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From Options To Planning:
A More Strategic Approach To Growing Connecticut’s Economy
Eric Mitzenmacher and Rebecca Phillips*

The Connecticut Department of Economic and Community Development (DECD) released its Economic
Strategic Plan in September, 2009.” Unfortunately, it is not really a plan. Rather, it is a thorough description
of the Connecticut economy, followed by sixty-six ideas for improving it. Many of the ideas are excellent,
but the state cannot act on all of them. If it could, it might find DECD’s exploration of options satisfactory.
But unprecedented fiscal deficits subject the state to serious resource constraints, so government officials
need guidance in the form of a real plan—a coherent and prioritized roadmap for long-term economic
growth.

Like businessmen choosing among investments to pursue, the Governor and General Assembly will have to
pick some goals and set others aside. With too many relatively undifferentiated options on the table, there
will be a strong temptation to invest too little in each of too many areas. As the management consultancy
A.T. Kearney said in a report on New England economic development, “Spreading investments in [the]
economy too thin will dilute their effectiveness. Instead, [states] need| | to make conscious, strategic
choices.””

While the DECD report does not prioritize, its 500-page analysis of the Connecticut economy contains a
wealth of useful information. This brief draws lessons about the right path for Connecticut from that
information, arguing that development initiatives will be most effective if they recognize that the nexus of
the state’s economic needs and the strengths of its government institutions lies in jumpstarting growth
through investments in infrastructure—physical a#d human capital—and incentives for entrepreneurship
and new business activity.

This brief includes four core sections suggesting priorities for development efforts in education, interstate
collaboration in infrastructure enhancement, support of small business, and institutional “good governance”
guarantees. It closes with a short note on why the traditional focus on taxation may be misplaced in
Connecticut’s economic development discourse.

1. Increasing the quality of Connecticut’s education system will play a more important role in long-
term economic growth than the DECD report suggests, and closing the achievement gap must be
the first priority on this front.

Although the DECD report mentions Connecticut has the nation’s worst achievement gap4, it offers little to
address this critical issue. The report proposes increased funding for eatly childhood education and high

! Eric Mitzenmacher and Rebecca Phillips are students at Yale Law School. This issue brief was prepared through the
Yale Law School Legislative Advocacy Clinic under the supervision of J.L.. Pottenger, Jr., Nathan Baker Clinical Professor
of Law, Shelley Geballe, Distinguished Senior Fellow at Connecticut Voices for Children and Clinical Visiting Lecturer at
Yale Law School, and Jamey Bell, Executive Director at Connecticut Voices for Children.

2 DEPARTMENT OF ECONOMIC AND COMMUNITY DEVELOPMENT, CONNECTICUT ECONOMIC STRATEGIC PLAN (Sept.
2009) available at http:/ /www.ct.gov/ecd/lib/ecd/connecticut_esp-final.pdf (hereinafter “CONNECTICUT ECONOMIC
STRATEGIC PI ,AN”).

3 A'T. KEARNEY, SUSTAINABLE PROSPERITY: AN AGENDA FOR NEW ENGLAND 1 (2005).

41d at 41.
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school redesign’, but it does not propose the sort of fundamental reform necessary to close the gap. This
should be unacceptable in any context, but is even more so when one considers the highly skilled nature of
jobs in the industries that DECD identifies as worthy of state investment.

DECD’s failure to address the state’s achievement gap in its Plan is a serious omission. Connecticut does
not have the country’s largest gap just because wealthy students achieve so highly; poor students here rank
43" in the nation in both reading and math.” The report does a fine job documenting the rapid aging of
Connecticut’s population’ and the decline of the state’s young working-age population®, but it does not
connect the dots: the very children stricken by the state’s education gap will form an ever-larger portion of
the state’s future workforce.” Cursed with low literacy in reading and math, these new Connecticut workers
will be hard to employ and hard to help through workforce development programs, from basic job skills
training to community college. The state’s prized advantage in workforce quality could be lost.

