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Poor labor market conditions in Connecticut have produced a flurry of proposals to try to jump-start job growth 
through tax credits for businesses that create jobs.1 The Governor prominently proposed an expansion to an 
existing jobs tax credit in her FY 2011 budget adjustments. The Governor’s bill and several similar bills are under 
active consideration by the General Assembly.2 Comparable credits have been proposed in several states across the 
country, including Maryland and Massachusetts.3 This report examines the empirical literature on “job creation” tax 
credits, evaluates their potential effectiveness in Connecticut, and analyzes the Governor’s specific proposal. 
 
Job creation tax credits have recently gained support as federal policy, but experts doubt their 
effectiveness at the state level. At the national level, policymakers have been actively debating measures that 
would provide tax relief to employers that hire new employees. On February 24th of this year, the U.S. Senate passed 
a $15 billion dollar jobs bill—likely to be enacted—that includes a job creation tax credit for businesses that hire 
new employees who had previously been unemployed for at least 60 days.  
 
Though there is not broad agreement on the details of national job creation tax credits, many economists believe 
that they can boost employment if the credits are temporary, robust, and offered when unemployment is high.4 
Expert support persists despite the mixed success of past and existing national job creation credit programs such as 
the New Job Tax Credit and the Work Opportunity Credit and Welfare to Work credits.5 Experts also hotly contest 
the specific elements of an effective national job creation tax credit.6    
 
While political support is coalescing around some form of a national credit, support among experts for state-level 
job creation tax credits is much lower. The Economic Policy Institute, which strongly supports a national credit, 
cautions that state-level equivalents are often poorly designed and can encourage a zero- or negative-sum game 
among states.7 State tax incentives for various types of job creation have proliferated over the past few decades, an 
indication of the fierce competition among states trying to influence employer location decisions.8 Interstate tax 
competition is frequently a prisoner’s dilemma that leads to wasted state and local resources, leading some 
prominent economists to call on the federal government to intervene.9 Additionally, states’ balanced budget 
requirements mean that any tax expenditure, like a jobs creation tax credit, must be offset with higher taxes, reduced 
spending, and/or greater borrowing.10 Often, politicians and policymakers wary of the political ramifications of 
raising taxes choose the latter two options. The requirement to offset job creation credits at the state level by either 
borrowing or limiting state spending can significantly decrease any potential net benefit. 
 
Research has found that only a fraction of the money spent on job creation credits goes toward creating 
new jobs that would not have been created without the credits. Most recent evaluations of state-level job 
creation credits find modest to moderate effectiveness in boosting job creation.11 Inducing job growth through 
credits, however, can be costly and inefficient. Multiple academic analyses of job creation tax credit programs have 
found that 70% or more of the credits granted employers would be awarded for jobs that likely would have been 
created without the credit.12 Said another way, for every $1 million given out in tax credits, only about $300,000 
would be linked to the creation of jobs that would not have been created without the credit in place. One analysis of 
the job creation tax credit in North Carolina found close to all the credits claimed were for jobs that would have 



 

been created anyway.13  In a recent report on the effectiveness of business tax incentives, the Federal Reserve Bank 
of Boston concluded that job creation tax incentives do influence firms’ hiring decisions, but that the companies 
would have created a majority of the subsidized jobs anyway.”  The figure below shows results from five leading 
studies that attempted to estimate job creation tax credit efficiency. The chart shows the estimated proportion of 
job creation tax credits that were awarded for jobs that would not have been created without the credit.14  
 

 
 
 
Expanding the job creation tax credit risks making Connecticut’s corporate tax system less fair, less 
efficient, harder to administer, and less transparent. In this fiscal climate, policymakers may prefer to promote 
job creation through tax credits rather than direct spending because the costs associated with credits are opaque. 
Tax credits are not subject to the same standards of transparency and accountability as direct economic aid (e.g., 
through grants or loans from the Connecticut Department of Economic and Community Development), even 
though the fiscal impact on future state fiscal stability from a steady, yet unexamined, erosion of business tax 
revenues can be greater.  
 
Connecticut’s total expenditure on business and insurance tax credits has grown significantly over the past two 
decades, from $2.4 million inflation-adjusted dollars15 in 1990 to an estimated $331.8 million in 2009.16 The 
Governor’s proposal includes some responsible safeguards (that are not present in many of Connecticut’s other tax 
credits17) that would limit the fiscal impact of the credit, such as a cap on annual expenditures and a January 2013 
sunset date. However, the total expenditure through these tax credits (up to $50 million over 5 years) should be 
weighed against alternatives, including other types of supports to small employers that may be more economically 
efficient in helping to create jobs or increasing financial supports for currently unemployed workers.  Currently, 
programs and services that are linked to workforce development and improving Connecticut’s economy face deep 
cuts.  For example, the Governor’s recommended FY11 budget adjustments would eliminate funding for 
Connecticut’s Youth Employment Training Program, which links Connecticut’s youth to work experiences and 
helps put money in the pockets of a population that is likely to spend it. Cuts also have been proposed for programs 
such as Care4Kids, which provides child care subsidies that allow parents to work who otherwise could not. Since 
job creation tax credits would reduce revenues that would otherwise be available to other programs and services 
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Figure	  1.	  Most	  Jobs	  Claimed	  for	  Credit	  Would	  Have	  Been	  
Created	  Anyway	  

