinois’ local governments, from mass transit issues
to changes in the commercial property market and
property tax burdens. After reviewing the issues
across lllinois’s local governments, we conclude
with implications for state government finance in
lllinois.

In summary, lllinois’ fiscal condition is surely
stronger than it was prior to the pandemic and,

in fact, stronger than it has been over most of the
last two decades. Significant challenges remain. In
our view, lllinois state finances have become the
most sustainable since the project began track-
ing budget data. Despite this, current revenue
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policy may not be sufficient to sustain expected
long-term expenditure growth, and we see few
large categories of expenditures that will be easy
to restrain. In past years, lllinois’ fiscal situation
has forced lawmakers to juggle programs when
they are not able to achieve long-term objec-
tives. Prominent examples include public workers’
pension policies and education finance. For many
years, lllinois’ pension payments were insufficient
to pay for benefits accrued by state employees.
These policies eventually resulted in the introduc-
tion of relatively meager Tier 2 pensions for new
workers, in order to subsidize the retirement of
long-term Tier 1 employees (see Merriman 2017;
Dye, Hudspeth and Merriman, 2014).

Illinois’ policy also failed to achieve the state’s
goal of taking the primary responsibility for
school funding. The result has been relatively
high and burdensome local property taxes that, in
some cases, may impede economic development.
When lllinois enacted a new and scientifically
grounded evidence-based funding formula in
2017 it funded it at a tiny fraction of the level that
would be required fully to achieve its goals.

As in previous reports, we use the methodology
from the IGPA Fiscal Futures Project, which has
tracked lllinois’s fiscal situation using revenue

and expenditure figures from the lllinois Office

of Comptroller (I0OC) since 1998. The IOC’s data
comprise all state spending and revenue, includ-
ing appropriated and non-appropriated, and with-
in both general and special funds. We aggregate
the I0C data into a meaningful and consistent set
of revenue and expenditure categories focusing
on the function of spending rather than making a
distinction between fund names, e.g., general and
special funds. We term this the “all funds” basis of
fiscal categories.? In the next sections, we pro-
vide a snhapshot of lllinois’ current fiscal situation
using this framework, and then follow with further
discussion of local governments’ fiscal challenges
across the state.
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OVERVIEW OF FISCAL BALANCE

In this section we take a broad view of lllinois’ fiscal condition and focus on total revenue and expendi-
tures. Later sections provide more detail about individual categories of revenue and expenditures.

Figure 1 shows lllinois’ “all fund” expenditures, revenue, and fiscal gap (revenue minus expenditures)
from FY1998 through FY2023. These figures should not be confused with the amounts recorded in
lllinois “general funds.” IGPA’s all-funds numbers are intended to represent the universe of spending to
support ongoing state activities and revenue from continuing sources. Thus, the data presented here
represent the state’s “structural” condition—it tells us about the expenditures used to support current
programs and the revenue raised through current taxes, transfers, fees, etc. The fiscal gap, shown by
the gray curve near the base of the graph, illustrates our estimate of lllinois’ structural balance—the
degree to which the current revenue plan sustains the current expenditure plan. A negative fiscal gap
suggests that either future revenue will have to increase or future expenditures will have to decline.

Figure 1. lllinois Expenditure and Revenue Totals, 1998-2023
Values are in nominal dollars. Gray bars indicate economic recessions. Source: Fiscal Futures processing of lllinois Office of the Comptroller

data. See https://aleawm.github.io/Fiscal-Futures/ for details.

120 Rev = $111.8
100 1

80 1

60 4

Expenditures -
Revenue
40 1

Billions of Dollars

201

Fiscal Gap

-$0.2
-10 4

1998 2000 2005 2010 2015 2020 2023
Year

== - Expenditures Fiscal Gap === Revenue

From the start of our analyses in FY1998 through FY2021 nearly every year showed a negative fiscal
gap. lllinois was in a nearly perpetual state of fiscal imbalance and struggled to pay bills and maintain
services. A large increase in lllinois’ income tax rate in 2011 followed by a cut in 2015 and an increase in
2017 resulted in jumps and dips in state income tax revenues. The significant increase in expenditures

in 2004 was due to a substantial (about $9 billon) payment into the state’s pension funds that was
facilitated by borrowing via a pension-obligation bond. The decline in expenditures in 2016 was the
result of a budget impasse during Governor Rauner’s administration. The surge in revenue in FY2021
and FY2022 was the result of massive federal intergovernmental aid during the COVID pandemic and
resulting increase in income and sales tax revenue as households received supplemental unemployment
insurance payments and other federal aid (see Wilbur-Mujtaba et. al. 2023).



As we noted in our report last year (Wilbur-Mu-
jtaba et. al. 2023) pandemic-era revenue surges
were unlikely to be sustained after the pandem-
ic. FY2023 data, however, do show continued

growth in sales tax revenue. As expected, this

was offset by a decline in individual income tax
revenue and a noteworthy decline in federal aid.

The net effect was an unsurprising decline in total

revenue. Expenditures continued to grow, with
total expenditures growing about 11.9% between
FY2022 and FY2023. This growth is more than
double lllinois’ long-term, all-funds expenditure
growth rate of about 5.24%. This too was unsur-
prising given the delay between federal revenue
being received and spent. The net result is an
overall negative fiscal gap of about $200 million
on total all funds spending of about $112 billion.
We next consider individual revenue and expen-
diture categories in more detail followed by a
discussion of the extent to which lllinois’ current
fiscal plan is sustainable.

REVENUE

Table 1 displays the total revenue for the ten
largest revenue categories in FY2023. The table
also shows the 1-year change in each category
from FY2022 and the 25-year long run growth
rate (Compound Annual Growth Rate, or CAGR).
lllinois received an influx of federal funds after
COVID which helped to restore the state govern-
ment’s fiscal balance, but this was not expected
to continue with the winding down of federal
funds. Total revenue in FY2023 was $111.8 billion, a
significant decrease of $4.3 billion, or 3.69%, from
FY2022. While FY2022 saw the largest annual
growth rate in revenue over 24 years, FY2023
followed with the largest drop in revenue since
1998 (i.e., the first year of data in our analysis).
This was primarily due to the decrease in federal
revenue.