Fortunately, other states in Connecticut’s position have been able to narrow the gap. New Jersey, for one,
has had considerable success addressing a large achievement gap following its Supreme Court’s landmark
opinion in Abbott v. Burke. In response to the decision, New Jersey implemented comprehensive reforms,
pairing greater funding with more responsive teaclrling_:{.10 In a similar case, unmentioned in the DECD
report, Connecticut Coalition for Justice in Education Funding v. Rell)"" the Connecticut Supreme Court recently
declared that the state constitution not only guarantees equity in educational administration, but also
adequacy. The case will now go to trial. Depending on that trial’s outcome, Connecticut may be ordered to
follow New Jersey’s lead in fundamentally changing its education system and its financing. If DECD will
not acknowledge this possibility, at least Connecticut’s policymakers should.

2. Connecticut should take better advantage of opportunities for interstate collaboration,
particularly in expanding transportation and energy infrastructure.

As the DECD report says, “Transportation systems are critical to the well being of individuals, the
productivity of businesses, and in general the overall health of economies.”'? Yet, traveling in Connecticut is
a difficult affair and the experience will degrade over time without substantial investment. For instance, on
the state’s current path, over the next 25 years, cities like Waterbury, Danbury, Norwich, and New London
will face a 100% increase in traffic delays.” Economic development requires that the state tackle the
congestion of its highways, the aged and inadequate infrastructure of its railways, and the relative
inaccessibility of its airports.

5 Id. at 531-32.

6 CONNCAN, THE STATE OF CONNECTICUT PUBLIC EDUCATION: A 2007 REPORT CARD FOR ELEMENTARY AND
MIDDLE SCHOOLS 8 (Oct. 2007).

7 CONNECTICUT ECONOMIC STRATEGIC PLAN at 10-11.

8 Id. at 318.

O1d. at 17.

10 The Abbott decision combined greatly increased funding for poor districts with free preschool education and a
concerted effort to tailor classroom instruction to student needs in poor districts. GORDON MACINNES, IN PLAIN SIGHT:
SIMPLE, DIFFICULT LESSONS FROM NEW JERSEY’S EXPENSIVE EFFORT TO CLOSE THE ACHIEVEMENT GAP (Brookings
Institution Press 2009).

W Connecticut Coalition for Justice v. Rell, 295 Conn. 240 (2010).

12 CONNECTICUT ECONOMIC STRATEGIC PLAN at 216.

13 Bernard Cohen, New England States Must Work Together on Transit, HARTFORD COURANT, June 28, 2009, at C1
(hereinafter “New England States Must Work Together on Transit”).
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When the DECD published its report, there were significant opportunities for interstate cooperation on
transportation on the horizon."* The American Recovery and Reinvestment Act (ARRA) had committed $8
billion to high-speed rail, and the submissions deadline for grant applications was approaching.”
Furthermore, President Obama had proposed an additional $5 billion over the next five years.'” The
President and Congress were looking to fund transformational transportation corridors, and Connecticut
has two such corridors in its proposed New Haven-Springfield high-speed line and the existing, but
underdeveloped, New York-New Haven-Boston line.

Unfortunately, Connecticut fell behind stiff competition from other states in developing its grant
application.'” Thirty-seven states and the District of Columbia applied for the $8 billion in ARRA funds,
with proposed projects totaling $57 billion."® Ultimately, Connecticut lost out on much of this source of
federal funds. Needing $800 million to $1 billion to improve Amtrak’s New Haven to Springfield line, the
state received grants totaling only $40 million.” In a follow-up application, the state and its municipalities
requested $630 million from a pot of $1.5 billion in available funds, but was one of only nine states that
received nothing.20 Now, the state must regroup and review its procedures for procuring federal funds to
ensure that such lapses do not occur in the future.

Furthermore, the state must not let remaining options slip away. In particular, Bradley Airport offers an
opportunity for collaboration with Western Massachusetts to which Connecticut should devote resources.”
Bradley contributes nearly $4 billion to Connecticut and the surrounding region, and it has the potential to
grow these numbers considerably.” The Airport’s low cost structure and competitive airfares mean it is well
positioned to add additional service.” For this reason, Connecticut’s neighbors are taking notice. In its
counterpart to the DECD report, A Framework for Action, Massachusetts proposed reintroducing
international service to Bradley.** Achieving this, along with building a high-speed spur to the New Haven —
Springfield rail line, would further increase Bradley’s contribution to the Connecticut economy.

