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2FY2016 CAFR 
Source: Morgan Stanley Wealth Management Municipal 
Research, Moody’s, Standard & Poor’s, U.S. Census Bureau, IL 
General Obligation Official Statements, State of Illinois  

State of Illinois 
General Obligation Unlimited 
Issuer  
Illinois is the nation’s fifth most populous state and home to one of its 
largest and most diverse economies. Situated on the southwestern shore 
of Lake Michigan within the Midwestern region of the United States, the 
state is as an integral hub for industry, transportation, and trade. 
Bond Security 
The bonds are general obligations of the state and are secured by Illinois’ 
full faith and credit. Please confirm security with your Official Statement. 
Credit Strengths & Weaknesses 
The state passed an operating budget for the first time in two years on 
July 6. The accord seeks to permanently raise personal income taxes from 
3.75% to 4.95%, increase the corporate income levy from 5.25% to 
7.00%, reduce expenditures, and issue debt to help pay down Illinois’ 
sizeable accounts payable backlog. (We will elaborate upon the operating 
budget below.)  We reiterate that the statutory provisions of the state’s 
General Obligation Bond Act are among the most important strengths for 
bondholders at this time, as they establish that GO debt service holds a 
priority over many of the state’s expenditures. Illinois also benefits from 
its dominion over one of the nation’s largest taxpayer bases and its strong 
sovereign authority (states versus locals) to raise revenues, reduce 
expenditures, and utilize interfund borrowings to protect its profile.  
However, the state continues to confront considerable fiscal hurdles 
moving forward. The aforementioned include Illinois’ sizeable unfunded 
pension liabilities and very large overall debt burden. Additionally, a 
recent Federal court ruling mandates that Illinois negotiate with/pay its 
Medicaid providers. Though the state may achieve interest savings by 
issuing debt to reduce its payables, this action only exacerbates its hefty 
long-term liability profile while the US economy may be in a late cycle.  
Summary 
Though the budget’s passage has been viewed positively,  as Illinois has 
made progress toward stabilizing its position, many of the state’s long-
term fiscal challenges remain unaddressed. We believe recent spread 
compression (price advancement) is not indicative of considerable credit 
improvement, but more a recovery in value following significant 
concerns the state may lose its investment grade rating. However, though 
S&P recently affirmed Illinois’ BBB- rating as stable, Moody’s may still 
downgrade the credit on implementation concerns due to the state’s 
highly partisan environment (among other factors). If so, a downgrade 
would likely impact the credit’s institutional and household buyer base. 
Investors should anticipate volatility until the state implements a plan to 
further address its long-term challenges. Consequently, suitability is 
important with regard to position size, risk tolerance, and other factors.  

Education

Health & Social Services

Intergovernmental-Revenue Sharing

Public Protection & Justice

Transportation

Interest

Business-Type Activities

General Government

Environment & Business Regulation

Employment & Economic Development

 
 

 



       

R E S E A R C H  MUNICIPAL CREDIT SYNOPSIS JULY 19, 2017 

 
 

For analyst certification and other important disclosures, refer to the Disclosure Section, located at the end of this report.  
 

2 

Select Issuer Data* – State of Illinois 

Unemployment Rate1 – Slow Recovery; Some Employment Progress 
 

 Rev Breakdown2 – Budget Should Bolster Major Revenue Sources 

 

 

 
   
Population – Minor Population Loss During Recovery (Negative)    
 
 
 
 
 
 

 Median Household Income3 – Above-Average Income Levels (Positive) 
 

 

 

 
   
GO Spread – Spread Tightening Following Budget Passage   
 

 Rating Changes – Moody’s Downgrade Watch; S&P Outlook Stable   
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Economic Data            

Population 12,801,539 12,859,996 12,880,600 12,882,136 12,875,256 12,859,752 12,840,460 12,796,778 12,747,038 12,831,970 12,814,204 
 

Pension Funded 
Ratio 

           

 35.60 40.20 41.30 39.30 40.40 43.40 45.40 50.60 54.30   

*The metrics above conceptually exhibit select financial attributes; they are not intended to be the sole determinant for an investment decision.   
1Seasonally adjusted. Most recent unemployment rates are preliminary and subject to revision 
2FY2016 CAFR  
32011-2015  