Jobs	  Not	  Induced	  
by	  the	  Credit	  

Jobs	  Induced	  by	  
the	  Credit	  

*Estimate	  of	  percent	  	  of	  jobs	  receiving	  credit	  not	  induced	  by	  the	  
Georgia	  tax	  credit	  ranged	  from	  72-‐76%	  
 
 



 

important to our economic recovery, the anticipated revenue loss should be offset by some new revenue source or 
other savings that do not further exacerbate our downturn. 
 
Evaluating the Governor’s Proposal (H.B. No. 5209)  
Descr ipt ion 
 
As part of her jobs strategy, Governor Rell proposed expanding the Jobs Creation Tax Credit Program.18 The 
proposal creates a targeted credit for small businesses with fewer than 25 employees. Unlike Connecticut’s existing 
Jobs Creation Tax Credit, the proposed credit would be open to a wide range of corporate structures, including 
pass-through entities such as LLCs, LPs, and S-Corporations.  
 
Under her proposal, qualified small businesses would be eligible for a $2,500 per year credit for each new full-time 
employee hired between January 1, 2010 and December 31, 2012. After the first income year in which a new 
employee is hired, the business could claim credits of $2,500 for each of the two successive income years in which 
the employee has been employed for the full year, making the maximum credit for a single employee $7,500 over 
three years. Businesses that hire a new employee in the last six months of the income year could only claim $1,250 
for that employee during that year. However, in 2010, the full $2,500 is available for hires made at any point during 
year (Table 1). No credit may be claimed for any new hire made during the last month of an income year, and tax 
credits not used in a given income year would expire. The Commissioner of the Connecticut Department of 
Economic and Community Development would be required to rule on each company’s application for a tax credit, 
which must be filed before hiring each new employee; other types of tax credits cannot be claimed with respect to 
the same new employee. 
  
 Table 1. H.B. No. 5209, Tax Credit Amount for Initial Year of Hire 

Year Credit for full-time 
employee hired in first six 

months of income year 

Credit for full-time employee 
hired in last six months of 
income year, excluding the 

final month 
2010 $2,500 $2,500 
2011 $2,500 $1,250 
2012 $2,500 $1,250 

 
Credit for each full year of employment following initial year of hire (up to two years): $2,500 

 
Notably, the proposed Jobs Creation Credit Program (which would include both the existing job creation credit and 
this new small business component) would remain capped at $10 million dollars annually, in the words of the 
Governor, “in order to safeguard the state budget.”  
 
The Governor’s small business jobs credit does not represent the first effort in Connecticut to incentivize job 
creation through credits. In 2006, Connecticut created a credit for any company that created at least 50 new full-
time jobs (reduced to 10 new employees in 2007). Connecticut’s Department of Economic and Community 
Development has reported that initial uptake of the credit has been weak, which prompted efforts to make it more 
attractive by increasing the credit amount and relaxing job creation requirements from 50 to 10.19 In spite of these 
efforts, few companies have claimed the credits, and credits for fewer than 300 new jobs have been claimed over 
the first four years. 
 
Analys is  
 
For the reasons stated earlier in this report, inducing job creation at the state-level through use of a tax credit is 
likely to be inefficient and have uncertain benefits, and—because of the state’s balanced budget requirement—
potentially can inflict offsetting harm on the state’s economy that results from the required revenue increases 
and/or cuts in appropriated spending needed to offset the credits awarded. Further, the money that would be used 



 

to fund a credit could be used in other ways, including towards direct services, like financial supports for currently 
unemployed workers, the benefits of which are more immediate and better documented.20  However, given the 
desperate need to improve the state’s economy and the political popularity of these proposals, some form of 
legislation though to promote job growth is likely.  If the General Assembly decides to embrace a jobs tax credit 
expansion, the Governor’s proposal should be improved in several ways.  
 
The jobs creation tax credit should reward net job creation not simply new hires. The Governor’s proposal 
would allow employers to claim credits for new full-time employees even if the employer reduces overall firm 
employment. Allowing employers to claim credits for every new hire reduces the efficiency of the credit since the 
state would be partially subsidizing natural turnover in the labor market. Even during a recession when overall 
employment levels fall, the volume of hiring remains high. For example, in 2008, new hires as a proportion of total 
private employment was 46%.21 In order to focus the credit on job expansion, credit eligibility should be based 
upon net jobs created. Net jobs could be defined as the change in firm employment compared to a static date, as in 
the Massachusetts credit, or as compared to a moving reference point, such as employment in the same month of 
the previous year. 
 