Yet another opportunity for collaboration is energy. The DECD Plan notes that “in 2007 Connecticut
ranked 2™ highest in the nation in terms of overall energy prices.” > The rest of New England is scarcely
better. The region lacks an indigenous source of energy, but new technological developments could change
that. Regional collaboration can help secure federal funding for such innovations,” as well as energy
efficiency efforts. Indeed it already has. In November, Connecticut and a coalition of other Northeast states
received nearly $4 million to create a Green Jobs Bank.”

14 CONNECTICUT ECONOMIC STRATEGIC PLAN at 6, 235, 538.

15 Brian Knowlton, Obama Seeks High-Speed Rail System Across U.S., N.Y. TIMES, Apr. 17, 2009, at Al6.

16 1d.

17 Alan Wirzbicki, Northeast Trails in Race for Rail Funds, BOSTON GLOBE, May 18, 2009, at Al.

18 Alexander Hart, High-Speed Rail: Lobbyists Clamor for Stimnlus Money, CHICAGO TRIBUNE, Dec. 1, 2009, at C14.

19 See Don Stacom, State Comes Up Short Again; Connecticut 1eft out Completely in Bid for Transportation Funds, HARTFORD
COURANT, Al (Feb. 19, 2010).

20 [d.

21 CONNECTICUT ECONOMIC STRATEGIC PLAN at 538.

22 Id. at 266-67.

23 New England States Must Work Together on Transit.

24 MASSACHUSETTS EXECUTIVE OFFICE OF HOUSING AND ECONOMIC DEVELOPMENT, A FRAMEWORK FOR ACTION:
THE STATE REGIONAL ECONOMIC DEVELOPMENT STRATEGY 24 (Jan. 2009).

25> CONNECTICUT ECONOMIC STRATEGIC PLAN at 458.

26 THE NEW ENGLAND GOVERNORS> CONFERENCE, NEW ENGLAND GOVERNORS’ RENEWABLE ENERGY BLUEPRINT
(Sept. 2009).

27 Angela Carter, State to Develop Listing of Green Jobs, NEW HAVEN REGISTER, Nov. 19, 2009, at D1.
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3. Connecticut should focus more on small businesses.

Although the DECD report points out that “small firms are the engines of employment growth”?,
only a handful of its recommendations focus on them specifically.” Small businesses, however,
account for more than 97% of Connecticut’s employers and nearly 50% of its private-sector
employees.” The State must pay more attention to this sector. While there are a whole host of
possible small business initiatives, two seem particularly promising.

Growth Districts Initiative

Massachusetts recently implemented a Growth Districts Initiative (GDI) to expedite commercial
development. The Initiative combats the delay that results from zoning and land-use regulations and from
lapses in public infrastructure planning.” Rather than wait for individual projects to come along,
Massachusetts is planning ahead. While Connecticut does have a similar program called QuickTracts, it is
not particularly active.”” Moreover, it has never boasted the same state or municipal support as the GDL”

Under the GDI, Massachusetts municipalities sign up to work with the Executive Office of Housing and
Economic Development to identify growth areas. Within these areas, the Office streamlines processes for
local and state permitting, site preparation, and infrastructure improvement, and plans marketing efforts.
Massachusetts also is using the GDI to promote smart energy, green building, and low-impact development
as tools for achieving economic growth responsibly.*

One-Stop Economic Development Websites

The DECD report advocates creating a “first-class economic development website that has user-friendly
links to all state economic development programs and tax incentives.”” This is overdue: current online
resources” are simply not competitive with other states’ and, consequently, give the impression that
business development is not a state priority.

28 CONNECTICUT ECONOMIC STRATEGIC PLAN at 28.

29 Id. at 534.

30 U.S. SMALL BUSINESS ADMINISTRATION, CONNECTICUT SMALL BUSINESS PROFILE 1 (October 2009), available at
http://www.sba.gov/advo/research/profiles/09ct.pdf.

