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1. Introduction

The City of Chicago’s primary operating budget is the “Corporate Fund.” The Corporate Fund finances the
core public services people expect city government to provide, including everything from police and fire
protection, to streets and sanitation services, healthcare, and social services. Entering FY 2026, the City
faced a projected Corporate Fund budget deficit of approximately $1.15 billion.! Unfortunately, facing a
deficit in the Corporate Fund is nothing new for Chicago, which has frequently struggled with balancing
its operating budget over the last decade.?

And while many in the media like to play the blame game and try to pin the City’s financial difficulties on
one mayoral administration or another, the data tell a different story. The recurring budget gaps in the
Corporate Fund are not attributable to poor management decisions made in any given year. Instead, they
are the predictable consequence of the Corporate Fund’s structural deficit. A “structural deficit” in a
governmental authority’s budget exists when future revenue is projected to grow at a rate that is
insufficient to both continue providing the same level of public services from one fiscal year to the next,
adjusting solely for changes in inflation and population, and pay existing debt service obligations as they
become due.

This is precisely what the data indicate is happening in the Corporate Fund: the design and type of its
existing revenue sources are fundamentally incapable of growing fast enough to keep pace with the cost
of maintaining the same level of public services from year-to-year, while also covering its ongoing debt
repayment obligations.

The Center for Tax and Budget Accountability (“CTBA”) has developed a structural deficit model for
Chicago’s Corporate Fund that quantifies the magnitude of this problem and projects how it is likely to
grow over time. The findings are stark: absent structural revenue reform, Chicago’s projected deficit
grows to more than $2.8 billion by FY 2055, in nominal dollars. The purpose of this Issue Brief is to
explain what a structural deficit is, why Chicago has one, what CTBA’s analysis reveals about its
trajectory, and why the City and State must pursue recurring, economy-responsive revenue solutions to
resolve it.

2. What Is a Structural Deficit, and Why Does It Matter?

A structural deficit exists when a government’s tax system, over an extended period of time, fails to
generate adequate revenue growth on a year-to-year basis to cover the cost of both: (i) maintaining the
same level of public services from year to year, after adjusting solely for changes in inflation and
population; and (ii) repaying existing debt service obligations as they become due.?
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It is important to understand what a structural deficit is not. It is not the same as the actual budget
deficit existing in a particular fiscal year, which is determined by simply measuring the gap between
revenues and expenditures for that year. Chicago is required by law to pass a balanced budget each year,
so the City always closes its annual budget gap through some combination of spending cuts, one-time
revenues, and other measures.*

But closing a budget gap for a single year frequently does not resolve the underlying structural
imbalance. If the revenue tools used to close the gap are one-time in nature—a fund sweep or the sale
of an asset, for instance—they must be replaced the following year just to maintain flat service levels. If
those revenue sources do not grow with inflation, they actually lose ground against rising costs year after
year. The result is that the City returns to square one at the start of every budget cycle, perpetually
scrambling to close a gap that only structural revenue and/or spending reform could eliminate.

The distinction between one-time and structural revenue solutions is therefore critical. A structural
revenue solution is one that is recurring, grows alongside the economy, and narrows—rather than
papers over—the gap between revenue growth and expenditure growth over time. A structural spending
reform permanently reduces an ongoing service or debt expenditure in future fiscal years. Without such
structural solutions, Chicago’s budget challenges will not merely persist; they will worsen over time.

3. CTBA’s Structural Deficit Model: Methodology

To quantify Chicago’s structural deficit, CTBA developed a forward-looking model that projects Corporate
Fund revenues and expenditures through FY 2055, using FY 2026 as the base year. The model draws on
historical revenue data from annual budget ordinances for FY 2010 through FY 2025 (“historical period”),
as well as current-year estimates from the FY 2026 enacted budget (“base year”).>

The central methodological challenge in building a model that can accurately project whether or not the
Corporate Fund has a structural deficit is that a significant share of the Corporate Fund’s revenue base
consists of what CTBA terms “non-economic” revenue sources: taxes and fees that do not grow
alongside general price inflation. These include unit-based taxes, such as the vehicle fuel tax and the
cigarette tax, that are assessed on a per-unit rather than a percentage of purchase price basis, and
therefore do not increase automatically as prices rise. By contrast, “economic” revenue sources, such as
the hotel tax and the home rule sales tax, which are assessed as a percentage of the value of a
transaction, can reasonably be expected to grow alongside inflation over time.®

This distinction matters enormously for projecting future revenues. Because the Corporate Fund is fed by
a significant number of non-economic revenue sources, simply applying a general inflation rate to all
Corporate Fund revenue would overstate future revenue growth.

