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KEY TAKEAWAYS 

• The taxpayers of the City of Chicago 
face some very difficult decisions in 
the months and years ahead.  

• Chicagoans confront an aggregate 
government budget deficit that exceeds 
their peers in other major U.S. cities. 

• To close the $3.2 billion aggregate 
structural deficit via taxes alone, 
Chicagoans would have to shoulder 
a 21 percent tax increase. 

• Chicago has limited ability to  
“scoop and toss,” or refinance its 
debt over a longer period of time or 
to further delay maintenance on its 
infrastructure. 

• Higher tax bills seem likely for 
Chicagoans.  

• However, in our view, a large tax 
hike in Chicago is unlikely, due to 
the voter aversion to taxes, the 
distributional impact of higher taxes 
on individual taxpayers and the 
potential need to increase the tax 
base, among other reasons.  

• In theory, Chicago taxpayers can 
finance the state’s government deficits 
– but not with tax increases, alone. 

CHICAGO:  
THE TAX MAN COMETH
With the re-election of Chicago mayor Rahm Emanuel in the rear view mirror, the 
municipal market now awaits additional fiscal fixes for Chicago-area governments. 

Each of the most consequential governments serving Chicago confronts 
significant challenges. The City of Chicago’s financial condition remains weak. 
Chicago Public Schools are rated Baa3/negative, one notch above “junk”. The 
State of Illinois’ 2013 pension reform is mired in litigation, and the expiration of a 
temporary income tax hike has expanded the State’s FY 16 budget deficit.1  Cook 
County also faces a large structural deficit.

Higher tax bills seem likely for Chicagoans. In this White Paper, we estimate 
how large that tax hike might be. To do so, we aggregate the deficits of Chicago’s 
major governments and estimate the tax hike required to close the collective 
shortfall. We then calculate the effective tax rate that achieves aggregate 
structural balance and compare it to the aggregate effective tax rates in the 
Nation’s other four largest cities. 

We conclude that Chicago residents can afford to finance some of their 
governments’ deficits with tax hikes. However, political realities and the sheer size of 
the area’s deficits will likely compel a mix of revenue enhancements and spending 
cuts. Note that the estimates we put forth here likely understate the aggregate 
deficit that Chicagoans face. Our figures are based on each government’s latest 
audited financial statements as opposed to the most recent budget projections.

HOW BIG IS THE AGGREGATE DEFICIT CONFRONTING 
CHICAGO’S TAXPAYERS?

Based on the latest available financial statements, the aggregate structural 
deficit facing the major governments serving Chicago is roughly $5.7 billion.2  
This figure includes the deficits (and surpluses) of the City, Cook County, Chicago 
Public Schools (CPS), the Metropolitan Water Reclamation District (MWRD), 
Chicago Park District (CPD), City Colleges of Chicago, the Cook County Forest 
Preserve District (CCFPD), and the State of Illinois.

Chicagoans are responsible for $3.2 billion of this $5.7 billion total (see Table 
1). Chicago’s tax base comprises roughly 50% of the tax base of Cook County, 
MWRD, and CCFPD and 21% of the State’s tax base, respectively. Therefore, only 
50% and 21% of those governments’ deficits must be paid by Chicago taxpayers.3 
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TABLE 1: STRUCTURAL BUDGET DEFICITS FACING CHICAGO TAXPAYERS

  
HOW MUCH MUST CHICAGOANS PAY TO CLOSE THE 
AGGREGATE DEFICIT?

To close the $3.2 billion aggregate structural deficit via taxes alone, Chicagoans 
would have to shoulder a $3.2 billion tax hike. This amounts to a 21% tax increase, 
as Chicagoans presently pay roughly $15.1 billion in taxes. Raising an additional 
$3.2 billion would increase Chicagoans’ effective tax rate to 6.2% from 5.1%. 

TABLE 2: TAX INCREASE NEEDED TO CLOSE CHICAGO GOVERNMENTS' 
AGGREGATE BUDGET DEFICITS 
 

HOW DOES CHICAGO COMPARE TO OTHER LARGE CITIES?

Relative to its peers, the combined structural deficit of Chicago and its 
overlapping governments is large. As a consequence, so is the tax increase 

Source: Merritt Research Services, Issuer CAFRs for FY 14 or FY 13, 
and Breckinridge Capital Advisors, Inc.