Table 1. Yearly Change in Revenue for Main Revenue Sources

* Note: Compound Annual Growth Rate or CAGR = (

details.

FY 2023 FY 2022 1-Year
Revenue Category ($ billions) ($ billions) Change % 25-Year CAGR*
Individual Income Tax 25.31 26.43 -4.3% 5.4%
Federal Medicaid Reimbursements 20.20 19.04 6.1% 7.5%
Sales Tax 16.22 15.37 4.8% 3.3%
Federal Other 10.87 19.38 -43.9% 4.3%
Corporate Income Tax 10.48 10.03 4.5% 7.2%
Medical Provider Assessments 4.09 3.73 9.5% 8.4%
Receipts from Revenue Producing 2.59 2.39 8.5% 5.2%
Motor Fuel Taxes 2.57 2.53 1.7% 2.8%
Federal Transportation 2.11 1.83 15.3% 3.8%
Licenses, Fees, Registration 2.06 1.89 9.2% 7.9%
All Other Sources ** 15.24 13.31 14.4% 4.3%

Final Value
Beginning Value
**All other revenue categories not specifically mentioned. See Appendix Item 1 for all expenditure categories.

Source: Fiscal Futures processing of Illinois Office of the Comptroller data. See https://aleawm.github.io/Fiscal-Futures/ for

)(E)

Values calculated using nominal dollars.




lllinois’ revenue consists of own-source revenue
and federal revenue (see Figure 2). Own-source
revenue includes the “Big 3” (individual income,
sales, and corporate income taxes) along with
other taxes and fees. Federal revenue includes
reimbursements for Medicaid, federal aid for
transportation, and other federal assistance. In
FY2023, lllinois’s own-source revenue increased
about $2.7 billion to about $78.6 billion. Total
federal revenue in FY2023 (sum of Federal Other,
Federal Medicaid Reimbursements, and Federal

Transportation) amounted to about $33.2 billion,
a decrease of $7 billion from FY2022. This de-
crease accounts for all of the decrease in total
revenue for FY2023. The largest decrease is Fed-
eral Other, with an almost $9 billion or 44% de-
crease in revenue in FY2023. A significant drop in
federal revenue was expected. In FY2022, lllinois
received more than $8 billion in federal (SLFRF)
stimulus funds, which was the main reason for
revenue growth that year and which did not con-
tinue in FY2023.

Figure 2. Own Source Revenue and Federal Revenue, 1998-2023
Values are in billions of nominal dollars. Gray bars indicate economic recessions. Source: Fiscal Futures processing of Illinois Office of the

Comptroller data. See https://aleawm.github.io/Fiscal-Futures/ for details.
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The individual income tax is lllinois’ largest rev-
enue source among the Big 3. In our framework
we report a decline of $1.1 billion in income tax
revenue in FY2023. The Commission on Govern-
ment Forecasting and Accountability (COGFA)
attributes this decline to the decline in COVID
federal stimulus rather than a weaker tax base
(COGFA 2023). Two other major revenue sourc-
es, corporate income taxes and sales taxes, had
slight increases. Corporate income taxes grew

by around $400 million to a total of $10.5 billion,
reflecting strong corporate profits in FY2023,
which may in turn reflect the effects of inflation.
The effects of inflation may also explain the $700
million increase in sales taxes in FY2023. The
rationale is that inflation reflects higher prices
which may have pushed up sales tax revenue and
corporate profits. Inflation is expected to slow in
FY2024, but forecasts also warn of an impending
recession in FY2024 or FY2025, which may lower
sales and corporate earnings (COGFA 2023).

As detailed in previous reports (Choi et. al, 2023),
the federal government reimburses state gov-
ernments through matching grants and feder-

al assistance to healthcare providers. Federal
Medicaid reimbursements in FY2023 increased by
$1.2 billion to a total of $20.2 billion from FY2022.
While this growth rate was generally in line with
long-term trends, we do expect to see diminished
growth rates for Medicaid reimbursements in
2024 and beyond as policies that enhanced pay-
ments during the COVID pandemic wind down.
Federal Transportation grew at more than double
its long-run growth rate, to about $2.1 billion. This
increase reflects the growth in federal grants for
Illinois’s transportation system from the Infra-
structure Investment and Jobs Act.®

EXPENDITURES

In FY2023, total expenditures reached $111.9
billion, an increase of almost $11.9 billion, or 11.9%
from the previous year. The one-year change was
almost double the long run growth rate. In this
section, we provide a decomposition of spending

https://perma.cc/4MC4-J3UU

categories and explain some factors contributing
to overall spending growth in FY2023.

Table 2 provides a snapshot of the largest ex-
penditure categories in FY2023 along with the
1-year change from FY2022 and 25-year long

run growth rate. The three largest categories of
spending are Medicaid, K-12 Education, and Local
Government Revenue Sharing. Medicaid expen-
ditures increased $3.7 billion or 13.1% to $32.4
billion.#