To address that issue, and build a reliable model for projecting whether or not the Corporate Fund has a
structural deficit, CTBA used the following methodology:

1. CTBA categorized each revenue source within the four major revenue categories that feed the
Corporate Fund—Local Tax, Proceeds and Transfers In, Intergovernmental Revenue, and Local
Non-Tax Revenue—as either economic or non-economic. Where a single budget category
contained a mix of both types, CTBA disaggregated the data to treat each component
appropriately. Business Taxes, for example, include both the unit-based shopping bag tax (non-
economic) and the percentage-based hotel tax (economic).’
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2. CTBA cleaned the data. This involved:

i.  Reconciling how certain revenues were reported over the historical period under review.
For example, the creation of the Sales Tax Securitization Corporation in 2018 precipitated
a large shift in how sales tax revenues were recorded in budget documents. Leaving this
shift unaddressed would misrepresent the actual changes in sales tax revenue generated
over any historical period that includes years following 2018.

ii.  Reviewing historical data for significant policy and reporting changes that could distort the
calculation of historical growth rates. One example is the Employer’s Expense Tax
(commonly referred to as the “head tax”). This tax was phased out by the end of 2013,
and the Business Tax category of revenue, which previously included revenues derived
from the head tax, dropped significantly thereafter. Accounting for changes like these
ensures that the dataset for the structural deficit analysis reflects genuine fluctuations in
revenue performance, rather than policy-driven swings.®

iii.  Removing unique, one-time, or limited-time revenue sources from the dataset, such as
the American Rescue Plan Revenue Replacement funds received in 2022 and 2023.

3. CTBA calculated a historical growth rate for non-economic revenue sources over the FY 2010—
FY 2025 period, excluding the anomalous pandemic years of FY 2020 and FY 2021. This historical
growth rate was then applied to FY 2026 estimates for non-economic revenues to project future
non-economic revenues through FY 2055.°

4. For economic revenue sources, which are those expected to grow alongside general changes in
the cost of goods and services over time, CTBA first identified the average, annual change in the
Chicago-specific Consumer Price Index (“CP1”) inflation rate that occurred over the 20-year period
ending in 2025 (the “CPI Adjustment”). Then, CTBA multiplied the dollar amount each economic
revenue source was projected to generate in the enacted FY 2026 Corporate Fund budget by the
CPI Adjustment to determine the FY 2027 economic revenue projection; this process was
repeated to generate economic revenue projections for each fiscal year through FY 2055.
Together, the projections for non-economic and economic revenue sources yield the model’s total
projected revenue figures for each year of the forecast period.®

5. On the spending side, CTBA applied the same CPI Adjustment to service expenditure estimates in
the FY 2026 enacted Corporate Fund budget to project future expenditures through FY 2055,
while adjusting separately for “hard costs” —expenditures such as pension contributions and debt
service that are required by law or contract and follow their own statutory or contractual growth
trajectories, rather than general inflationary trends.'* CTBA took a conservative approach when
projecting future transfers from the Corporate Fund to the City’s pension funds, assuming an
annual 5% increase in the portion of the total annual pension contribution allocated from the
Corporate Fund.

4. Findings: The Scope and Trajectory of Chicago’s Structural Deficit

CTBA’s model reveals a clear and troubling result: Chicago’s Corporate Fund revenues are projected to
grow substantially more slowly than the inflation-adjusted cost of maintaining current service levels and
meeting existing debt obligations, and that gap will widen every year into the foreseeable future.
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Because the City is legally required to pass a balanced budget each year, CTBA’s structural deficit model
begins from the assumption of a balanced budget in the base year (FY 2026). This means the model does
not show the size of the gap that had to be closed to produce a balanced FY 2026 budget; rather, it
projects how the structural imbalance between revenue growth and expenditure growth will compound
over time if no structural revenue reform is enacted.

The results are significant. Figure 1 is a graphic depiction of the structural deficit in Chicago’s Corporate
Fund, using FY 2026 as the base year. Notably, the deficit increases steadily from $681.4 million in

FY 2027 and $784.3 million in FY 2028 to more than $2.8 billion in FY 2055 in nominal dollars.12 These
projections assume no change in the level of services provided to Chicagoans—only that the cost of
maintaining those services grows with inflation and population.

Figure 1
Projected Structural Deficit in the City of Chicago’s Corporate Fund
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Source: CTBA analysis of City of Chicago annual budget ordinances, FY 2010-FY 2026

What these numbers mean in practical terms is that, absent structural reform, every fiscal year the City
will need to create new revenue, or implement spending reductions, just to produce a balanced
budget—and the amount of such new revenues and/or spending cuts will grow by tens of millions of
dollars over the next 20 years. If the City continues to rely on one-time measures to close these annual
gaps, it will face a larger structural hole every budget season, with fewer and fewer one-time options
available to paper over it.

5. Why Chicago Has a Structural Deficit

Chicago’s structural deficit is not the product of excessive spending. It is the product of a revenue base
that is fundamentally misaligned with the modern economy and with the real cost of providing public
services over time.
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Several factors drive this misalignment. First, a third of Chicago’s revenue base consists of non-economic
revenue sources—unit-based taxes and fees whose yields do not grow alongside inflation. (Prior to
indexing a number of fines and fees to inflation beginning in FY 2026, a full 45% of Chicago’s revenue
base consisted of non-economic revenue sources.) As prices rise, the purchasing power of these revenue
sources erodes in real terms, meaning that even flat service levels become increasingly expensive
relative to the revenue the City can generate.

