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Senator Fonfara, Senator Frantz, Representative Rojas and members of the Committee, 
 
I submit this testimony today on behalf of Connecticut Voices for Children, a research-based child 
advocacy organization working to ensure that all of Connecticut children have an equitable 
opportunity to achieve their full potential. At Connecticut Voices for Children, we view the state 
budget as the clearest statement of Connecticut's policy priorities. We believe that these priorities 
should advance long-term inclusive economic prosperity, improve equity of opportunity, and assure 
support for our most vulnerable residents. We believe that an effective revenue system can advance 
these core priorities by adhering to five principles: equity, neutrality, adequacy, transparency, and 
simplicity. 

• Equity means that those with a greater ability to pay, pay more (vertical equity) and those in 
similar situations with the same ability to pay, pay equally (horizontal equity). 

• Neutrality means that our tax system avoids unintentionally influencing private decisions.  

• Adequacy means that our tax system raise sufficient revenue to continue to provide the 
level of public services that society desires in the near- and long-term. Stability and elasticity 
both contribute to an adequate system; stability means that revenues grow predictably, while 
elasticity means that a particular tax grows in tandem with the economy. 

• Transparency means that the impact of particular tax policies, as well as processes for 
administering and complying with the tax system, can be easily assessed. 

• Simplicity means that taxpayers can easily understand how the government raises revenue 
and spends their tax dollars. 

 
In accordance with these principles, today’s testimony will focus on specific provisions within and 
H.B. No. 7322 (a provision to increase the rate of the sales and use taxes and repeal certain 
exemptions) and S.B. No. 1054 (a provision to increase certain personal income tax rates). We 
begin with recognition that today’s budget challenge reflects a structural deficit. The combination of 
long-term changes to our economy and long-term failure to make timely payments to our state 
pension systems have created a structural gap between revenue and expenses. Problems created over 
the long term require long-term solutions, not short term fixes.  
 
We recognize that this Committee has already taken important steps toward a long-term solution 
simply by considering changes on the revenue side of the budget ledger, alongside strategic line-item 
cuts. Our analysis of the Governor’s budget found his proposal fell short on measures of equity and 
adequacy, as the combination of tax hikes to low- to middle-income individuals through cuts to the 
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Earned Income Tax Credit and the elimination of the Property Tax Credit, and cuts to programs 
such as Care 4 Kids and HUSKY A, would target the same groups of low- to middle-income 
families. For example: a single mother with two children making $30,000 per year would lose 
her health insurance, be unable to enroll her children in Care4Kids, and could see a tax 
increase of $93. 1 
 
Turning to the two proposals before this committee, we find that while they do generate 
critical revenue, they do not address the systemic challenges faced by our state.  By not 
offering long-term solutions to our collective challenges, service providers and businesses alike will 
continue to be constrained by uncertainty. We urge the Committee to seize on the current challenges 
by offering bold solutions: 
 
1) Increasing the sales tax without broadening the base will amplify the overall regressvity of 
the total state and local tax system, and does not address the erosion of the sales tax base.2 
 
Over the past 40 years, there has been a shift in the percentage of household spending on goods 
versus services, with household spending on services increasing from one-third to approximately 
one-half of total household budgets, and spending on durable and non-durable goods decreasing by 
nearly the same amount. Yet, services – such as legal fees, interior design, tennis lessons, car washes, 
pet grooming, bowling alleys, and limousine services – continue to remain largely untaxed. The 
failure of our laws to keep up to date has resulted in sales tax revenue declining from nearly a third 
(31.9 percent) of total General Fund revenue in 2001, to a quarter (25.2 percent) in 2015.  

 
Failure to keep our laws up to date with the 21st century economy has weakened the sales tax as a 
stable source of revenue. Broadening the sales tax base to include services will strengthen the state's 
revenue system by ensuring adequacy, reducing volatility, creating a more equitable system, and 
generating significant revenue so that we can continue to invest in education, healthcare, 
transportation, and other critical services.3 
 
2) The income tax proposal included in S.B. No. 1054 stops short of creating a more 
equitable tax system, and does little to redress income inequality. 
 

                                                 
1 See our analysis of the Governor’s budget and district fact sheets: http://www.ctvoices.org/ChildrenFY18Governor 
2 Our Revenue Options brief is available online here: http://www.ctvoices.org/revenue2017 
3 See our infographic on the sales tax proposal here: https://magic.piktochart.com/output/21355011-sales-tax 
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A recent report from the Center on Budget and Policy Priorities finds that Connecticut’s income 
distribution is the third most unequal state in the nation. The report cites upside down total state and 
local tax systems (which impose a higher effective rate on lower income taxpayers4) and the growth 
in the share of investment income (from dividends, capital gains, and interest) to total income that 
goes primarily to high-income households, as contributing factors.5  
 
To address this imbalance, we proposed a half percentage point increase on the top two personal 
income tax brackets combined with higher capital gains and dividends rates to generate more than 
$500 million in new revenue. Over a third of this increase would be offset by larger federal income 
tax deductions typically available to high-income earners, meaning that of the $508 million in new 
revenue, the state would only raise $329 million from taxpayers. The top 1 percent of taxpayers 
would be responsible for 95 percent of the proposal.    
 