31 Executive Office of Housing and Economic Development, Growth Districts Initiative,
http://www.mass.gov/?pagelD=chedsubtopic&L=5&1.0=Home&L1=Economic+Analysis&l.2=Executive+Office+of
+Housing+and+FEconomic+Development&I.3=Massachusetts+Permit+Regulatory+Office&l 4=Growth+Districts+In
itiative&sid=FEhed (last visited Apr. 9, 2010).

32 Ashton Services, QuickTracts, http:/ /www.quicktracts.com/sites.html (last visited Apr. 9, 2010) (only three sites are
currently available).

33 'The QuickTracts project is sponsored by two private utility companies, not state or municipal funds. Id.

3% Growth Districts Initiative, supra.

35 CONNECTICUT ECONOMIC STRATEGIC PLAN at 536.

36 Examples: Department of Economic and Community Development, Business and Industry Development,
http://www.ct.gov/ecd/cwp/view.aspra=1097&Q=436466 (last visited Apr. 9, 2010); State of Connecticut, Connecticut
Licensing Information Center, http://www.ct-clic.com/ (last visited Apr. 9, 2010); Secretary of the State of Connecticut,
Commercial Recording Division, http://www.concord-sots.ct.gov/CONCORD /index.jsp (last visited Apr. 9, 2010);
Department of Revenue Services, Register Your Business Using One of Our Three Service Options,
http://www.ct.gov/drs/cwp/view.asp?a=1509&q=266240 (last visited Apr. 9, 2010).
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For example, contrast the DECD site with North Carolina’s. North Carolina’s one-stop shop provides
extensive information about locating, funding, starting, supporting, and growing a business in North
Carolina.”” Moreover, it promotes the state’s Business ServiCenter, a 1-800 line that provides free, one-on-
one consultation for businesses.” Another first-rate site, Pennsylvania Open for Business, allows companies to
file licensing and registration applications with multiple agencies through a single electronic template,
eliminating reams of repetitive paperwork, confusion, and delay.” If Connecticut is dedicated to growing
small businesses, it must learn from such examples.

4. Connecticut should ensure it gets the most “bang” for its development buck by
strengthening traditional “good governance” protections embedded in its economic
development agencies.

The DECD report identifies twelve proposals to lead Connecticut to the forefront in bioscience, IT,
digital media, and green technology. These proposals primarily consist of new funding sources for
entrepreneurs and expanding businesses.” While new funding could very well yield good returns, the
proposals understate a key point, especially relevant in today’s fiscal environment: to ensure every
dollar is spent most effectively, the state also must strengthen “good governance” protections.

Connecticut’s present business development infrastructure—centered in DECD, Connecticut Development
Authority (CDA), and Connecticut Innovations (CI)—has two main elements: financing to support early-
stage entrepreneurship“, and tax credits to stimulate specific economic activities.” The former would
benefit from coordination and accessibility-enhancing reforms; the latter, from better transparency and
accountability protocols.

Coordinating Business Incubation Efforts

Individually, none of Connecticut’s development agencies is particularly resource rich.” None has the
capacity to effect substantial, statewide change by playing the same role as private financing.*
Consequently, the agencies should seek to add value by doing what private sources cannot. By
coordinating efforts, they can help launch geographic clusters in industries whose firms benefit from
being in close proximity to each other. Development of these industries—which include all of the

37 North Carolina Department of Commerce, Energizing Minds to Build the Future, http:/ /www.nccommerce.com/en (last
visited Apr. 9, 2010).
38 North Carolina Department of Commerce, North Carolina’s Services for Your Business,

http://www.nccommerce.com/en/BusinessServices/StartYourBusiness/ (last visited Apr. 9, 2010).

¥Commonwealth of Pennsylvania, Pennsylvania Is Open for Business,

http://www.paopen4business.state.pa.us/portal /server.pt/communi a open for business/7176 (last visited Apr. 9,
2010).

40 CONNECTICUT ECONOMIC STRATEGIC PLAN at 534-35.

41 CONNECTICUT GENERAL ASSEMBLY, LEGISLATIVE PROGRAM REVIEW AND INVESTIGATIONS COMMITTEE,
CONNECTICUT’S ECONOMIC COMPETITIVENESS IN SELECTED AREAS 31-44 (October 6, 2009) (hereinafter
“CONNECTICUT’S ECONOMIC COMPETTTIVENESS”).