Source: Morgan Stanley Wealth Management Municipal Research, Moody’s, Standard & Poor’s, Thomson Reuters, United States Census Bureau, 
Bureau of Labor Statistics, Bloomberg, State of Illinois Comprehensive Annual Financial Reports (CAFR), State of Illinois 
Please note: Municipal Credit Synopsis reports are designed to simplify the credit attributes of municipal issuers in a brief format. They are meant to 
function as a complement, and not the sole determinant, of an investment decision (to sell, buy or hold a security). Please contact your Morgan 
Stanley Wealth Management Financial Advisor for a thorough analysis within the context of your investment profile.                               
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Moody’s and S&P Ratings Scale 

 
Moody’s S&P 

Aaa AAA 
Aa1 AA+ 
Aa2 AA 
Aa3 AA- 
A1 A+ 
A2 A 
A3 A- 

Baa1 BBB+ 
Baa2 BBB 
Baa3 BBB- 
Ba1 BB+ 
Ba2 BB 
Ba3 BB- 
B1 B+ 
B2 B 
B3 B- 

Caa1 CCC+ 
Caa2 CCC 
Caa3 CCC- 
Ca CC 
C C 

WR D 
NR NR 

             Source: Bloomberg 
 
Credit ratings throughout this report are cited from Standard & Poor’s and Moody’s given they are two of the most widely followed credit agencies in 
the fixed income markets. 

 
Credit quality is a measure of a bond issuer's creditworthiness, or ability to repay interest and principal to bondholders in a timely manner. The credit 
ratings shown throughout this report are based on each issuer’s security rating as provided by Standard & Poor's and Moody's, as applicable. The 
credit quality of the issuers listed in this report does not represent the stability or safety of the bonds. Credit ratings shown range from AAA, 
being the highest, to D, being the lowest based on S&P’s classification (the equivalent of Aaa and C, respectively, by Moody’s). Ratings of BBB or 
higher by S&P (Baa or higher by Moody’s) are considered to be investment grade-quality securities.  Within Moody’s classification, “WR” stands for 
“withdrawn rating.” Reasons for withdrawals include: debt maturity, e.g., calls, puts, conversions, etc.; and business reasons, e.g., change in the size 
of a debt issue or the issuer defaults. “NR” stands for “not rated” by the agencies. 
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Risk Considerations 
 
Bonds are subject to interest rate risk. When interest rates rise, bond prices fall; generally the longer a bond's maturity, the more sensitive it is to this 
risk. Bonds may also be subject to call risk, which is the risk that the issuer will redeem the debt at its option, fully or partially, before the scheduled 
maturity date. The market value of debt instruments may fluctuate, and proceeds from sales prior to maturity may be more or less than the amount 
originally invested or the maturity value due to changes in market conditions or changes in the credit quality of the issuer. Bonds are subject to the 
credit risk of the issuer. This is the risk that the issuer might be unable to make interest and/or principal payments on a timely basis. Bonds are also 
subject to reinvestment risk, which is the risk that principal and/or interest payments from a given investment may be reinvested at a lower interest 
rate. 

 
Bonds rated below investment grade may have speculative characteristics and present significant risks beyond those of other securities, including 
greater credit risk and price volatility in the secondary market.  Investors should be careful to consider these risks alongside their individual 
circumstances, objectives and risk tolerance before investing in high-yield bonds.  High yield bonds should comprise only a limited portion of a 
balanced portfolio.  
 
Interest on municipal bonds is generally exempt from federal income tax; however, some bonds may be subject to the alternative minimum tax 
(AMT). Also, municipal bonds acquired in the secondary market at a discount may be subject to the market discount tax provisions, and therefore 
could give rise to taxable income.  Typically, state tax-exemption applies if securities are issued within one’s state of residence and, if applicable, 
local tax-exemption applies if securities are issued within one’s city of residence. The tax-exempt status of municipal securities may be changed by 
legislative process, which could affect their value and marketability. 
 