(1.60)  100%  (1.60)
(0.54)  48%  (0.26)
(0.75)  100%  (0.75)
0.03   49%  0.01 
0.02   100%  0.02 
0.02   100%  0.02 
(0.00)  48%  (0.00)
(2.90)  21%  (0.61)
(5.73)    (3.17)

Overall Structural 
Deficit Facing Chicago 
Taxpayers ($ Billons)

City of Chicago
Cook County
Chicago Public Schools (CPS)
Met Water Reclamation District (MWRD)
Chicago Park District (CPD)
City Colleges of Chicago
Cook County Forest Preserve District (CCFPD)
State of Illinois 
Total

Structural 
Deficit

($Billions)

Chicago's 
Portion

Table 1: Structural Budget De�cits Facing Chicago Taxpayers

1. "Taxes paid" equals the total tax paid by residents of each City to their home City and any 
overlapping governments.
2. "Tax Hike Needed to Close Structural Deficit" = "Surplus/Deficit" estimate from Table 1.
3. "Effective tax rate" is equal to the sum of taxes paid by Chicagoans divided by the "Tax Base" 
(see #4 below). 
4. "Tax base" is equal to the sum of the fair market value of city property, city retail sales,  and 
city residents' personal income.
Source: Merritt Research Services, CAFRs for FY 14 and FY 13, U.S. Census, and Breckinridge 
Capital Advisors, Inc.

15.07       3.17   21%  5.1%  6.2%

New 
Effective 
Tax Rate

City of Chicago

Taxes Paid
($ Billions)

Current 
Effective 
Tax Rate 

Tax Hike Needed 
to Close 

Structural Deficit
($ Billions)

Percent Tax 
Hike Needed

Table 2: Tax Increase Needed to Close Chicago 
Governments' Aggregate Budget De�cits
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necessary to close it. As Table 3 illustrates, Chicago’s necessary 21% tax hike is 
more than twice the increase faced by Philadelphia, the next closest city.  

TABLE 3: EFFECTIVE TAX RATES OF FIVE LARGEST CITIES (AS PERCENTAGE 
OF TAX BASE)

 
 

Note that Chicago also lacks the fiscal flexibility of its peers. Chicago repays its 
debt, pension, and OPEB obligations more slowly than New York, LA, Houston, and 
Philadelphia, and its infrastructure needs are greater. As Table 4 illustrates, Chicago 
has limited ability to refinance its debt over a longer period of time (“scoop and 
toss”).  It also has limited ability to further delay maintenance on its infrastructure.

TABLE 4: PACE AT WHICH LONG-TERM DEBT IS PAID AND INFRASTRUCTURE 
IS MAINTAINED

1. "Taxes paid" equals the total tax paid by residents of each City to their home City and any 
overlapping governments.
2. "Tax Hike Needed to Close Structural Deficit" = "Surplus/Deficit" estimate for each government.
3. "Effective tax rate" is equal to the sum of taxes paid by City residents divided by the "Tax Base" 
(see #4 below). 
4. "Tax base" is equal to the sum of the fair market value of city property, city retail sales, and city 
residents' personal income.
Source: Merritt Research Services, City and State CAFRs for FY 14 and FY 13, U.S. Census, and 
Breckinridge Capital Advisors, Inc.

NYC      77.58        2.69   3.5%  6.4%  6.7%
LA      19.55        1.11   5.7%  3.5%  3.7%
Chicago      15.07       3.17   21.0%  5.1%  6.2%
Houston      8.07       (1.34)  none  2.5%  2.5%
Philadelphia      8.13        0.84   10.4%  5.1%  5.7%

New 
Effective 
Tax Rate

Taxes Paid
($ Billions)

Current 
Effective 
Tax Rate 

Tax Hike Needed 
to Close 

Structural Deficit
($ Billions)

Percent Tax 
Hike Needed

Table 3: E�ective Tax Rates of Five Largest Cities 
(as Percentage of Tax Base)

1. Debt calculation is based on total GO debt for all cities, except LA (includes COPs/lease debt). 
2. Age of infrastructure measured using age-of-plant.
3. Pension data reflects the amortization rates disclosed in the CAFR for the largest plans. "Closed" 
vs. "Open" reflects   whether the City is able to refinance the unfunded pension liability at year-end.
4. Increase in age of infrastructure reflects FY 09 to FY 14, except Chicago (FY 08 to FY 13).
Source: Latest city CAFRs.