The increase is reflected in the rise of Medicaid
enrollments in FY2023 to an estimated 3.8 mil-
lion individuals from about 3.5 million in FY2022
(COGFA 2024). The enrollments are projected

to decrease in FY2024 as continuous coverage
following COVID was dropped, and eligibility re-
determinations went into effect toward the end of
FY2023. K-12 Education expenditures rose by $1.3
billion or 9.9%. A large portion of this increase is
attributable to the expenditures from the Ele-
mentary and Secondary School Emergency Relief
(ESSER) funds under the American Rescue Plan,
which doubled in FY2023 ($1.7 billion in FY2023
vs. $838 million in FY2022).5 lllinois received
ESSER federal funds of $7.9 billion from 2020 and
had spent about 75% of the funds as of Decem-
ber 7, 2023.%5 Large areas of spending included
Evidence Based Funding, Early Childhood Edu-
cation, and reimbursements for transportation
and special education.” However, with the wind-
ing down of federal COVID-19 funds and lower
revenue projections, officials expect a tighter
budget for education in FY2024 and beyond
(Georgetown University McCourt School of Public
Policy, Center for Children and Families no date,
Smylie 2023.) Local Government Revenue Sharing
increased by about $550 million in FY2023. Local
governments in lllinois receive a share of the
state’s tax revenue through the Local Government
Distributive Fund. The percentage of net collec-
tions of individual income tax increased to 6.16%
(from 6.06% in FY2022) from individuals, trusts,
and estates, while net collections from corpora-
tions remained at 6.85%.8

https:/www.isbe.net/Pages/ESSER-Spending-Dashboard.aspx

https://www.civicfed.org/civic-federation/blog/state-illinois-fy2023-enacted-budget#:~:text=The%20
enacted%20FY2023%20General%20Funds,State%20has%20the%20most%20control
https://tax.illinois.gov/localgovernments/income.html



Table 2. Yearly Change in Expenditures
. FY 2023 (S FY 2022 (S 1-Year
Expenditure Category Billions) Billions) Ghanse 25-Year CAGR*
Medicaid 3241 28.65 13.1% 7.4%
K-12 Education 14.70 13.38 9.9% 4.3%
Local Govt Revenue Sharing 10.90 10.35 5.4% 4.7%
Human Services 8.83 7.28 21.3% 3.3%
State Pension Contribution 6.82 6.49 5.1% 10.5%
Transportation 5.29 4.57 15.8 4.0%
State Employee Healthcare 3.00 3.01 -0.1% 5.8%
University Education 2.55 2.27 12.5% 0.8%
Revenue 3.11 1.87 66.7% 8.1%
Debt Service 1.95 2.01 -2.9% 5.7%
Tollway 1.89 2.10 -9.9% 6.8%
Public Safety 1.74 1.72 1.2% 5.7%
Corrections 1.70 1.50 13.5% 2.2%
Children & Family Services 1.58 1.25 26.0% 0.8%
Community Development 1.50 1.39 7.7% 4.8%
All Other Expenditures ** 13.99 12.23 14.4% 5.7%
i (z5)
* Compound Annual Growth Rate or CAGR = (—B Fl_nal,value ) **Values calculated in nominal dollars.
eginnig Value
** All other expenditure categories not specifically mentioned. See Appendix Item 2 for all expenditure categories.
Source: Fiscal Futures processing of lllinois Office of the Comptroller data. See https://aleawm.github.io/Fiscal-
Futures/ for details.

Other categories with significant expenditure
growth are Human Services, Children & Family
Services, and Transportation. Human Services
spending increased by 21% to $8.8 billion while
Transportation spending increased by 16% to $5
billion. Federal funding for transportation also
increased in FY2023 beyond the long run growth
rate which accounts for a portion of the expendi-
tures increase. The revenue expenditure category
includes property and individual income tax re-
bates of over $1 billion. The expenditures catego-
ries with decreases in FY2023 are State Employee
Healthcare, Tollway, and Debt Service, which are
smaller in size.

As we discuss in more detail below, some re-
searchers have warned of an impending fiscal
cliff as lllinois used SLFRF money to fund recur-
ring expenditures such as community violence
programs and housing support (Bunch 2023).
We stress that lawmakers must continue paying
close attention to the increases in expenditures
categories that may negatively affect the fiscal
gap moving forward, especially amid an uncertain
economic climate due to inflation, recession wor-
ries, and geopolitical tensions.




ASSESSING ILLINOIS STATE GOVERNMENT’S
STRUCTURAL BALANCE

In this section we ask whether lllinois’ all funds
state budget is fiscally sustainable. In one sense,
a straightforward comparison of lllinois’ FY2023
all fund revenue with its FY2023 all fund expendi-
tures suggests that the fiscal situation is not quite
sustainable since expenditures exceed revenue by
about $200 million and expenditures are growing
while revenues are declining. While this is con-
cerning, it is important to look at the situation

in the context of the last several years. FY2022
saw non-Medicaid and non-transportation fed-
eral aid (which we call “Federal Other”) jump to
more than $19 billion. This level of aid was never
intended to be permanent and lllinois reasonably
planned to spend it over the next several years.
Thus, some portion of lllinois’ 2023 expenditures
were supported by federal aid from the previous
year. This is not necessarily problematic so long
as that spending can either be phased out or sup-
ported by revenue growth over time.

The 25-year CAGR of lllinois’ all funds expendi-
tures is 5.24% which slightly exceeds the 25-year
CAGR of lllinois revenue of 5.13%. The ultimate
question of fiscal sustainability is whether these
two rates can be brought into balance. In FY2023,
Illinois revenue fell by 3.7% as a result of a 4.3%
drop in individual income tax revenue and a
43.9% drop in other federal aid (“Federal Other”
in Table 1).

Clearly, these rates of decline are not expected
to continue. Suppose instead that in FY2024
individual income tax revenue and federal aid
other were to grow at their long-term growth
rates (5.4% and 4.4% respectively) while all other
revenue categories grew at their FY2023 growth
rates. In that case, total revenue would grow 6.9%
to about $119.5 billion in FY2024. This would be
considerably faster than the long-term revenue
growth rate of 5.1% and faster than the long-term
expenditure growth rate of 5.2% but considerably
slower than the FY2023 expenditure growth rate
of 11.9%.

If all funds expenditures grew 11.9% in FY2024,
expenditures would rise to $125.3 billion. If reve-
nue grew 6.9%, the fiscal gap would be more than
$5.8 billion in FY2024. If lllinois revenue grows

to $119.5 billion in FY2024 (as described above),

maintaining a zero fiscal gap will require that
FY2024 expenditure grows no more than $7.5
billion (=119.5-112.0) or 6.7%. While a 6.7% growth
rate is considerably less than the 2023 growth
rate of 11.9% it is still considerably faster than the
long-term growth rate of 5.24%.