It warrants mention that the Governor’s proposal will include an important safeguard to prevent employers from 
claiming the credit for a newly hired employee if that employee had been employed by a “related person”22, such as 
a related business, in the previous twelve months.  For example, this would prevent a firm from claiming credits 
simply for shifting employees to a wholly owned subsidiary.  
 
The current credit would allow participating firms to terminate a newly hired worker after one month of 
employment, without any penalty imposed. The credit should be modified to ensure that new employees 
are hired for a minimum time period. Under the current legislative language, employers are under no obligation 
to retain a newly hired employee after a credit is received. In order for a business to claim a credit for a newly hired 
employee, that employee must be employed at the close of the income year. Since an employer can claim a credit for 
an employee hired in any but the last month of an income year, an employee hired before the end of the second to 
last month of an income year could be fired the first month of the following income year, while still earning the 
employer a credit for the year of hire. This is a particular risk in 2010, when the full $2,500 credit is available for 
jobs created in the second half of the year. To promote job retention, the General Assembly should require that 
each new employee for which a credit is claimed remain employed for a set minimum time (e.g. 12 months, like in 
Maryland’s credit23). The addition of claw-back provisions, like those in Connecticut’s existing job creation tax 
credit, would enable the Department of Revenue Services to reclaim credits from firms that fail to retain 
employees.24 
 
The credit’s cap and sunset date safeguard the state budget; the same safeguards should be applied to all 
business credits. Without caps, tax credits are open-ended liabilities in the state budget that are difficult to predict 
and can fluctuate significantly from year to year, impairing the state’s ability to enact a balanced budget. The 
suggested $10 million dollar cap on Connecticut’s job creation credits would limit Connecticut’s financial exposure 
at a time when its budget is in crisis. The Governor’s proposed credit would also expire at the end of December 
2012, a measure that is consistent with the view among experts that job creation tax credits are most effective when 
unemployment is high.25 Sunset dates for tax expenditures also increase accountability by requiring that credits be 
reevaluated by the legislature. In light of the state’s fiscal challenges, annual caps and sunset dates should be 
considered for all tax credit programs, many of which have not been reviewed since their inception, until each can 
be fully reviewed and evaluated for its effectiveness and efficiency. Previous research by Connecticut Voices for 
Children has documented that about two-thirds of all state business tax credits are uncapped, only one has a sunset 
date, and only four have been repealed or limited over the last two decades, resulting in an increasing, and open-
ended, state revenue loss though tax credits.26   Other states have begun to take steps to limit tax credit 
expenditures. For example, both Oregon and Nevada require mandatory sunset dates on most business credits. 
 
The legislature must seek clarity on how the credit would function for pass-through entities or sole-
proprietorships. The tax credit is intended to offset the personal income tax liability of the owner of a pass-through 



 

entity or a sole proprietorship. However, the legislative language submitted by the Governor does not clarify who 
constitutes the owner eligible to receive a credit against their personal income tax liability.27 It simply states that “the 
tax credit may be claimed by the shareholders or partners of the qualified small business.” In cases of partnerships, 
joint ventures, or S-Corporations with shareholders, will this $2,500 credit be distributed pro rata according to 
percentage ownership? For example, it is difficult to imagine 100 equal shareholders in an S-Corporation being 
motivated by the prospect of a $25 credit against their Connecticut personal income tax liability. It is equally 
difficult to believe that this pro rata distribution of personal income tax benefits is worth the administrative cost.  
 
Focusing a tax credit on small business can pose special risks that emphasize the importance of restricting 
eligibility to net job creation. The Governor’s expansion of current job creation tax credits would be limited to 
businesses of fewer than 25 employees.  Targeting the credit in this way may have some merit.  Some evidence 
suggests that small businesses are more responsive than larger businesses to job creation tax credits. A survey of 
businesses in California found that smaller firms (fewer than 100 employees) were likely to agree that a hypothetical 
$3,000 per-job tax credit for job creation28 would lead them to increase employment, while larger firms were 
indifferent.29  A detailed analysis suggested that the smaller firms (among those with less than 100 employees) were 
the most likely to indicate anticipated employment growth in response to the credit. However, the Congressional 
Budget Office recently cautioned that restricting eligibility for job creation credits to small firms, where conditions 
are especially volatile and turnover is high, decreases the efficiency of the credit; a greater share of the tax credits 
subsidize jobs that would have been created even without the credit.30 A credit based only on new hires, rather than 
net gain in employment, would be especially prone to inefficiency when restricted to small employers, which 
experience high rates of job creation and loss, as well as high rates of entry and exit from the market. 
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