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Introduction



Summary
A time of extraordinary possibility, not austerity

Yet constrained by a disease unique to our time:
A huge decline in fiscal democracy

§ Culmination of decades of effort to control an uncertain 
future

§Deficits only one symptom

Real reform requires looking far beyond deficits to the 
purposes of policy



How today really is different

Revenues increase with economic growth. 
Spending increases only with new legislation.
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Today’s Budget Traditional Budget



Many Deadly Consequences

Economic
Budget for a declining nation, abandoning children & investment

Look not just to what is growing automatically but what is getting squeezed 

Lack of flexibility to meet new economic conditions & needs

Political
Decline in our democratic institutions 
Real reform difficult when politicians must renege on promises



Measuring the Decline 
in Federal Fiscal Democracy



Decline in Fiscal Democracy at the Federal Level





Measuring the Decline 
in Fiscal Democracy in Illinois 



From Decrying to Measuring Declines in State Fiscal Democracy

• Governors & lawmakers have long decried their lack of flexibility

• “… the way the formulas now work, we will never catch up. No matter how well we 
do, the current system is programmed to spend even more.”

2005, Governor Arnold Schwarzenegger

• “…I don’t think folks understand how limited you are in what you can cut. 
Everything that you can cut, we already have.” 

Illinois State Senator Heather Steans

• But states rarely systematically evaluate 

• how much is out of current decision makers’ control 

• how budget pre-commitments are changing over time



Restricted Spending, Share of Real Spending Growth 
(FY2015 vs. FY 2000)

-25%

0%

25%

50%

75%

100%

125%

California Florida Illinois New York Texas Virginia

Medicaid and CHIP Debt service
Pension and OPEB contributions Formula-driven K–12 education
Correctional operations Dedicated transportation funds
Other dedicated spending Budget stabilization fund deposits
TANF maintenance of effort Federal receipts (non–Medicaid and CHIP)
Unrestricted



Illinois Growth in Restricted Spending 
(FY2015 vs FY2000) 

Share of Total Real Spending Growth
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Illinois State Pension Policy 



Pension Plans Should be Assessed by Multiple Criteria

Most reports focus on 
Funding ratio

Making required contributions

But the purpose of pensions should be related to outcomes 
Rewarding and attracting the best young, workers

Promoting a dynamic workforce

Encouraging work at older ages, especially given population aging

Retirement income for short-term employees

Retirement income for long-term employees

Equal pay for equal work



Grading Illinois State & Local Pension Plans



Grading Illinois State & Local Pension Plans (cont.)



Underfunding of State Pension Plans



Do Budgeteers & Actuaries Bear Some Responsibility?

For basing funding estimates on optimistic assumptions?

Do not account adequately for the “cost” of downside risks

Do not “insure” against downside risks
But doing so means earning Treasury rates of return

Count on market crashes to improve rates of return

For failing to reveal effective pension compensation to workers?

…Examples to follow for Illinois public school teachers
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Summary



Common Elements to Federal, State & State Pension Policy
For current federal and state budget policy

Almost all spending growth going for pensions, health & interest payments

Explains failure to invest in children, workers, infrastructure, basic government

For future generations

Huge shift of burdens to younger generations

Whether through higher taxes, fewer benefits, or negative state employer pension 

contributions for new workers

For transparency

Continual political pressure to hide who will pay

Need for much better budgeting and actuarial accounting

No government entity reports on where net growth has gone or is going

No pension plan reports well how benefits relate to work in any one year

For our future

A rich nation growing richer …

That must first restore fiscal democracy to take advantage of its opportunities



Reports on Fiscal Democracy & State Pension Plans

Washington Post Article on 125% of Federal Revenue Growth Pre-Committed

Dead Men Ruling-Book

Fiscal Democracy in the States: How Much Spending is on Auto-Pilot

Public pension simulator

Urban Institute State and Local Employee Pension Plan Database

The State of Retirement: Grading America’s State and Local Pension Plans, 

Build Your Own Pension Plan, 

Evaluating Retirement Income Security for Illinois Public School Teachers

https://www.washingtonpost.com/outlook/congress-is-supposed-to-decide-how-the-us-spends-money-soon-it-wont-be-able-to/2019/09/12/3a7f77f8-d411-11e9-9343-40db57cf6abd_story.html
https://deadmenruling.wordpress.com/reviews/
https://www.taxpolicycenter.org/publications/fiscal-democracy-states-how-much-spending-autopilot
http://pensionsimulator.urban.org/
https://www.urban.org/policy-centers/cross-center-initiatives/program-retirement-policy/projects/urban-institute-state-and-local-employee-pension-plan-database
http://apps.urban.org/features/SLEPP/index.html
http://apps.urban.org/features/build-your-own-pension/
https://www.urban.org/research/publication/evaluating-retirement-income-security-illinois-public-school-teachers