What would it take to bring lllinois’ expendi-

ture growth rate down to this level? The largest
expenditure item and one of the fastest growing
items in lllinois’ all funds budget is $32.4 billion
for Medicaid. This accounted for almost 30 %

of all funds expenditures in 2023. Cutting llli-
nois’ Medicaid spending has mixed fiscal effects
however, because reductions in state Medicaid
spending generally result in reductions in federal
aid for Medicaid. In FY2023 federal government
aid for Medicaid totaled $20.2 billion. This implies
that lllinois’ average actual federal match rate was
(20.2/32.4) or 62.3%. lllinois’ Medicaid match rate
will be lower in FY2024 and beyond due to the
phase out of enhanced match rates put in place
during the COVID health emergency. Because of
this we expect that it will be extremely challeng-
ing to promote fiscal sustainability through cuts
in the Medicaid program.

Another area of large expenditure growth is “all
other expenditure” which includes all expenditure
categories not detailed in Table 2. All of these
expenditure categories are small but cumula-
tively they are large and they grew by more than
$1.7 billion in FY2023 (See Appendix Item 1 for

all expenditure categories). While it is difficult to
sort out exactly what is driving the expenditure
growth in this category, some of it is almost cer-
tainly due to special programs put in place during
the COVID pandemic so it is a promising place to
look for fiscal restraint.



The next largest categories of spending increases
are human services and K-12 education. Human
service spending grew very rapidly during the
pandemic from about $6 billion in FY2020 to
almost $9 billion in FY2023. Had human services
spending grown at its long-term growth rate of
3.3 % after FY2020 it would have been at about
$6.6 billion in 2023. Thus, some reductions in
human service spending may be feasible. K-12
expenditures have been more variable than most
spending categories with large increases in some
years but little growth or even cuts in other years.

Another area of concern is lllinois’ unfunded
public pension liabilities. However, this is not a
new concern. As of June 2023, unfunded liabil-
ities have reached nearly $142.3 billion, and the
pension funded ratio was 44.6% (COGFA 2023).°
This ratio represents the difference between mar-
ket values of the funds’ assets and the amount
needed to pay all pension plan members the

full amount of the benefits they are owed. The
state continues to pay its benefits on time and
has recently contributed more than the required
amount to the pension funds.

In summary, as we noted above, lllinois’ fiscal con-
dition is surely stronger than it was prior to the
pandemic but threats to the state fiscal condition
remain because state expenditure growth remains
faster than revenue growth and some of the big-
gest categories of state expenditures—Medicaid
and public education—are rapidly growing. But,
even beyond this state budget threat to fiscal
sustainability, the state may face additional pres-
sures to help local governments deal with new
challenges emerging from the pandemic. We next
examine some of these challenges.

LOCAL GOVERNMENTS

In this section, we consider several challenges
arising from local governments in the state, and
we provide estimates of potential state resources
that may be needed as localities adjust to a post-
COVID—and diminished federal support—future.

Overall, we find that the post-pandemic aid
“hangover” facing lllinois’ local governments

is severe, particularly for transit agencies and
public schools, which received substantial federal

https://cgfa.ilga.gov/Upload/1123%20Special%20Pension%20Briefing.pdf

operating support during and immediately after
the pandemic. Additional sources of pressure may
come from declining commercial real estate val-
ues and property tax revenue, which are crucial
revenue sources for local governments. Highlights
of our findings include:

e Transit agencies: If post-pandemic transit
ridership remains depressed, we estimate
transit agencies statewide would need
$728.1 million annually to close post-aid
budget gaps, with the bulk of that support
going to Chicago-area agencies.

e Public schools: To reverse estimated
“learning loss” among the state’s public
school students, we conservatively
estimate that $1.63 billion would be
needed. This is best considered as a
one-time investment, not one that would
continue once students had successfully
“caught up” to previous learning
trajectories.

*  Property values and tax burdens: The
persistence of remote work patterns may
decrease commercial property values—
implying decreased property tax revenue
if we are to avoid shifting the tax burden
to residential property owners. Available
estimates suggest that per capita property
tax revenue may decline significantly in
several counties, especially counties in
the Chicago region, with ultimate effects
depending upon the extent to which good
uses are found for commercial office
space and the degree to which property
tax burdens can be shifted toward owners
of other types of real estate. Analysis
suggests that counties in the Chicago
region could face annual property tax
revenue declines of $1.8 billion absent
burden shifting and/or adaptive reuse of
commercial space.

Other fiscal pressures on local governments, of
course, may emerge as municipalities and coun-
ties finish spending the $5.9 billion in SLFRF
funds received under the American Rescue Plan
Act (ARPA), but with some exceptions, few re-



cipients of these funds appear
to be at risk once the funds are
completely spent.©

TRANSIT AGENCIES

The COVID pandemic sharply
reduced ridership and fare-

box revenue for transit agen-
cies across the country, and
data continue to suggest that
neither ridership nor farebox
revenue will recover to their
pre-pandemic levels in the fore-
seeable future. Public transpor-
tation systems have relied on
substantial operating support
from the federal government.
Illinois transit agencies received
$1.6 billion from the Coronavi-
rus Aid, Relief, and Economic
Security (CARES) Act of 2020,
$500 million from the Coro-
navirus Response and Relief
Supplemental Appropriations
Act (CRRSAA) of 2021, and $1.8
billion in ARPA funds (Commit-
tee for a Responsible Federal
Budget, COVID Money Tracker

2024))." When those federal
funds are depleted, agencies
face a so-called “fiscal cliff”

if ridership and fare revenue
remain depressed. Most of the
largest transit agencies with rail
systems (New York, Chicago,
Washington DC, Boston, Phila-
delphia, San Francisco, and Los
Angeles) are seeking one or
more forms of revenue assis-
tance from their state or local
governments (Karlamangla S,
2023). A major concern is that
cuts to service quality or fare
increases would depress rider-
ship further, and some agencies
are advocating for reduced
fares and other incentives to
attract riders. Elsewhere, state
and local governments are
considering tolls on bridges or
highways, charges on highway
use that vary hourly by amount
of traffic, gasoline taxes, and
increases to local-option sales
taxes as potential mechanisms
to finance increased govern-
ment support for public transit.