Yields are subject to change with economic conditions. Yield is only one factor that should be considered when making an investment decision.  
 
Credit ratings are subject to change.

Disclosure Section 
The information and opinions in Morgan Stanley Wealth Management Research were prepared by Morgan Stanley Smith Barney LLC under its trade 
name Morgan Stanley Wealth Management. 

For important disclosures (including copies of historical disclosures) regarding the securities and/or companies that are the subject of this Morgan 
Stanley Wealth Management Research product, please contact Morgan Stanley Wealth Management Research, 522 Fifth Ave., New York, N.Y. 
10036, Attention: Research Management. In addition, the same important disclosures, with the exception of the historical disclosures, are contained 
on the Firm's disclosure website at https://www.morganstanley.com/online/researchdisclosures. Historical disclosures will be provided upon request 
back to June 1, 2009. 

Morgan Stanley Wealth Management Analyst Certification 
The Morgan Stanley Wealth Management research analysts principally responsible for the preparation and content of all or any identified portion of 
this research report, hereby certify that their views about the securities and/or companies discussed in this report are accurately expressed and that 
they have not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this 
report. Unless otherwise stated, the individuals listed on the cover page of this report are Morgan Stanley Wealth Management research analysts. 

Global Research Conflict Management Policy 
Morgan Stanley Wealth Management has a Conflict Management policy available at: https://www.morganstanley.com/online/researchconflictpolicies 

Important US Regulatory Disclosures on Subject Issuers 
An affiliate of Morgan Stanley Wealth Management has a significant financial interest in relation to the following issuers (if the security is an ETF or 
Closed-End Fund, the significant financial is in relation to the fund's investment manager or advisor): ILLINOIS, STATE OF. For an explanation of the 
determination of significant financial interest, please refer to the applicable policies for managing conflicts of interest, which can be found at 
https://www.morganstanley.com/online/researchconflictpolicies. 
The research analysts or strategists principally responsible for the preparation of Morgan Stanley Wealth Management Research have received 
compensation based upon various factors, including quality of research, investor client feedback, competitive factors, and firm profitability or 
revenues (which include fixed income trading and capital markets profitability or revenues). Research analysts' or strategists' compensation is not 
linked to the profitability or revenues of particular capital markets transactions performed by Morgan Stanley Wealth Management or the profitability 
or revenues of particular fixed income trading desks. 

https://www.morganstanley.com/online/researchdisclosures
https://www.morganstanley.com/online/researchconflictpolicies
https://www.morganstanley.com/online/researchconflictpolicies
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Morgan Stanley Wealth Management and its affiliates do business that relates to companies/instruments covered in Morgan Stanley Wealth 
Management Research. Morgan Stanley Wealth Management and/or its affiliates sells to and buys from customers the securities/instruments of 
issuers covered in this Morgan Stanley Wealth Management Research report on a principal basis. 

Certain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions. 

Closed-End Fund Rating System 
Morgan Stanley Wealth Management only rates Closed-End Funds ("CEF"). For CEFs, Morgan Stanley Wealth Management uses a relative rating 
system using the terms Overweight, Equal-weight, Underweight, and Not Covered (see definitions below). Morgan Stanley Wealth Management does 
not assign ratings of Buy, Hold or Sell to the CEFs we cover. Overweight, Equal-weight, and Underweight are not the equivalent of buy, hold and sell. 
Investors should carefully read the definitions of all ratings used in Morgan Stanley Wealth Management Research. In addition, since Morgan Stanley 
Wealth Management Research contains more complete information concerning the analyst's view, investors should carefully read Morgan Stanley 
Wealth Management Research, in its entirety, and not infer the contents from the ratings alone. In any case, ratings (or research) should not be used 
or relied upon as investment advice. An investor's decision to buy or sell a security or fund should depend on individual circumstances (such as the 
investor's existing holdings) and other considerations. 

