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A Better Approach to Budgeting:

Concerns about the Austerity Approach of State Budget Proposals

Connecticut’s budget is the clearest statement of
its policy priorities. As such, it should prioritize
revenue and expense options that advance
long-term inclusive economic prosperity,
improve equity, and assure support for our most
vulnerable residents. Achieving these outcomes
requires a balanced budget: one which looks
to shared sacrifice and shared opportunity and
builds a strong foundation for our future. None
of the budget proposals put forth to date meet
this challenge, adopting instead a cuts-heavy
austerity approach to the two-year $41 billion
budget. This is on the heels of last year’s budget
cuts of nearly $1 billion, which resulted in a
record-low share of the budget dedicated to
children’s programs.!

As the Governor and the Legislature go back
to the drawing board to address the new
budget deficit projections which increased the
total deficit forecast of $3.6 billion for fiscal
years (FY) 2018 and 2019 to approximately
$5 billion, we urge them to ground their

work in an understanding of the economic,
demographic, and political changes that have
created today’s ever-growing challenge, and
to reject a crisis-driven, short-term approach.
Connecticut faces a structural deficit that
requires a structural response. Working
together we can reach a balanced budget that
invests strategically and builds opportunity over
the long term. By providing an analysis of the
flaws in the budget proposals to date, we hope
to lay the groundwork for a better approach:
one that can support new investments to keep
Connecticut an attractive place to find a job,
start a business, and raise a family.

Spending - Holding Back Future
Generations

The Governor’s budget proposal offered a cuts-
focused austerity budget that raises revenue
by asking for more from those with less.
Compared with the current fiscal year’s (FY
2017) appropriated spending, the Governor’s
budget cuts $1.36 billion from government
services, assumes $1.56 billion in public sector
concessions, and raises $600 million in new
revenue, largely by raising taxes on low- to
middle-income families.” Under the Governor’s
proposal, low-income families would lose access
to health care (through HUSKY A and School
Based Health Centers); wraparound services
through their schools; scholarships to attend
college; and Care 4 Kids child care subsidies
that allow parents to work and children to
grow. At the same time, the budget would
reduce family income for low- and moderate-
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income families by decreasing the Earned Income Tax
Credit which has been proven to be the most effective
policy for reducing child and family poverty. Conversely,
proposed changes to the estate tax would give some 600
of the state’s wealthiest taxpayers each an average tax break
of $100,000.° Finally, while the Governor does propose
an innovative way to shift state funds from wealthy school
districts to those with fewer resources by shifting one-third
of teachers’ pension costs to municipalities, the short-term
timeframe and lack of integration with comprehensive
education funding reform jeopardize municipal budgets
and children’s educations.

The budget put forward by the Appropriationns and
Finance Committees® softens the Governor’s blows but also
falls short of a balanced approach. Under the Committee’s
proposal, low-income families would maintain eligibility
for HUSKY A and healthcare services at school but would
be required to pay $27 per month for their insurance,
a challenge for families at that income level. While the
Committee’s budget would allow some families on the
waitlist for Care 4 Kids child care subsidies into the
program, hundreds or thousands of families would likely
keep waiting. While some families would be able to
maintain access to certain educational supports such as
Family Resource Centers, they would still face the loss
of parenting supports necessary for effective community
schools. Finally, unlike the Governor’s proposal, the
Appropriations Committee does not increase funding to
help the Department of Children and Families (DCF)
meet the needs of children in foster care pursuant to the
Juan E consent decree (a court-approved settlement that
requires the State to meet established benchmarks for

child well-being).
The budget proffered by Republican leadership provides

some buffers from the Governor’s budget cuts and includes
notable expansions in funding; however, it also includes
troubling cuts and consolidations of its own. While the
Republican budget proposes the most ambitious expansion
of education formula funding - $151 million by FY 2019
- it finances this increase in part by withholding over $300
million in sales tax revenue that had been earmarked
for town aid and by cutting other programs that largely
benefit the least resourced towns. While the Republican
budget increases funding for Care 4 Kids funding over the
proposals of either the Governor or the Appropriations
Committee, it folds the Office of Early Childhood into
the State Department of Education, contradicting best
practices documenting that early childhood programs are

best administered under their own department. While
it includes line item support for DCF to exit from the
Juan E consent decree, it subverts that very goal with
deep cuts to DCEF staffing which would likely undermine
the Department’s progress toward meeting express (best
practice) goals for social worker to child and family staffing
ratios. Unlike the other budgets, the Republican budget
nearly fully funds Family Resource Centers, and like the
Appropriations Committee budget, the Republican budget
protects School Based Health Centers and HUSKY A
parent income eligibility level but requires participants
to pay $27 per month for their insurance.

Revenue - Proposals Do Not Feature a
Balanced Approach

In assessing the revenue side of the budget, we adhere to
best practices principles for revenue systems: basic fairness,
adequacy, neutrality, transparency, and predictability. All
three budget proposals fall short of those principles. In
terms of fairness, two of the three proposals raise taxes
for low- to middle-income families by cutting the Earned
Income Tax Credit, which reaches about 200,000 low-
and moderate-income households.> At the same time, all
three proposals provide an average tax cut of $100,000 for
some 600 taxpayers with estates between $2 million and
$5.25 million by increasing the estate tax exemption to
the federal threshold.® In terms of neutrality, each proposal
cuts taxes by more than $30 million over the next two fiscal
years for insurance companies. And in terms of adequacy
and predictability, each proposal relies on a one-time tax
amnesty program to generate nearly $45 million over
the next two fiscal years, together with $1.5 billion in
undefined labor concessions, plus an assortment of fees,

CT Voices budget analysis.
BEA Total Personal Income 2008-2016
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such as for marriage licenses and criminal records.