Figure 3. Passenger Trips per Month in the United States

Includes active full reporters only, for directly operated and purchased services. Shown as millions of trips. Data Source: National Transit Database,
accessed December 10, 2023. U.S. Department of Transportation, Federal Transit Administration. https://www.transit.dot.gov/ntd/data-product/

monthly-module-adjusted-data-release.
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An essential question for lllinois
is: How large is the cliff and the
potential need for state sup-
port?

COVID’S IMPACT ON
RIDERSHIP AND REVENUE

U.S. transit ridership plummet-
ed when states issued man-
datory stay-at-home orders in
March 2020, and ridership re-
covery has been incomplete, es-
pecially for larger systems with
significant rail service.? Overall
monthly ridership on US transit
systems reached 626.4 million
trips in October 2023, 71.3% of
October 2019 levels and only
69.7% of pre-COVID levels on a
12-month rolling average basis
(Figure 3).® Data from the
Chicago region convey similar
patterns: compared with the
pre-COVID baseline period,
average ridership for the 12
months ending October 2023
ranged from a high of 65.7% for
Chicago Transit Authority (CTA)
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'0 States and localities had great discretion on how to allocate their SLFRF funds. To the extent that recipient governments directed SLFRF funds toward
recurring expenditures instead of “one-time” uses, states and localities must plan how to manage those items once federal support ends (Bunch 2023)
"This level of federal support was extraordinary. prior to the pandemic, the federal government funded about 10% of operating costs among all public
transit agencies providing services in U.S. states and territories (Freemark and Rennert 2023, 12)
2 All ridership and operating revenue data in this section are taken from the National Transit Database, https:/perma.cc/H22H-EUQ6

¥ We define the 12-month period from March 2019 through February 2020 as the pre-COVID baseline period, and we include only active, full-reporter
agencies with complete 2022 agency information from the National Transit Database. We define modes to align with the Federal Transit Administration’s
report (U.S. Department of Transportation 2023, 31), and we exclude demand response, ferryboat, vanpool, and uncategorized trips.

Contact: David Merriman, Interim Director, IGPA: (312) 996-1381
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bus service to a low of 49.8% for the Northeast
Illinois Regional Commuter Railroad Corporation
(Metra) commuter rail service.

For systems like the Regional Transportation
Authority (RTA), which oversees finances for the
CTA, Metra, and Pace Suburban Bus, depressed
ridership directly translated into depressed reve-
nue. In 2019, RTA collected $1.1 billion in farebox
and other directly generated revenue, accounting
for nearly 40% of its operating revenue. In 2022,
farebox and other directly generated revenue
were only $425.3 million, accounting for only
14.8% of total operating revenue. Declining aver-
age fare revenue per trip since 2019 has contin-
ued to depress farebox and other directly gener-
ated revenue even as ridership began recovering
in 2021 and 2022

Downstate transit agencies were far less reliant
on fare revenue than Chicago-area agencies, lim-
iting their fiscal vulnerability. Fares and other di-
rectly generated revenue fell from $21.8 million in
2019 (11.1% of operating revenue) to $13.3 million
(6.5% of operating revenue) in 2022, and other
non-federal revenue sources also declined. Only
the significant infusion of federal funds (from
$19.5 million in 2019 to $53.8 million in 2022)
kept operating revenue roughly stable. Ridership
recovery has been more robust downstate, es-
pecially in less densely populated areas, perhaps
related to differences in remote work patterns.
Additional research is needed on this point.

ESTIMATING THE POTENTIAL NEED FOR
STATE SUPPORT

We estimate the RTA’s budget gap—and the
potential state support sought by its service
boards—proceeding in two steps. First, we calcu-
late what 2022 fares and other directly generated
revenue would have been had such revenue ac-
counted for 39.7% of operating revenue (its 2019
share): that figure is $1.14 billion. Next, we calcu-
late the difference between that and the actual
fares and other directly generated revenue figure
of $425.3 million. That figure, $718.6 million, is our

baseline estimate of the budget gap, similar to
the RTA’s own projection of $730 million (Region-
al Transportation Authority 2022).16

For downstate transit agencies, we estimate that
if fares and other directly generated funds as a
share of total operating revenue in 2022 had been
1.1% (the 2019 share), the agencies would have
booked $9.5 million more than they actually did.
That figure, $9.5 million, represents our baseline
estimate of the discrepancy between the actual
and expected( revenue from public transit fares
(i.e., the “fare revenue hole”) that the state might
be asked to fill.

PUTTING THE ESTIMATES IN PERSPECTIVE

e Our baseline estimate of the potential need
for state support is $718.6 million for the
RTA and $9.5 million for downstate transit
agencies, for a total of $728.1 million.

o For context, note that the state spent
$5.02 billion on transportation in
FY 2023, with a CAGR of 3.8% over
the last 25 years. Providing $728.1
million in full implies a 15.2% increase
in spending in the year of the adjust-
ment.

o An annual commitment of $728.1
million in funding for transit is also
material relative to the state’s annual
revenue of $108.1 billion, which grew
5.1% annually over the last 25 years,
but only 4.1% annually through the
pre-COVID period.

* These estimates do not consider any po-
tential transit-related needs for the state’s
rural transit agencies, nor do they reflect
any of the system investments described
in the recent “Plan of Action for Regional
Transit” report, which argues for at least
$1.5 billion in new public revenue for transit
in the years ahead (Chicago Metropolitan
Agency for Planning 2023).