42 Id. at 49-63.

4 Id. at 33,40,44; GOVERNOR M JODI RELL, DEFICIT MITIGATION PLAN FOR FISCAL YEAR 2008-2009 at 9 (October 21,
2008) (indicating that the DECD would operate a “scaled-down” business incubation program).

4 CONNECTICUT ECONOMIC STRATEGIC PLAN at 13 (recognizing that Connecticut is a leader in venture capital
availability).
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DECD Plan’s four chief targets—can result in positive feedback, with business growth generating
further business growth.

While some informal coordination already occurs®, there is no formal process to harmonize
decision-making. Each development agency pursues its own mission, which at times may run counter
to the best interests of statewide development. To maximize the impact of Connecticut’s
development resources, the state could merge these three development agencies into a single agency
or, alternatively, could mandate: 1) an initial interagency planning session to coordinate efforts, 2) a
periodic interagency review process, and 3) a systematic mechanism for resolving conflicts between
agency interests and statewide development goals.

Increasing Accessibility and Consistency of Development Programs

Increasing the accessibility of economic development programs would reduce costs for businesses
and entrepreneurs looking to set up shop in Connecticut or expand their in-state presence. One
relatively easy-to-implement improvement would be to establish a true online hub for development
activity.” Here, businesses would be able to research financing opportunities, make contact with
decision-makers, and even apply for grants or loans.

Ensuring consistency in development programs would reduce planning costs for businesses and
entrepreneurs. Connecticut’s programs have been subject to tremendously variable funding®’ and
industry foci® on a year-by-year basis. For instance, the state has communicated uncertain support
for crucial state financing for stem-cell research on which hundreds of researchers depend.49 The
state should commit to consistent guidelines and funding. Doing so would free up private-sector
resources now devoted to keeping current with changes in development programs, as well as
promote more efficient planning and decision-making for Connecticut’s businesses.

Increasing Tax Credit Transparency

Recent controversy over the Film Tax Credit illustrates a need for effective oversight of
Connecticut’s targeted tax credits. Current credits implicate a wide range of economic activityso,
including research and development’ and job creation.”” The DECD Plan envisions three new
credits: for “angel” investments, for investments in underserved urban sites, and for “green” housing

projects.” While the Plan proposes convening a “blue ribbon” panel with authority to engage in a
one-time evaluation of current incentives™, it does not provide for ongoing oversight.

4 CONNECTICUT’S ECONOMIC COMPETITIVENESS at 12-15.

46 See Part 4, supra.

47 CONNECTICUT’S ECONOMIC COMPETITIVENESS at 35 (Table I11-3), 40 (Table I11-6), 44 (Table 111-9).

48 Id. at 46 (Table 111-11).

4 Arielle Levin Becker, State Stem Cell Funding Possibly in Jeopardy, HARTFORD COURANT, Dec. 14, 2009, available at
http://www.courant.com/health /hc-stem-cell-money-1214.artdec14,0,7932311.story.

50 Id. at 50 (Table I11-17).

S Id. at 52.

52 Id. at 58-59; CONNECTICUT ECONOMIC STRATEGIC PLAN at 534 (indicating that “very few companies have used” the
Job Creation Tax Credit).

53 Id. at 533-30.

> Id. at 530.
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A permanent system of transparency and accountability would allow the state to review whether each
incentive program is producing results and could foster coordination among the state’s various development
agencies. The possibilities for reform are broad, ranging from giving the legislature greater access to relevant
tax data” to requiring businesses to report publicly any tax incentive or other benefits received.” Ultimately,
the state should aim to create a Unified Development Budget, that (i) reports on all forms of public
investment in economic development, including tax expenditures as well as grants and loans, devoted to
each development goal and (ii) reports on the total financial support being provided to each business that
benefits from public investment and data about the state’s return on that investment. Only by establishing
such transparency can Connecticut lawmakers engage in the sort of meaningful cost-benefit analysis that
yields careful planning and coordination of state development efforts.