Second, the State of Illinois has increasingly, over time, diverted to state coffers revenue that had
historically been shared with municipalities. For example, the Local Government Distributive Fund
(“LGDF”) is the mechanism through which lllinois state government shares a portion of its income tax
revenue with local governments across the state.’®> Until 2011, the state shared 10% of its net income tax
revenue with local governments through the LGDF.** Following the temporary increase in lllinois’ income
tax rate in 2011, that share rate was reduced to 6% of total income tax collections.’® After a series of
other adjustments to the share rate, municipalities now receive 6.47% of individual income tax revenue
and 6.85% of corporate income tax revenue in 2026.1® Governor Pritzker proposed a further reduction in
the individual income tax revenue share rate to 6.23% in the state General Fund budget he proposed for
FY 2027.17 CTBA has estimated that reinstating the historic 10% sharing rate would have provided
Chicago with approximately $289.9 million in additional LGDF revenue in FY 2026 alone.*®

Similarly, the State has increasingly diverted to state coffers and away from local governments revenue
generated by the Corporate Personal Property Replacement Tax (“CPPRT”). This action is hard to justify,
given that the CPPRT was enacted specifically to compensate local governments for revenue lost when
the 1970 State constitution prohibited personal property taxes on businesses.’® The share of CPPRT
revenues diverted from local governments has nearly doubled since 2013, from 5.8% in 2013 to 11.5% in
2025, reducing the funds available to Chicago to support provision of core services.?? CTBA estimates
that this 11.5% diversion cost the Corporate Fund $35.9 million in FY 2025.%!

Third, Chicago’s pension obligations represent a large and growing “hard cost” that consumes an
increasing share of the Corporate Fund each year.?? The current Chicago “Pension Ramps,” are the
statutory repayment schedules the State established in 2016 for the city to repay unfunded liabilities it
owes to its four public pension systems.?3?4 Like the State’s Pension Ramp, the Chicago Pension Ramps
were designed with initial contribution levels below the actuarial required contribution (“ARC”).%
Whenever a pension contribution is below the ARC, it creates unfunded liabilities that have to be paid to
the pensions in the future, and the debt of Chicago’s pension systems continues to grow over this time
period. In fact, $13.6 billion (58.5%) of the $23.3 billion growth in Chicago’s pensions systems’ unfunded
liability between 2007 and 2022 was attributable to deficient City contributions and interest owed on the
increasing pension debt.?® Notably, changes in salaries and benefits over that time period decreased the
debt of the pension systems by $1.4 billion (6.1%).2” This data clearly show that insufficient City
contributions—not salaries and benefits—have been the primary driver of the City’s ballooning pension
debt.

The Chicago Pension Ramps also feature a backloaded repayment structure that requires sharply
escalating payments over time.?® By FY 2025, 85% of the City’s $2.7 billion annual pension contribution
was devoted to repaying old debt rather than funding current benefits—a fiscal drag that leaves less and
less room in the Corporate Fund for current services.?®
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Taken together, these factors create a revenue base that grows more slowly than the cost of maintaining
services, while simultaneously subjecting the City to rising hard costs that further crowd out
discretionary spending.

6. The Need for Structural Revenue Reform

The data make clear that one-time budget measures cannot resolve Chicago’s structural deficit—they
can only defer it. Each year that the City closes its budget gap through non-recurring means, it must find
the same revenue again the following year, plus an additional amount to cover the structural gap’s
annual growth. Over time, this approach exhausts available one-time options while the underlying
problem compounds.

What Chicago needs are structural revenue solutions: recurring, economy-responsive revenue sources
that grow alongside inflation and population, narrowing the gap between revenue and expenditure
growth over time. These revenue solutions include, for example, increasing the LGDF share rate,
reducing CPPRT diversions, and indexing the City’s property tax levy to inflation. On the spending side of
the ledger, one such structural solution is re-amortizing the City’s pension debt. For more information on
pension reform for the City of Chicago, please see CTBA’s report “Understanding and Addressing
Chicago’s Pension Crisis.”

The urgency of this reform is not merely fiscal. The services funded through Chicago’s Corporate Fund—
police and fire protection, streets and sanitation, and core social services—are the services Chicagoans
rely on every day. A structural deficit that goes unaddressed does not simply produce difficult budget
negotiations; it produces real cuts to important services, as the City is forced to choose year after year
between adequately funding public safety, infrastructure, and human services on the one hand, and
meeting its legally mandated debt obligations on the other.

The task before Chicago’s elected officials and policymakers is therefore clear: the City must move
beyond annual budget patches and, in partnership with state lawmakers, pursue the structural revenue
reforms needed to put its Corporate Fund on a sustainable long-term trajectory. The analysis presented
in this brief make the magnitude of that challenge concrete—and make the case for urgent action.
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