PUBLIC SCHOOLS

The education sector, like transit, was hard-hit by
COVID, as schools were closed, remote instruc-
tion of uneven quality surged, and schools experi-
enced declines in attendance. Evidence continues
to accumulate that students nationwide experi-
enced persistent and significant learning losses
due to remote instruction and related disruptions
(Guryan and Ludwig 2023).

In lllinois, public schools received $569.5 million
in CARES Act funds, $2.25 billion in CRRSSA
funds, and $5.1 billion in ARPA funds, for a total
of over $7.8 billion in Elementary and Secondary
School Emergency Relief (ESSER) funds, of which
74.1% has been expended through December 7,
2023 (“ESSER Spending Dashboard” 2023). While
much of the funding has been used to improve
instruction and reverse learning loss, available
estimates suggest that students remain far short
of pre-pandemic achievement levels in math and
reading (Smylie 2023; The Educational Oppor-
tunity Project at Stanford University, Center for
Education Policy Research at Harvard University;
Stanford CEPA 2023). How much would it cost to
reverse that learning loss for lllinois’ public school
students

COVID’S IMPACT ON EDUCATIONAL
ACHIEVEMENT

Available evidence on COVID’s impact on stu-
dent learning is bleak. The Education Recovery
Scorecard estimates that the “median U.S. public
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school student in grades 3-8 lost the equivalent
of a half year of learning in math and a quarter
of a year in reading” between spring 2019 and
spring 2022. In lllinois, estimates are somewhat
better. Relative to 2019 levels, students are about
3 months behind in math, and 1 month behind in
reading (Education Recovery Scorecard 2023).”

ESTIMATING THE POTENTIAL NEED FOR
STATE SUPPORT

We provide a baseline estimate of the resources
needed to reverse learning loss for lllinois’ public
schools, acknowledging that multiple assump-
tions affect the estimate. Specifically, we con-
sider a “hypothetical, four-point plan that would
produce a half-year of learning growth in math”
(Lobosco 2023):

e Tutoring 10% of students three times per
week over an entire year.

e Doubling instructional time in math for
30% of students.

e Enrolling 75% of students in summer
school.

e Extending the school year by 2.5 weeks for
all students.

How much would such a plan cost? We esti-
mate the cost under some baseline assumptions
regarding operational costs, enrollments, and
length of school year (see Appendix Item 3).

Further, we assume proportionality in how “in-
puts” generate “outputs,” so that lllinois’ costs will
be proportionately less than national estimates,
reflecting the state’s better-than-the-nation learn-
ing loss estimates. Our principal estimates are as
follows:

Tutoring: Based on a recent white paper (Guryan
et al. 2023) , we estimate that a scaled-down tu-
toring program serving 10% of students in grades
3-8 would cost $53.6 million.”®

Doubling instructional time: We assume this
program substitutes additional math instruction-
al time at the expense of other components of
the school day; in other words, the school day is
not extended, but the allocation of time changes



as math instruction doubles and other student
experiences are decreased to compensate. Since
we lack data on whether math instructional costs
differ from other instructional costs, we assume
this intervention costs “nothing” on net, since
more spending on math instruction means less
spending on other forms of instruction.’

Summer school: For a 5-week program for 75%
of students in grades 3-8, with daily per-stu-
dent operational costs assumed equal to those
throughout the school year, we estimate a cost of
$948.7 million.

Extending the school year: Adding 2.5 weeks
for all students would cost an estimated $632.4
million.

Total cost of this package: We estimate a total
cost of $1.63 billion to reverse math learning loss
for Illinois public school students in grades 3-8,
emphasizing our assumption of proportionality:
“buying” 3 months of learning costs (3/4.5) as
much as “buying” 0.5 year (4.5 months) of learn-
ing. To the extent that there are any minimum
threshold effects of the remediation programs
sketched here, the $1.63 billion may be consid-
ered to be a lower bound, and providing remedia-
tion specifically for reading would also add to the
expense. We also note that $1.63 billion is truly

a “ballpark” estimate, helpful for understanding
the order of magnitude for the resources needed
for Illinois students to catch up, but not detailed
enough to guide specific funding allocations and
decisions.

PUTTING THE ESTIMATES IN PERSPECTIVE

* In FY 2023, the state spent $14.7 billion on
K-12 education, second only to spending
on Medicaid.?®

e Our estimate of $1.63 billion is best con-
sidered as a one-time investment, not one
that would continue once students had
successfully “caught up” to previous trajec-
tories.

*  We also note that the Chicago Public
Schools (CPS) system was in poor financial
condition even prior to the pandemic, and
in FY 2024 CPS faces a structural deficit
of nearly $700 million (Civic Federation
2023), leaving it little room to fund re-
mediation programs at the scale needed
absent significant changes in operations.
Other school districts throughout the state
also report ongoing challenges to address
learning losses amidst tightened budgets
(Macaraeg 2023).

*  We also acknowledge that money alone
will not necessarily remediate pandemic-
induced learning losses. There may be
political and institutional barriers that
make it very difficult to implement
effective programs in lllinois’ sometimes
contentious public-school systems.

e Further, we note that fully funding the
state’s Evidence-Based Funding program is
still a work in progress, contributing to fis-
cal and achievement challenges in Chicago
and other districts statewide.”

PROPERTY TAXES

The extent of working from home (WFH) and

its variation across jurisdictions may generate
significant fiscal pressures on certain local gov-
ernments. Property taxes are the most important
locally controlled source of revenue for school



districts, and they are also an important source
of revenue for many cities and counties, as well
as for special district governments like parks and
libraries. The dramatic increase in WFH even after
the end of the pandemic (Barrero et al. 2023)

has greatly changed the demand for commer-
cial office space, an important component of the
property tax base in many areas.