5. The Plan confirms that high state taxes are not an impediment to Connecticut’s economic
growth.

Connecticut is widely represented in the press and in public discourse as a very high-tax state. The facts,
however, do not support this contention, as careful analysis of the DECD report makes clear.

DECD?’s Plan confirms that Connecticut ties for the second lowest business taxes when measured as either the
“total effective business tax rate” or the business tax incidence relative to other state revenue generation. On
the first measure, Connecticut’s rates as of 2008, were 1.2% below the national average and only 0.1%
behind the category leader, North Carolina.”” On the second, the state received roughly one-third of its taxes
from business taxes, as compared with a national average of 44.1%.*

Studies that measure tax incidence indirectly, by making assumptions from data about a state’s tax base and
statutory rates (such as those from the Tax Foundation™ and Small Business and Entrepreneurship Council
(SBEC)” cited by the DECD report), rank Connecticut much worse—37" and 30" best, respectively.
However, the “effective rate” measures have a significant advantage: they rank states based on the taxes
businesses actually pay, as supported by real-world data, rather than allowing abstract generalizations that
may be inapplicable to Connecticut’s particular tax policies to dominate the discussion. As DECD said:

Both [effective business tax rates and relative business tax incidence| suggest that

Connecticut’s business tax burden is one of the lowest in the country. This differs from the

conclusions of the previous two studies cited (the Tax Foundation and SBEC studies) that

place Connecticut’s business tax burden in the mid-to high-range compared to other states.

The Ernst and Young report differs from these two studies in that it takes the actual

55 See, e.g., Connecticut Voices for Children, Szate Job Creation Tax Credits, 2 (Mar. 2010) available at
http://ctkidslink.org/ publications/bud10jobcteation.pdf (“Tax credits ate not subject to the same standards for
transparency and accountability as direct economic aid, . . . even though the fiscal impact on future state financial stability
. can be greater.”).
56 John Hottinger, Afm%m‘abz/zg/ Jfor Economic Dew/opmem‘ Subsidies,
lib

57 Id at 413 (citing Ernst & Young and Council on State Taxation, Total State and Iocal Business Taxes: 50-state estimates for
Jiscal year 2007, 15 (2008) available at www.cost.otg/WorkArea/Download Asset.aspx?id=72320 (hereinafter “Szate and
Local Business Taxes”)

58 CONNECTICUT ECONOMIC STRATEGIC PLAN at 413 (citing State and Local Business Taxes at 15).

5 Josh Barro, Tax Foundation, 2009 Business Tax Climate Index (Oct. 2008) available at

http://www.taxfoundation.org/ files/bp58.pdf.

%0 Small Business and Entreprencurship Council, Business Tax Index 2009: Best to Worst

State Tax Systems for Entreprenenrship and Small Business (Apr. 2009) available at

http:/ /www.sbecouncil.otg/uploads/Business TaxIndex2009Final.pdf.
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dollar amount of business taxes paid into account. This suggests that while different
indicators such as high property taxes and fuel taxes may suggest a relatively burdensome
business tax climate in Connecticut, in terms of dollars paid, businesses in the state do not
carry a relatively large share of the tax burden.”’ (emphasis added)

DECD also observed an interesting dynamic created by the Tax Foundation’s flawed methodology:

The Tax Foundation index, for example, rewards states with low tax rates and the broadest
possible bases (the fundamental rule of taxation), and penalizes states that have tax programs
targeted toward specific industries. Connecticut’s targeted tax programs would therefore
appear to hurt the state’s standing in this index.”

The Tax Foundation’s methodology opens the door for a vicious cycle when applied to Connecticut’s tax
policy strategy: large corporations lobby for tax incentives, citing Connecticut’s poor tax climate ranking,
and granting these incentives then worsens the state’s ranking by the Tax Foundation, bolstering the case
for incentives, despite the fact that the actual taxes as a percentage of incomes have decreased. Connecticut
should not reward this form of paid chicanery. Creating new business tax incentives does not make the state
less business-friendly.”