Increase in Age of 
Infrastructure Since 2009 

(Years)4

NYC    53%   14-20, closed   0.6
LA    61%   15-30, closed   1.7
Chicago   37%   30, open   4.7
Houston   68%   30, open   0.9
Philadelphia   56%   24, open   3.2

Percent of Debt 
Repaid in 10 

Years

Years Until Pension Debt 
is Paid, Amortization 

Method

Table 4: Pace at Which Long-term Debt is Paid 
and Infrastructure is Maintained

Chicago’s necessary 21% tax 
hike is more than twice the 
increase faced by Philadelphia, 
and quadruple the increase 
faced by Los Angeles.
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CAN CHICAGO TAXPAYERS FINANCE THEIR GOVERNMENTS’ DEFICITS? 

Yes, but not with tax increases, alone.

At least in theory, asking Chicagoans to pay $3.2 billion more in taxes might be 
possible. Recall that in 2011, Illinois voters implicitly sanctioned a temporary 
income tax hike that increased the State’s income tax take by 25%.4  Also, the 
City Council increased water and sewer rates by a combined 90% between FY 
11 and FY 15.5  Finally, even if Chicago area governments imposed a 21% tax 
increase, they would still tax at an effective rate of only 6.2% - lower than New 
York City’s rate of 6.7% (see Table 3).6 

However, in our view, a large tax hike in Chicago is unlikely for several reasons. 

First, voter aversion to taxes appears to be on-the-rise in Illinois. The State’s 
new Governor was elected 52% to 46%, in part, on his promise not raise taxes. 
In his FY 16 budget, the Governor proposed lowering state income taxes.7  At 
the local level, Mayor Emanuel recently touted that he had balanced Chicago’s 
budget for three consecutive years “without any increase in property, sales, 
or gas taxes.”8  In addition, a substantial hike in taxes usually requires making 
significant adjustments to the largest tax categories. Any state or local 
proposals to increase income, property, or sales taxes in a broad based fashion 
are likely to be met with opposition from a variety of constituencies. 

Second, our estimate that, collectively, Chicagoans can afford a 21% tax increase 
ignores the distributional impact of higher taxes on individual taxpayers. As 
Table 4 illustrates, affluent Chicagoans have a lower tax burden (measured as 
a percentage of income) than peers in other large cities. This suggests that a 
significant tax hike might be hard to enact because (a) lower income taxpayers 
are tapped out or (b) Chicago’s higher income taxpayers are less willing to pay 
as much for local services as their peers in other cities. 

TABLE 5: STATE AND LOCAL TAX AS A PERCENTAGE OF INCOME FOR A FAMILY 
OF THREE BY ANNUAL INCOME 

Third, raising a substantial amount of taxes on Chicago’s residents may require 
expanding the tax base. In Chicago’s case, this would likely entail levying a 

Source: Tax Rates and Tax Burdens in the District of Columbia: A Nationwide Comparison 
Washington, D.C. Office of the Chief Financial Officer, November 2014.

$100,000

NYC    13.3%      10.3%  12.1%       12.7%
LA    15.6%      12.5%  13.4%       14.4%
Chicago   14.7%      10.5%  11.1%       10.8%
Houston     9.3%        8.3%    8.0%         7.5%
Philadelphia   16.8%      20.9%  20.9%       20.4%

$25,000 $50,000 $150,000

Table 5: State and Local Tax as a Percentage of Income 
for a Family of Three by Annual Income

Only a portion of any new 
taxes will go to preserving 
or growing existing public 
services. 
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new income tax, like in New York City or Philadelphia. It might also include 
a commuter tax. Either would require approval from the state legislature, 
where support is lacking. The State Constitution prohibits home rule cities, 
like Chicago, from levying a tax on “income, earnings, or occupations” without 
authorization from the General Assembly.9  

Fourth, increasing Chicago’s sales tax rate seems unlikely. The current sales 
tax rate in the City of Chicago is a high 9.25%. This includes the underlying 
levies for the City, Cook County, and the State.10  Remarkably, the rate used to 
be higher before voter ire forced Cook County to lower its sales tax rate over 
several years beginning in 2009. 

