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Chicago rebounded strongly in 2011
after a late revenue dip

Although Chicago experienced prolonged effects from the Great Recession, with revenue declining from
2008 to 2010, the city bounced back dramatically in 2011, surpassing its previous peak. Total revenue
was up $366 million from the 2010 low on the strength of property taxes and intergovernmental aid.
(See Figure 1.) Despite a commensurate increase in operating spending after earlier cuts, the city was
able to replenish its reserve fund after years of drawdowns. Still, financial hurdles remain, and retirement
obligations present a challenge for the city’ fiscal future.!
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As revenue declined, budget gaps prompted one-time
measures and spending cuts

The Great Recession hit nearly all of Chicago’s revenue categories. Although property and sales taxes and
intergovernmental aid are key elements of the city’s revenue, Chicago’s assortment of other taxes, including
a real estate transaction tax and a levy on city taxis and private transportation companies, was the biggest
driver of the revenue declines. These collections dropped $216 million between 2008 and the low point
in 2010. Total intergovernmental aid decreased $56 million during the same period despite passage of the



American Recovery and Reinvestment Act. Revenue from a local sales tax of 1.25 percent also fell $33
million after adjusting for inflation.? Increases of $41 million in miscellaneous nontax revenue and
$10 million in property tax revenue offset some of the declines but could not stem a $317 million loss
overall.

The losses, which hit in 2008 when the city had essentially no reserves remaining, prompted leaders
to consider new revenue sources, including leases of publicly owned infrastructure. Having leased four
downtown parking garages in 2006, Chicago leased the parking meter system in 2009 as a stopgap
measure.” In addition, the city reduced total operating spending $607 million from 2008 to 2010,
including an 8 percent cut in the number of full-time equivalent positions.* In 2009, the City Council
approved furloughs for nonunion workers as an alternative to layoffs, a move it estimated would save
more than $14 million.” Cuts in debt service payments and public works and transportation were the
largest, with most other spending categories also reduced.®

After a revenue rebound, Chicago did not restore all
spending levels but did fund reserves

In 2011, rebounding revenue allowed the city to reverse some of the cuts enacted during and after the
recession. Every revenue category grew from 2010 to 2011, led by property taxes (a $120 million increase)
and intergovernmental aid (a $96 million increase). Operating spending in 2011 grew $334 million from
the year before, including increases of $236 million for general government and $204 million for public
works and transportation. Social services spending, however, did not bounce back with revenue. Citywide,
full-time equivalent employment decreased by 441 positions from 2010 to 2011.7 At the same time, reserves
grew to more than $300 million, or 11 percent of general fund revenue. (See Figure 2.)

FIGURE 2
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Managing the future: Pension and retiree health care
pose a threat to Chicago’s long-term fiscal health

Spending commitments, demand for services, and revenue performance are among the key factors that will
affect Chicago’s future fiscal health. Long-term obligations that can be analyzed using the data available are
pensions and retiree health care and other benefits.

Although the city improved its outlook by taking advantage of lower interest rates to refinance much of its
variable-rate debt, in keeping with its debt management policy, its unfunded retirement obligations pose a
long-term fiscal threat.® At the end of 2010, assets covered less than half of total liabilities in the city’s four
pension plans.

Mayor Rahm Emanuel’s administration pledged to work with the state to improve the situation. In testimony
before the Illinois General Assembly in May 2012, Emanuel laid out a pension-reform plan that would raise
the retirement age for public workers and freeze annual cost-of-living increases.’

The city’s 2010 obligation for long-term retiree health care was $869 million, but, like 16 of the 30 cities
examined, Chicago did not fund it."? In January 2013, Emanuel appointed a four-member task force to

find ways of controlling growing retiree health care costs. The task force recommended trimming benefits,
reducing support for dependents, and replacing city-funded plans for certain retirees with coverage provided
under the Affordable Care Act.!

In March 2013, Moody’s downgraded Chicago’ credit rating, citing Illinois’ fiscal struggles and the need for
stronger pension reform. It issued a further downgrade in July because of the expected strain of increased
pension contributions in coming years.'?

See Pew’s 30-city interactive at pewstates.org/City-Fiscal-Conditions-Interactive for complete data.
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