Closed-End Fund Ratings Definitions 
Overweight (O): The closed-end fund's total return is expected to exceed the average total return of the analyst's industry coverage universe, on a 
risk-adjusted basis, over the next 12-18 months. 
Equal-weight (E): The closed-end fund's total return is expected to be in line with the average total return of the analyst's industry coverage 
universe, on a risk-adjusted basis, over the next 12-18 months. 
Underweight (U): The closed end fund's total return is expected to be below the average total return of the analyst's industry coverage universe, on 
a risk-adjusted basis, over the next 12-18 months. 
Not Covered (NC): Indicates that the analyst does not cover the fund. 

Closed-End Fund Ratings Distribution 
(as of date June 30, 2017) 

Morgan Stanley Wealth Management only rates CEFs. Thus, this Ratings Distribution table only displays the distribution data for the rated CEFs. For 
disclosure purposes only (in accordance with FINRA requirements), we include the category of Buy, Hold, and Sell alongside our ratings of 
Overweight, Equal-weight, and Underweight. Morgan Stanley Wealth Management does not assign ratings of Buy, Hold or Sell to the CEFs we 
cover. Overweight, Equal-weight, and Underweight are not the equivalent of buy, hold, and sell but represent recommended relative weightings (see 
definition below). To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a buy recommendation; we 
correspond Equal-weight to hold and Underweight to sell recommendations, respectively.  

  CEF Coverage Universe    Investment Banking Clients (IBC)  

Closed-End Fund (CEF) Rating Category  Count % of Total    Count  % of Total IBC  % of Rating Category  

Overweight/Buy 34 35.8%   15 44.1% 44.1% 

Equal-weight/Hold 43 45.3%   13 38.2% 30.2% 

Underweight/Sell 18 18.9%   6 17.7% 33.3% 

Total 95 100.0%   34 100.0%   

Data includes CEFs currently assigned ratings. An investor's decision to buy or sell a fund should depend on individual circumstances (such as an 
investor's existing holdings) and other considerations.  
The Investment Banking Clients data above applies only to Morgan Stanley Wealth Management's CEF coverage universe. The data indicates those 
CEF investment managers for whom Morgan Stanley Wealth Management, provided investment banking services within the previous 12 months. 

Other Important Disclosures 
This Morgan Stanley Wealth Management Research does not provide individually tailored investment advice. Morgan Stanley Wealth Management 
Research has been prepared without regard to the individual financial circumstances and objectives of persons who receive it. Morgan Stanley 
Wealth Management recommends that investors independently evaluate particular investments and strategies, and encourages investors to seek the 
advice of a financial advisor. The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and 
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objectives. The securities, instruments, or strategies discussed in Morgan Stanley Wealth Management Research may not be suitable for all 
investors, and certain investors may not be eligible to purchase or participate in some or all of them. 
Morgan Stanley Smith Barney LLC, its affiliates and Morgan Stanley Financial Advisors do not provide legal or tax advice. 
Each client should always consult his/her personal tax and/or legal advisor for information concerning his/her individual 
situation and to learn about any potential tax or other implications that may result from acting on a particular 
recommendation. 
Morgan Stanley Wealth Management Research is not an offer to buy or sell or the solicitation of an offer to buy or sell any security/instrument or to 
participate in any particular trading strategy. The "Important US Regulatory Disclosures on Subject Issuers" section in Morgan Stanley Wealth 
Management Research reports or the "Listing of Important U.S. Regulatory Disclosures by security" section of the firm's disclosure website at 
https://www.morganstanley.com/online/researchdisclosures lists all issuers mentioned where Morgan Stanley Wealth Management or its affiliates 
own 1% or more of a class of common equity securities of the issuers. For all other issuers mentioned in Morgan Stanley Wealth Management 
Research, Morgan Stanley Wealth Management or its affiliates may have an investment of less than 1% in securities/instruments or derivatives of 
securities/instruments of companies and may trade them in ways different from those discussed in Morgan Stanley Wealth Management Research. 
Employees of Morgan Stanley Wealth Management Research are not involved in the preparation of Morgan Stanley Wealth Management Research, 
may have investments in securities/instruments or derivatives of securities/instruments of issuers mentioned and may trade them in ways different 
from those discussed in Morgan Stanley Wealth Management Research. 
Morgan Stanley Wealth Management Research is based on public information. Morgan Stanley Wealth Management makes every effort to use 
reliable, comprehensive information, but we make no representation that it is accurate or complete. We have no obligation to tell you when opinions 
or information in Morgan Stanley Wealth Management Research change apart from when we intend to discontinue equity research coverage of a 
subject company. Facts and views presented in Morgan Stanley Wealth Management Research have not been reviewed by, and may not reflect 
information known to, professionals in other Morgan Stanley Wealth Management business areas, including investment banking personnel. 
Morgan Stanley Wealth Management Research personnel conduct site visits from time to time but are prohibited from accepting payment or 
reimbursement by the company of travel expenses for such visits. 
The value of and income from your investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment 
rates, securities/instruments prices, market indexes, operational or financial conditions of companies or other factors. There may be time limitations 
on the exercise of options or other rights in securities/instruments transactions. Past performance is not necessarily a guide to future performance. 
Estimates of future performance are based on assumptions that may not be realized. If provided, and unless otherwise stated, the closing price on 
the cover page is that of the primary exchange for the subject company's securities/instruments. 
Morgan Stanley Wealth Management may make investment decisions or take proprietary positions that are inconsistent with the recommendations or 
views in this report. 
Investing in closed-end funds involves risks. These include the general risks associated with investing in securities, possible changes in market 
prices relative to net asset values and manager performance. 
Besides the general risk of holding securities that may decline in value, closed-end funds have risks related to leverage and the potential for 
discounts to widen. 