COVID’S IMPACT ON PROPERTY VALUES

Over time, we expect that diminished demand for
commercial office space will result in diminished
market values for this type of real estate and this
will eventually cause the assessed value, which is
used as the property tax base, to fall. However,
property tax revenue, unlike other tax revenue,
need not vary directly with the property tax base.

The government sets the tax rate for the sales
and income taxes so when the tax base falls,
revenue falls automatically. However, in lllinois,
governments set property tax levies (i.e., the
amount that they wish to collect) and the tax
rate is determined by dividing the levy by the tax
base. For example, if the levy were $35 and the
tax base was $1000 the tax rate would be 3.5 %.
If the tax base were to fall but the levy were to re-
main the same, the tax rate would simply rise and
total property tax revenue would be unaffected.
If property tax revenue is to be maintained in

the face of falling commercial office values, the
responsibility for raising the revenue will have

to shift to other land uses, especially residential
properties. This is likely to meet strong political
resistance and might threaten the ability of local
governments to raise property tax revenue.

ESTIMATING THE POTENTIAL NEED FOR
STATE SUPPORT

A recent paper estimates the potential per capita
property tax revenue loss from WFH in each
Illinois county assuming that the tax burden is not
shifted onto residential homeowners (Funderberg
et al. 2023). Potential revenue losses are highest
in the Chicago region and range from about $140
per capita in Kane and Will Counties to about
$275 per capita in Cook County. For the state’s
five largest counties by population, these poten-

tial losses are nearly $1.8 billion.?? Some smaller
counties in other parts of the lllinois also face
potentially large revenue loss, including Grun-
dy, DeWitt, Ogle, and Crawford Counties which
each face potential losses of more than $200 per
capita.

Note that these are potential rather than predict-
ed revenue losses. Even if the dramatic decline in
demand for office space that we currently see is
persistent, the drop in market values and as-
sessed values is likely to take a number of years.
The ultimate effect will depend upon the extent
to which good uses are found for commercial
office space and to the degree to which proper-
ty tax burdens can be shifted toward owners of
other types of real estate.

PUTTING THE ESTIMATES IN PERSPECTIVE

* In 2023, state expenditures on local gov-
ernment revenue sharing were $10.9 billion.
If the state were to fully compensate local
governments for the potential loss of prop-
erty tax base with a payment of $1.8 billion,
this would require a 16.5 % increase.

¢ We expect that some of this lost tax base
would be permanent but might be miti-
gated over time as commercial land uses
adapted to long time trends in WFH.




SUMMING UP

The State of lllinois has improved its fiscal condition but significant structural challenges remain. llli-
nois will need to use its strength and resources to provide meaningful support to local governments
throughout the state in the year(s) ahead. The table below summarizes our estimates of potential
budget gaps facing cities, counties, transit systems, and public schools going forward. While local gov-
ernments can raise locally imposed taxes, cut services, and/or increase efficiencies, state policymakers
must be prepared to consider how much support they are willing to provide.

Table 4. Summary of Potential Need for State Support for Local Governments as a Result of

coviD
Sector/Issue Estimated Need Recurring? Comment
f

Transit $728.1 million Yes Systems dependent on fares revenue are under
severe pressure

Public Schools $1.63 billion No .Remedlat.lon of pandemic-induced "learning loss
is expensive
Potential decline in revenue if commercial property

1,791.1

Property Taxes iﬂﬁi:‘bound of $1,79 Yes values decline and burdens are not shifted to

others

Source: See text.

Strong federal aid during and immediately after the pandemic together with surprisingly strong and
sustained economic activity have been beneficial to lllinois’ economic condition. To its credit the state
has not squandered the opportunity and has the potential to rectify years of unbalanced fiscal policy.
However, state government may be called upon to provide additional assistance to local governments
that must adjust to a radically altered labor market in which many people work from home. This has
changed the location of much economic activity and left many urban transit agencies with large fiscal
gaps that will be difficult to close on their own. The commercial real estate sector also faces large but
perhaps slower developing fiscal challenges that may spillover into diminished property tax revenue.
In comparison, the cost to remediate pandemic era learning losses, while large, may be temporary. The
state must face the challenge of throwing a helping hand to struggling local governments while also
maintaining a stable fiscal balance itself.
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APPENDIX ITEMS

Appendix Item 1. All Revenue Categories

e FY 2023 FY 2022 1-Year 25-Year
(S Billions) | (S Billions) | Change (%) CAGR (%)

Individual Income Taxes 25.31 26.44 -4.28 5.37
Federal Medicaid 20.21 19.05 6.09 7.47
Sales Taxes 16.22 15.47 4.84 3.30
Federal Other 10.88 19.38 -43.87 4.35
Corporate Income Taxes 10.48 10.03 4.56 7.16
Medical Provider Assessments 4.09 3.73 9.50 8.41
Receipts From Revenue Producing 2.59 2.39 8.47 5.21
Motor Fuel Tax 2.57 2.53 1.66 2.76
Federal Transportation 2.11 1.83 15.30 3.78
Gifts And Bequests 2.10 1.85 13.17 11.50
Licenses, Fees & Registrations 2.06 1.89 9.25 7.94
Other Taxes 1.64 1.45 12.99 7.90
Motor Vehicle And Operators 1.60 1.60 -0.01 3.08
Lottery Receipts 1.56 1.39 11.88 2.53
Public Utility Taxes 1.44 1.41 2.23 0.76
Cigarette Taxes 0.78 0.84 -6.72 2.12
Insurance Taxes&Fees&Licenses 0.66 0.61 8.56 6.65
Inheritance Tax 0.50 0.60 -16.68 2.83
Riverboat Wagering Taxes 0.35 0.32 9.36 2.05
Liquor Gallonage Taxes 0.32 0.32 -1.16 7.09
Corp Franchise Taxes & Fees 0.23 0.22 4.40 2.62
All Other Sources