Fifth, only a portion of any new taxes will go to preserving or growing existing 
public services. Unlike the water and sewer rate hikes of recent years (which were 
designated to maintain and rebuild Chicago’s ailing water and sewer system), 
roughly 64% of the tax increases meant for the State, City, or CPS will go to 
funding higher annual costs for employee pensions and retiree healthcare costs.11  

Sixth, the actual collective deficit facing Chicago’s residents is likely larger than 
the figures presented here. Our numbers are based on information in the latest 
available audited financial statements. Using audited statements facilitates 
comparisons between Chicago and other large U.S. cities. However, our numbers 
exclude new burdens associated with CPS’ $1.1 billion shortfall for FY 16. They 
also ignore the recent reduction in state income tax rates (from 5% to 3.75%) 
which have led, in part, to Illinois’ projected $6.7 billion budget deficit for FY 16.12  

The taxpayers of the City of Chicago face some very difficult decisions in the 
months and years ahead. Chicagoans confront an aggregate government 
budget deficit that exceeds their peers in other major U.S. cities. We expect that 
Chicago area governments’ finances will stabilize, eventually. Budget balance 
can be achieved by trimming the City’s budget further, enacting pension reform, 
consolidating regional governments, raising taxes at the state level and passing 
the savings through to the City, or selling assets, among other strategies.  But the 
City’s taxpayers appear unwilling to shoulder the entire cost of that deficit, alone.

Budget balance can be 
achieved by trimming 
the City’s budget further, 
enacting pension reform 
and consolidating regional 
governments, among other 
strategies. 
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DISCLAIMER: This material has been prepared for our clients and other interested parties and contains the opinions of Breckinridge Capital Advisors, Inc. Information and opin-
ions are current as of the date(s) indicated and are subject to change without notice. Any specific securities or portfolio characteristics are for illustrative purposes and example 
only. They may not reflect historical, current or future investments in any client portfolio. Nothing in this document should be construed or relied upon as tax, legal or financial 
advice. All investments involve risk – including loss of principal. An investor should consult with an investment professional before making any investment decisions. Breckin-
ridge can make no assurances, warranties or representations that any strategies described will meet their investment objectives or incur any profits.This document may include 
projections or other forward-looking statements, which are based on Breckinridge’s research, analysis, and assumptions. There can be no assurances that such projections 
will occur and the actual results may differ materially. Other events that were not taken into account in formulating such projections may occur and may significantly affect the 
returns or performance of any account. Past performance is not indicative of future results. This document includes information from companies not affiliated with Breckinridge 
(“third party content”). Breckinridge reasonably believes the third party content is reliable but cannot guarantee its accuracy or completeness.

FOOTNOTES:
1.   See Moody’s Investors Service Issuer Comment, February 24, 2015.
2.   Note that our definition of “structural balance” is calculated by subtracting total governmental fund expenditures from total governmental fund revenues in the financial statements. We then adjust this figure 

by excluding capital expenditures (which can be one-time in nature) and adding back any shortfall in annual pension or OPEB costs. Our definition assumes that each government makes its full annual required 
contribution for pensions and OPEB costs. 

3.   Chicago’s tax base is roughly ½ the tax base of Cook County, the Cook County Forest Preserve District, and the Metropolitan Water Reclamation District. We, therefore, attributed to Chicago only ½ of the 
deficits of each of these issuers.

4.   See: Commission on Government Forecasting and Accountability, FY 14 Budget Summary, p. 19. Available at: http://cgfa.ilga.gov/Resource.aspx?id=222.
5.   See Series 2014 Second Lien Wastewater Revenue Official Statement and Series 2014 Second Lien Water Revenue Official Statement. http://emma.msrb.org/EP828500-EP641367-EP1043036.pdf and http://

emma.msrb.org/EP830001-EP642610-EP1044251.pdf.
6.   For the purpose of simplicity, we have defined the available base as the sum of the fair market value of Chicago’s taxable property, retail sales within Chicago, and Chicago residents’ personal income. Chicago 

area governments, including the State, generate most of their tax revenue from these three sources. We used the same definition of “tax base” to calculate the other cities’ effective tax rates, as well.
7.   See: Chapter 2 – 14 of Governor’s proposed budget.
8.   See City of Chicago press release on Emanual’s 2015 budget address. Available at: http://www.cityofchicago.org/city/en/depts/mayor/press_room/press_releases/2014/oct/mayor-emanuel-presents-balanced-

2015-budget-to-city-council.html. 
9.   See Illinois Constitution, Article VII, Section 6, (d)(2)(e).
10.   See Chicago’s FY 2015 budget overview, p. 12. 
11.   The combined annual pension and OPEB contribution shortfall for the governments included in this analysis was $2 billion or 64% of the estimated $3.2 billion deficit. 
12.   See Yvette Sheilds, “Emanuel’s Chicago Win Doesn’t Take the Pressure Off,” The Bond Buyer, April 8, 2015.