Morgan Stanley Wealth Management's Global Research Department produces and distributes research products for clients of Morgan Stanley 
Wealth Management.  

This research is disseminated in Australia to "retail clients" within the meaning of the Australian Corporations Act by Morgan Stanley Wealth 
Management Australia Pty Ltd (A.B.N. 19 009 145 555, holder of Australian financial services license No. 240813). 

Morgan Stanley Wealth Management is not incorporated under the People's Republic of China ("PRC") law and the research in relation to this report 
is conducted outside the PRC. In the PRC, this report will be distributed only upon request of a specific recipient. This report does not constitute an 
offer to sell or the solicitation of an offer to buy any securities in the PRC. PRC investors must have the relevant qualifications to invest in such 
securities and must be responsible for obtaining all relevant approvals, licenses, verifications and or registrations from PRC's relevant governmental 
authorities. 

If your financial adviser is based in Australia, Switzerland or the United Kingdom, then please be aware that this report is being distributed by the 
Morgan Stanley entity where your financial adviser is located, as follows: Australia: Morgan Stanley Wealth Management Australia Pty Ltd (ABN 19 
009 145 555, AFSL No. 240813); Switzerland: Morgan Stanley (Switzerland) AG regulated by the Swiss Financial Market Supervisory Authority; or 
United Kingdom: Morgan Stanley Private Wealth Management Ltd, authorized and regulated by the Financial Conduct Authority, approves for the 
purposes of section 21 of the Financial Services and Markets Act 2000 this research for distribution in the United Kingdom. 

Morgan Stanley Wealth Management is not acting as a municipal advisor to any municipal entity or obligated person within the meaning of Section 
15B of the Securities Exchange Act (the "Municipal Advisor Rule") and the opinions or views contained herein are not intended to be, and do not 
constitute, advice within the meaning of the Municipal Advisor Rule. 

This material is disseminated in the United States of America by Morgan Stanley Wealth Management. 

https://www.morganstanley.com/online/researchdisclosures
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The trademarks and service marks contained in Morgan Stanley Wealth Management Research are the property of their respective owners. Third-
party data providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide 
and shall not have liability for any damages of any kind relating to such data. 
Morgan Stanley Wealth Management Research, or any portion thereof may not be reprinted, sold or redistributed without the written consent of 
Morgan Stanley Smith Barney LLC. 
Morgan Stanley Wealth Management Research is disseminated and available primarily electronically, and, in some cases, in printed form. 

Additional information on recommended securities/instruments is available on request. 
© 2017 Morgan Stanley Smith Barney LLC. Member SIPC. 


