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llinois could become America's first 'junk’ state

Politicians are notorious for making promises they can't keep. But they really outdid themselves
in lllinois -- and now the state is paying for it.

lllinois is on the verge of becoming America's first state with a junk credit rating. The financial
mess is the inevitable result of spending more on pensions and services than the state could
afford -- then covering it up with reckless budget tricks.

After decades of historic mismanagement, lllinois is now grappling with $15 billion of unpaid bills
and an unthinkable quarter-trillion dollars owed to public employees when they retire.

The budget crisis has forced lllinois to jack up property taxes so high that people are leaving in
droves. lllinois may soon have to take the unprecedented step of cutting off sales of lottery
tickets because the state won't be able to pay winners.

It will get worse if lawmakers can't reach a budget compromise. The new fiscal year began
Saturday without a spending deal, the third year in a row that America's fifth-largest state has
failed to pass a constitutionally required budget.

Related: lllinois races the clock to avoid a 'junk’ rating

Advertsament

"lllinois got to this financially treacherous place by ignoring the long-term consequences of
short-term decision-making," said Laurence Msall, the president of Civic Federation, a budget
watchdog organization.

Investing

The budget crisis has crippled social services that survive on state money, hurting everything
from mental health services and Meals on Wheels for homebound seniors to domestic violence
support centers.
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"The most vulnerable citizens in lllinois are being hurt the most severely," Msall said. Start lnvesting Today
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While the budget impasse is throwing a spotlight on lllinois's dire financial situation today, the D Ameritrade IRA.
fiscal problems go back at least to the 1980s and involve politicians from both parties.
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lllinois continued to reward the state's powerful unions with more generous benefits. Don't set your 401k and forget
it Grow your 401k. Start now. _

The problem festered for so long that Moody's estimates lllinois has unfunded pension liabilities Sponsors of [El8]Barl 1R tes Advertiser Disclosure
totaling $251 billion. To put that into context, that's more than the combined market value of four
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"The massive pension liability results from a chronic tendency to defer difficult decisions," said ’54 O econc
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Hampton said lllinois treated the pension fund as a "financial cushion" that could be relied on to over
provide fiscal relief. He also pointed to a tendency to delay paying bills and chronically Ameri
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Missed opportunity in 1995 leaves
Experts said the turning point may have been 1995. At that point, llinois already had one of the IS“C’”"
worst-funded pension systems in the United States. State leaders took action by adopting a 50- o?fay
year plan to get the pension plans 90% funded. my
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But that plan turned out to be badly flawed. The initial contributions were too modest, and lllinois or
didn't make the politically difficult choices of tax hikes or spending cuts to get the budget on a save
sustainable path. for
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"It was one of the greatest pieces of chicanery ever pulled by a political system," said Ralph
Martire, executive director at the Center for Tax and Budget Accountability, a think tank that
promotes social and economic justice. Europ
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Instead of reform, the compromise "codified the practice of underfunding the pension" and flirting
"intentionally" grew the shortfall by $45 billion, Martire said. with
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"Republicans and Democrats would stand up and say they passed a balanced budget, but it the
wasn't -- and they knew it," said Diana Rickert, vice president of communications at the lllinois Cave
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Policy Institute, a free market-oriented think tank.

Rickert said either the politicians knew what they were doing, or they "don't know how math
works."

Lately, lllinois has been unable to reach a budget deal at all. lllincis has the distinction of being
the first state ever to operate without a budget for more than a year, according to Msall.

"Unfortunately, the gimmicks that have worked in the recent past are not sufficient enough to
make up the gaping hole that exists now," Msall said.

Problems could 'snowball' from here

The Democratic-led legislature planned to return to work Saturday morning in hopes of reaching
a budget deal that Republican Governor Bruce Rauner would sign. He has threatened to keep
them in session "until they get the job done.”

That may not be enough to prevent lllinois from becoming America's first "junk” state. Moody's
and S&P Global Ratings have indicated that failure to reach a budget deal will likely trigger a
downgrade of lllinois's debt below investment grade. That means a downgrade could come any
day.

Getting cut to junk could make things even worse because it signals a heightened risk of default.

lllincis's borrowing costs would probably go even higher, which would only make the budget
problems worse.

There's always the chance of a last-minute credible deal, but few are holding out much hope.

‘I don't know that lllinois is going to get its act together in days after literally decades of being
irresponsible," said Rickert.
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