(Horse Racing Taxes & Fees, Other Grants

and Contracts, Investment Income) 4.07 2.70 50.65 6.08
Total 111.77 116.06 -3.69 5.13




Appendix Item 2. All Expenditure Categories

el G FY.Z(.)23 FY'Zf)ZZ 1-Year 25-Year
($ Billions) | (S Billions) | Change (%) | CAGR (%)
Medicaid 32.41 28.65 13.10 7.43
K-12 Education 14.70 13.38 9.86 4.35
Local Govt Revenue Sharing 10.90 10.35 5.36 4.68
Human Services 8.83 7.28 21.34 3.29
State Pension Contribution 6.82 6.49 5.06 10.52
Other Departments 5.65 4.86 16.22 9.36
Transportation 5.29 4.57 15.81 4.02
Revenue 3.11 1.87 66.68 8.14
State Employee Healthcare 3.00 3.01 -0.09 5.82
University Education 2.55 2.27 12.52 0.81
Debt Service 1.95 2.01 -2.89 5.73
Tollway 1.89 2.10 -9.89 6.78
Public Safety 1.74 1.72 1.18 5.69
Corrections 1.70 1.50 13.46 2.21
Children & Family Services 1.58 1.25 25.99 0.78
Community Development 1.50 1.39 7.71 4.79
Aging 1.38 1.17 17.50 7.72
Central Management 1.36 1.16 17.75 4.76
Elected Officers 1.07 0.99 7.97 3.83
Public Health 0.77 0.84 -8.38 6.44
Capital Improvement 0.65 0.43 52.57 3.80
Environmental Protect Agency 0.62 0.65 -5.68 2.78
Judicial 0.61 0.51 20.70 3.37
Healthcare & Fam Ser Net Of Medicaid 0.43 0.38 13.37 5.46
Other Boards & Commissions 0.33 0.25 33.54 5.11
Natural Resources 0.32 0.29 10.42 1.95
Employment Security 0.27 0.27 -1.39 1.62
Bus & Profession Regulation 0.23 0.22 5.87 1.64
Legislative 0.21 0.13 66.45 5.19
Agriculture 0.09 0.09 -0.61 0.81
Total 111.97 100.07 11.90 5.24




Appendix Item 3. Methodology for Estimating the Cost of Remediating Learning Loss

Policy | Description ‘ Estimate | Source/Comment
Tutoring 10% of students 3x/week per week over entire year

Guryan, Jonathan, Jens Ludwig, Monica P. Bhatt, Philip
J. Cook, Jonathan M. V. Davis, Kenneth Dodge, George
Farkas, et al. “Not Too Late: Improving Academic
$1,800 | Outcomes among Adolescents.” American Economic
Review 113, no. 3 (March 2023): 738-65.
https://doi.org/10.1257/aer.20210434; program for
high school students, not grades 3-8

Saga annual cost per pupil: one hour per day, at 4:1
tutor/student ratio

Scale to 3x per week, not 5x per week $1,080

Illinois State Board of Education. “lllinois Report Card.”

o o
Number of students enrolled (10% of grades 3-8 80,005 | Accessed December 31, 2023,

i lime https://www.illinoisreportcard.com/.
Total cost: # of students * cost per student $86,405,616
Scaled for learning loss in lllinois $53,571,482
Enrolling 75% of students in summer school
Example: Chicago Public Schools Summer Bridge https://www.cps.edu/academics/getting-back-on-
Program track/summer-bridge-and-summer-acceleration/
# of weeks of program 5
# of days of program 25

Illinois State Board of Education. “lllinois Report Card.”
$102 | Accessed December 31, 2023.
https://www.illinoisreportcard.com/.

Illinois State Board of Education. “lllinois Report Card.”
600,039 | Accessed December 31, 2023.
https://www.illinoisreportcard.com/.

Daily operational cost per student, based on annual
operational cost per student and number of school days

Number of students enrolled (75% of grades 3-8
enrollment)

Total cost: # of students enrolled * daily cost per student
* # of days

Scaled for learning loss in Illinois $948,661,659
Extend school year by 2.5 weeks for all grades 3-8 students in IL

$1,530,099,450

lllinois State Board of Education. “lllinois Report Card.”
$102 | Accessed December 31, 2023.
https://www.illinoisreportcard.com/.

Daily operational cost per student, based on annual
operational cost per student and number of school days

Number of additional days under policy 12.5

Cost per student of additional days $1,275
. * iti

Total cost: # of students * cost of additional days per $1,020,066,300

student

Scaled for learning loss in lllinois $632,441,106

Total $1,634,674,247




Appendix Item 4. Fiscal Gap Numbers

Year Expenditures Revenue Fiscal Gap
1998 $31.24 $32.03 $0.79
1999 $33.85 $33.97 $0.12
2000 $37.34 $37.05 $ (0.29)
2001 $40.36 $38.29 $(2.07)
2002 $42.07 $37.92 S (4.15)
2003 $42.61 $38.45 S (4.16)
2004 $53.03 $42.61 $(10.41)
2005 $45.36 $44.31 S (1.06)
2006 $48.06 $46.17 $(1.89)
2007 $51.13 $49.49 S (1.64)
2008 $54.17 $51.64 $(2.53)
2009 $56.75 $51.47 $(5.29)
2010 $59.27 $51.20 S (8.07)
2011 $60.42 $56.30 S (4.12)
2012 $59.86 $58.42 S (1.44)
2013 $63.29 $63.10 $(0.19)
2014 $66.97 $65.27 S (1.70)
2015 $69.94 $ 66.59 $(3.35)
2016 $63.93 $64.15 $0.22
2017 $71.73 $63.66 S (8.07)
2018 $74.97 $73.01 $(1.96)
2019 S$74.41 S74.64 $0.23
2020 $81.61 $80.59 $(1.02)
2021 $92.89 $95.21 $2.32
2022 $100.07 $116.06 $15.99
2023 $111.97 $111.77 $(0.20)
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