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Illinois bond rating history has been a focal point for investors,
policymakers, and the public alike, reflecting the state's fiscal health and
economic stability. As one of the most populous states in the U.S., Illinois
has faced numerous financial challenges over the years, leading to
significant fluctuations in its bond ratings. Understanding the trajectory of
Illinois' bond ratings not only sheds light on the state's economic condition
but also provides insights into the broader implications for investors and
residents.

Understanding Bond Ratings

Bond ratings are assessments provided by credit rating agencies that evaluate
the creditworthiness of a borrower, in this case, a state government. These
ratings influence the interest rates that states pay on their debt and are
critical for investors looking to gauge risk. The major credit rating
agencies—Moody's, Standard & Poor's (S&P), and Fitch Ratings—assign ratings
ranging from AAA (highest quality) to D (default).

Why Bond Ratings Matter for Illinois

1. Cost of Borrowing: Higher ratings typically result in lower interest rates
for the state, reducing the cost of financing public projects and services.
2. Investor Confidence: A strong bond rating can enhance investor confidence,
attracting more investment into the state.



3. Economic Impact: Bond ratings can influence overall economic conditions in
Illinois, affecting everything from budget allocations to employment rates.

A Historical Perspective on Illinois Bond
Ratings

The bond rating history of Illinois is marked by a series of highs and lows,
particularly in the context of economic fluctuations and state governance.

Early Years: Stability and Growth

In the years following World War II, Illinois maintained a stable bond
rating, benefiting from a robust industrial base and a growing population.
The state’s economic growth during this period allowed it to issue bonds with
favorable ratings, which facilitated infrastructure development and public
service enhancements.

The 1990s: Challenges Emerge

As the economy shifted, Illinois began to encounter fiscal challenges. The
state faced budget deficits, rising unemployment, and underfunded pensions.
These issues began to affect its bond ratings:

- 1992: Moody's downgraded Illinois' bond rating due to budget deficits.
- 1997: S&P lowered its rating, highlighting concerns over the state's fiscal
management.

Despite these challenges, the state managed to recover somewhat by
implementing fiscal reforms and promoting economic development initiatives.

The 2000s: A Period of Decline

The early 2000s saw a further decline in Illinois' bond ratings, exacerbated
by the Great Recession of 2008. The state's financial problems were
compounded by a significant budget deficit and a growing pension liability.

e 2003: Illinois was downgraded by multiple agencies due to its poor
fiscal health and growing debt.

e 2009: The state’s bond rating fell to one notch above junk status,
indicating a severe lack of investor confidence.

e 2010: S&P assigned a rating of A- to Illinois, emphasizing the state’s
fiscal struggles.



The 2010s: A Gradual Recovery?

As the economy began to recover post-recession, Illinois made attempts to
stabilize its finances. However, the state continued to grapple with
longstanding issues such as pension liabilities and budgetary shortfalls.

— 2013: Illinois' bond rating was downgraded to Baa2 by Moody'’'s, reflecting
ongoing concerns about pension funding and overall fiscal management.

— 2017: Illinois became the first U.S. state to receive a junk rating (BB+)
from S&P, one of the lowest ratings assigned to any state at that time.

Despite these setbacks, certain measures initiated by the state government,
such as tax increases and spending cuts, aimed to address the fiscal
imbalance.

Recent Developments in Illinois Bond Ratings

The landscape of Illinois' bond ratings has seen some improvement in recent
years, although challenges persist.

The Impact of Leadership Changes

The election of new leadership in 2019 brought a renewed focus on fiscal
responsibility and pension reform. Governor J.B. Pritzker proposed a balanced
budget and tax policy changes that aimed at stabilizing the state's finances.

- 2021: Moody's upgraded Illinois' credit rating, citing improved fiscal
management and economic recovery from the COVID-19 pandemic.

- 2022: S&P also upgraded Illinois, noting that the state had made
significant strides in addressing its budget deficits.

Current Bond Rating Status

As of 2023, Illinois' bond ratings remain cautiously optimistic, but the
state is still rated below investment grade by some agencies. The current
ratings are as follows:

- Moody's: Baa3
- S&P: BBB-
- Fitch: BBB-

These ratings indicate that while there is improvement, Illinois is still
considered a higher-risk investment compared to other states.

Factors Influencing Future Bond Ratings

Several key factors will play a crucial role in determining the future of
Illinois' bond ratings:



1. Pension Liabilities: Illinois has one of the highest pension obligations
in the country. Effective management and funding of these liabilities will be
critical.

2. Economic Growth: Continued economic recovery and growth will enhance state
revenues and improve fiscal health.

3. Political Stability: Bipartisan cooperation in the state legislature on
fiscal matters will be essential for maintaining and improving bond ratings.
4. Tax Policy: Changes in tax policy, including the potential for new taxes
or tax cuts, will impact the state's revenue and ability to service debt.

Conclusion

Illinois bond rating history serves as a microcosm of the challenges faced by
many states in managing fiscal responsibilities while promoting economic
growth. While the state has made strides towards recovery, ongoing challenges
such as pension liabilities and political dynamics will continue to play a
significant role in shaping its financial future. For investors and
policymakers, understanding this history is crucial for making informed
decisions that can influence the economic landscape of Illinois for years to
come. As the state moves forward, maintaining transparency and accountability
will be key to restoring investor confidence and achieving a healthier fiscal
status.

Frequently Asked Questions

What is the current bond rating of Illinois as of
20237

As of 2023, Illinois has a bond rating of 'Baa3' from Moody's, which is the
lowest investment-grade rating.

How has Illinois' bond rating changed over the last
decade?

Illinois' bond rating has seen a decline over the last decade, dropping from
'A'" ratings to 'Baa' ratings due to ongoing budget deficits and pension
liabilities.

What factors contribute to Illinois' low bond rating?

Key factors include high pension debt, structural budget deficits, economic
challenges, and political gridlock affecting fiscal policy.

When was the last time Illinois held a 'AAA' bond
rating?

Illinois last held a 'AAA' bond rating in the early 2000s, before a series of
budget crises and pension funding issues led to downgrades.

How do bond ratings affect Illinois' borrowing costs?

Lower bond ratings typically lead to higher borrowing costs, as investors



demand higher interest rates to compensate for increased risk.

What measures has Illinois taken to improve its bond
rating?

I1llinois has implemented measures like pension reform, tax increases, and
budgetary adjustments to stabilize its finances and improve its bond rating.

What is the significance of bond ratings for state
finances?

Bond ratings are crucial as they influence the state's ability to borrow
money, the interest rates it pays, and its overall financial credibility.

Which agency downgraded Illinois' bond rating to 'B'
in 20177

In 2017, Moody's Investors Service downgraded Illinois' bond rating to 'B'
due to the state's persistent budget issues and pension obligations.

What impact did the COVID-19 pandemic have on
Illinois' bond rating?

The COVID-19 pandemic exacerbated Illinois' financial challenges, leading to
further bond rating downgrades as the state faced decreased revenue and
increased expenditures.

Are there any potential future outlooks for Illinois'
bond rating?

Future outlooks for Illinois' bond rating will depend on the state's fiscal
management, economic recovery, and effective handling of pension liabilities.
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