Fixing the Upside-Down Tax System Could Generate a Half Billion in New Revenue 

1. Higher Capital Gains and Dividends Rate on Top 3 Income Groups: 6.5% to 7%; 6.9% to 7.5%; 6.99% to 8% 
 

Top 5% State Tax 

Change 

Federal 

Offset % 

Federal Tax 

Change 

Net Tax 

Change Next 4% Top 1% 

Average Tax Change $50 $7,869 

$141.8 million 33% -$46.4 million $95.4 million Share of Total Change 2% 97% 

% Facing Tax Increase 39% 93% 

2. Higher Personal Income (PIT) Tax Rate on Top 2 Income Groups: 6.9% to 7.4%; 6.99% to 7.49% 
 

Top 5% State Tax 

Change 

Federal 

Offset % 

Federal Tax 

Change 

Net Tax 

Change Next 4% Top 1% 

Average Tax Change +162  +11,734  

$217.3 million  36% -$78.1 million $139.2 million  Share of Total Change 5% 95% 

% Facing Tax Increase 25% 99% 

3. Higher PIT Tax Rate on Top 2 Income Groups: 6.9% to 7.9%; 6.99% to 7.99%; and Higher Capital Gains and 

Dividends Rate on Top 3 Income Groups. 
 

Top 5% State Tax 

Change 

Federal 

Offset % 

Federal Tax 

Change 

Net Tax 

Change Next 4% Top 1% 

Average Tax Change +368  +27,451  

$507.8 million  35% -$179.3 million $328.5 million  Share of Total Change 5% 95% 

% Facing Tax Increase 42% 99% 

Institute on Taxation and Economic Policy 

 
Acknowledging the need for modernization, we have proposed a broadening of the sales tax base to 
include services while at the same time lowering the rate. Doing so will strengthen the state's 
revenue system by ensuring adequacy, reducing volatility, creating a more equitable system, and 
generating $730 million in critically needed revenue. 
 

Thank you for this opportunity to submit testimony today. 
Please feel free to contact me if you have questions or need additional information. 
I can be reached at dthomas@ctvoices.org or (203) 498-4240 (x 114). 

                                                 
4 A family making less than $25,000 a year pays an estimated 11 percent in state and local taxes while a family making over 
$1,331,000––the top 1 percent––pays 5.5 percent. If the top 5 percent of Connecticut households paid the same effective tax 
rate as the remaining 95 percent of households, the state could raise more than $2 billion annually. 
5 McNichol, Elizabeth. Center on Budget and Policy Priorities. How State Tax Policies Can Stop Increasing Inequality and 
Start Reducing It. December 2016. Retrieved from: http://www.cbpp.org/research/state-budget-and-tax/how-state-tax-
policies-can-stop-increasing-inequality-and-start 

mailto:dthomas@ctvoices.org
http://www.cbpp.org/research/state-budget-and-tax/how-state-tax-policies-can-stop-increasing-inequality-and-start
http://www.cbpp.org/research/state-budget-and-tax/how-state-tax-policies-can-stop-increasing-inequality-and-start
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Appendix 1: Estimated Revenue Raised by Applying Sales Tax to Services  
 
The table below includes the estimated revenue that could be generated by expanding the sales tax to 
different services in Connecticut. It does not represent a comprehensive list of all services, and the 
revenue estimates below are approximations. These estimates include business-to-business purchases. 
Some of the items listed below, such as legal services, architectural services, engineering, accounting, 
bookkeeping, payroll, and advertising, are consumed more by businesses than by individuals. The table 
is based on data provided by the Institute for Taxation and Economic Policy. 