The mismatch between perception and reality begs the question: why do people think Connecticut has high
taxes?™ Several common arguments do not stand up to close analysis:

e Argument #1: Connecticut has high total per capita state taxes.

o Connecticut’s total state and local taxes as a percentage of income are actually
the nation’s #hird lowes!”, even if the state ranks in the “middle of the pack”
when considering state taxes alone.® Using data from the United States
Commerce Department, DECD identified that Connecticut’s residents pay the
24" highest state taxes nationally. For every $1,000 of income earned in
FY2007, the state collected $72.18 in taxes, a figure down from $78.76 in
FY1999. This measure, however, does not capture the full effect on
Connecticut residents: it leaves out both local taxes and miscellaneous fees.
Since Connecticut relies relatively less heavily on fees than its peers, and more
heavily on local property tax revenues, adding these categories presents a
picture of taxation that is more representative of the real economic impact of
the state’s policies. This is not the story commonly told in Hartford.

61 CONNECTICUT ECONOMIC STRATEGIC PLAN at 413.

62 Id. at 413-14.

63 SHELLEY GEBALLE, BUSINESS TAX CREDITS: THE BLANK CHECK IN CONNECTICUT’S ECONOMIC DEVELOPMENT
PORTFOLIO? CONNECTICUT VOICES FOR CHILDREN (March 2008) (hereinafter “BUSINESS TAX CREDITS”).

%4 Some people may be conflating taxes and business costs, generally. Connecticut’s business costs are relatively high, but
much of the problem lies in utility costs. Instead of backing into a solution via tax incentives, the state should work to
solve utility cost problems directly, through infrastructure enhancements, as this would benefit not only Connecticut’s
businesses, but also its families.

65> SHELLEY GEBALLE, PUBLIC INVESTMENT FOR A MEDIOCRE FUTURE: WHERE CONNECTICUT STANDS ON STATE AND
LOCAL REVENUES, CONNECTICUT VOICES FOR CHILDREN (]une 2008) (hereinafter “PUBLIC INVESTMENT FOR A
MEDIOCRE FUTURE”).

66 CONNECTICUT ECONOMIC STRATEGIC PLAN at 420.

67 Id. at 418.
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o Also, Connecticut’s taxes are generally proportional and Connecticut residents
have disproportionately high incomes—for this reason, tax as a share of
personal income is a more appropriate indicator than per capita tax.”

e Argument #2: Connecticut residents pay a lot in income taxes.

o True, but these taxes are mostly federal, and they are high because Connecticut’s
residents” high incomes place them in high federal tax brackets.” The additional
state income tax is quite low relative to what Connecticut taxpayers pay in
federal taxes.

e Argument #3: Connecticut businesses face relatively high statutory tax rates.

o 'This is not accurate in several respects. First, only C-corporations are subject
to the corporation business tax; S-corporations and LL.Cs pay only a $250 per
year business entity tax for the privilege of doing business in Connecticut, even
if they rank among the state’s largest businesses. Second, the 7.5% corporate
business tax rate is less than the rate in about a third of the states that have this
tax, and many Connecticut corporations do not actually pay this rate.
Connecticut has enacted dozens of tax credits, exemptions, exclusions,
deductions and changes in apportionment formulae that drive the average
effective corporate rate much lower.” This represents a policy choice of
targeted tax expenditures rather than across-the-board rate reductions.

o The actual problem is more subtle than it first appears. While this bifurcated
approach may preferentially help large multi-national corporations, smaller
Connecticut-based businesses—and firms looking to move into Connecticut—
are more likely to face the higher statutory rate.”' Accordingly, the state may be
disadvantaging precisely those companies most likely to be responsible for job
growth in Connecticut’s near future.

Boosting Connecticut’s economy will require countering the perception, embodied by claims such as those
above, that Connecticut is a high-tax state. The DECD report indicates the contrary, and supports a strategy
to move beyond tax debates and onto more substantive structural changes that enable Connecticut to better
capitalize on available opportunities for economic growth.

68 Id. at 399.

% DECD illustrates this point nicely with a graph on page 404 of its report.
70 1d. at 413.

" BUSINESS TAX CREDITS.
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