 
Description FY17 Revenue ($ Millions) 

Total 1,342.3 

Computer and data processing services 198.3 

Attorneys / Legal Services 192.3 

Architectural and Engineering Services 176.1 

Investment counseling and portfolio management 119.8 

Accounting and bookkeeping 101.7 

Intrastate courier service 80.8 

Amusement and recreation services 66.3 

Website creation, hosting, and maintenance 57.8 

Advertising agencies, advertising time/space, and direct mail 52.5 

Utilities for agricultural production or manufacturing 44.8 

Renovation and Repair for Residential Real Property 32.8 

Barber shops and beauty parlors 32.1 

Veterinary sevices (doctors and hospitals) 29.7 

Travel agent services 18.1 

Calibration Services and ISO Services 16.6 

Health club and athletic club services (certain services only) 15.7 

Environmental consulting services (analysis, management, public relations) 15.7 

Funeral services 14.3 

Check and debt collection 13.7 

Laundry and dry cleaning services 12.8 

Taxi fares 8.1 

Interior design and decorating 6.5 

Motion picture leasing or rental 6.3 

Sale of repair or maintenance on vessels 4.6 

Tax preparation services 4.5 

Massage therapist and electrologist services 2.9 

Media Payroll Services 2.9 

Land surveying 2.8 

Winter boat storage 2.5 

Diaper service 2.5 

Fur and clothing storage 2.2 

Bowling alleys 2.0 

Coin operated video games and pinball machines 1.1 

Gift and package wrapping services 0.7 

Campground rentals 0.6 

Shoe repair services 0.2 
Institute on Taxation and Economic Policy. 
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APPENDIX 2: Millionaires Thrive in Connecticut Thanks to Public Investments 

 

Anti-tax advocates have been inaccurately citing Internal Revenue Service (IRS) data in an effort to 

convince their audience that higher taxes have resulted in a “mass exodus” of residents seeking low 

tax states.6 They assert that the income of residents who moved out of the state is income lost to 

another state, therefore depleting Connecticut’s finances. It is a claim that former Tax Foundation 

economist Lyman Stone has written rests “on an egregiously wrong use of the data” by analysts who 

“have either failed to perform the most basic due diligence…or else actively mislead their 

readers.” In other words, the vast majority of people who leave a state hold jobs that will be filled by 

people joining the labor force from within the state or moving in, resulting in no “loss of income” at 

all.7   

 

Indeed, a 2016 study found that millionaires were much less likely to move than the rest of the 

population and that there was only a very small influence of income tax rates on the probability of 

moving. This study, based on 13 years of IRS tax data from all millionaires in the U.S., found that 

millionaire mobility and the low levels of responsiveness of millionaires to taxes meant that top tax 

rates would only start to decrease revenue if they were significantly higher than the single digit rates 

of Connecticut. A half percent, one percent, or two percent increase in the top tax bracket would 

not have a negative impact on revenue due to migration.  

 

Florida is the main destination for migration from high and low tax states in the Northeast. The 

limited effect of tax rates on millionaire migration and the minimal effect on the tax base are not 

surprising given that the only evidence of millionaires moving to a low-tax state were those who 

moved to Florida.8 Indeed, 38 percent of all residents leaving Connecticut moved to Florida, the 

leading destination for virtually all Northeastern and Rustbelt states––including New Hampshire, 

which does not have any broad-based income tax. Common sense says many of these people leaving 

Connecticut are retirees seeking warmer weather, who likely would move regardless of Connecticut 

tax levels. For those that do leave, a younger more productive worker is likely to replace the retiree, 

which improves the businesses bottom line, raises taxable income, and improves the productivity of 

the state’s economy.  

 

Despite the natural migration from state to state, Connecticut continues to produce high-income 

earners. According to filing data from the IRS, from 2010 to 2014, the number of returns filed 

by earners with incomes between $200,000 to $500,000 increased by 30.1 percent and their 

total adjusted gross income (AGI) increased 30.1 percent; the number of returns filed by earners 

with incomes between $500,000 to $1,000,000 increased by 26.7 percent and their AGI 

increased by 26.8 percent; and the number of returns filed by earners with incomes above 

$1,000,000 increased by 18 percent and their AGI increased by 21.2 percent.   

 

                                                 
6 Riordon-Nold, Michelle. CT Data Collaborative. Income Leaving CT? Not really — Understanding IRS Migration Data. June 2016. 
Retrieved from:  http://ctdata.org/news/income-leaving-ct-not-really-understanding-irs-migration-data/ 
7 Stone, Lyman. In a State of Migration. Are Blue States Bleeding? October 2015. Retrieved from: https://medium.com/migration-
issues/are-blue-states-bleeding-a33ade9e35f8#.aqdhppfku 
8 Young, Verner, et. al. American Sociological Review. Millionaire Migration and Taxation of the Elite: Evidence from Administrative Data. 
Retrieved from: http://www.stanford.edu/~cy10/public/Jun16ASRFeature.pdf 

http://ctdata.org/news/income-leaving-ct-not-really-understanding-irs-migration-data/
https://medium.com/migration-issues/are-blue-states-bleeding-a33ade9e35f8#.aqdhppfku
https://medium.com/migration-issues/are-blue-states-bleeding-a33ade9e35f8#.aqdhppfku
http://www.stanford.edu/~cy10/public/Jun16ASRFeature.pdf