The aforementioned proposals would do nothing to
address an outdated tax code that does not align with
today’s economy. Since 2013, inflation-adjusted tax
collections have declined by more than $38 million, and
the ratio of tax collections to personal income - a measure
of ability to pay - has declined from 6.87 percent in 2013
to 6.67 percent in 2015, as reflected in the chart below.
These declines reflect the need for a broad-based reform
of our revenue system to align with economic changes and
to drive economic growth.

Connecticut Must Protect Against Federal
Threats

State lawmakers should also consider threats to federally
supported programs when crafting the state budget. While
Congress reached an agreement for current-year spending
this week that preserves funding for key children’s supports
such as childcare and afterschool programs, these and
other supports are at risk of major cuts in the proposed
FY 2018 federal budget. According to a new report from
the Center on Budget and Policy Priorities, federal grants
accounted for one-fifth ($6.122 billion) of the state budget
in 2016 and supported important programs for low- to
moderate-income families.® Steep cuts at the federal level
would likely mean even deeper cuts at the state level to
programs that are critical to low- and moderate-income
children and their families.

A Crossroads for Connecticut

The solution to Connecticut’s budget woes lies not with
a pure austerity approach, tax hikes for working families,
or short-term revenue tweaks. Connecticut needs a
new approach, one that includes longer-term economic
planning grounded in a vision of shared prosperity and

Inflation-adjusted using CPI-AUC seasonally adjusted, annual averages
2008 —2015. 2016 and 2017

FY 2016 Federal Funding to Connecticur (in millions)”

Medicaid $4,582
SNAP (Supplemental Nutrition $788
Assistance Program)

CHIP (Children’s Health $62
Insurance Program)

TANF (Temporary Assistance for $267
Needy Families)

CCDBG (Child Care and $53
Development Block Grant)

SSBG (Social Services Block $18
Grant)

21st Century Community Center

Learning Centers $7
(Afterschool programs)

equitable opportunity for every child in our state. This
includes addressing an outdated revenue system. Revenue
options that present an opportunity to build foundations
for thriving communities include the following:’

Reform the sales and use tax

Failure to keep our laws up to date with the 21st-century
economy has weakened the sales tax as a stable source of
revenue. Households spend more on services and online
sales — purchases often outside of the current tax structure
— today than in the past. Services are often tax-exempt, in
part because they have been deemed difficult to collect.
And while taxes are legally due on online purchases,
retailers are not required to collect them. As a result, sales
tax revenue decreased from nearly a third (31.9 percent)
of total General Fund revenue to a quarter (25.2 percent)
in 2015. By broadening the sales tax base to include
services, the state could begin to reduce revenue volatility,
create a fairer tax system, and generate $1.5 billion in new
revenue.'® By enacting legislation to shift the burden of
reporting sales to online merchants, the state could make it
harder for them to undercut local brick-and-mortar stores
while increasing revenue by approximately $75 million.

Enact a sweetened beverage tax

A growing body of research indicates that increasing the
price of sugar-sweetened beverages reduces consumption
and the associated adverse health impacts, especially for
low-income individuals. In response, Berkeley, California,
Philadelphia, and Cook County, Illinois have all enacted
a per-ounce tax on sweetened beverages. In Connecticut,
legislation proposed in 2015 called for a tax of one cent
on each fluid ounce of soda. The legislation would have
required the revenue to be used for “education and
outreach regarding obesity, heart disease and diabetes.”
Estimates from the Rudd Center find that a similar
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penny-per-ounce tax would raise nearly $141 million, not
to mention the long-term savings associated with better
health outcomes.

Fix our upside-down tax system

Connecticut’s overall tax system (including income,
property, and sales and excise taxes, minus federal
deductions) allows the most powerful among us to pay
a much lower percentage of their income in taxes. For
example, 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
in state revenue annually.

One fix the state could consider is a half percentage point

References

increase on the top two personal income tax brackets.
This would raise an estimated $217.3 million in new state
revenue—95 percent of which would fall on the top 1
percent of taxpayers.

Another fix would be to revisit the structure of our property
tax system. Today, the vast disparity in property tax rates
across our towns and cities contributes to our upside-down
tax system, stifles economic development, exacerbates racial
disparities, and contributes to educational inequalities.
Consideration of a state-level property tax would offer the
opportunity to leverage the property wealth of the state
for the benefit of all of its residents. A statewide adjusted
property tax could decrease the regressivity of our overall
tax structure, strengthen the tax base of our largest cities,
and establish a uniform non-residential property tax rate
to assure predictability and uniformity to the business
community."

! See our Children’s Budget analysis here: http://www.ctvoices.org/publications/connecticuts-declining-childrens-budget
%See our full analysis of the Governor’s budget proposal here: http://www.ctvoices.org/ChildrenFY18Governor

3 See our testimony regarding S.B. No. 787 — An Act Concerning Revenue Items To Implement the Governor's Budget: http://www.ctvoices.org/

sites/default/files/030917 fin sb787 revenueitemsgovbudget.pdf

* The Appropriations Committee did not vote on their proposal; the Finance Committee voted favorably on their revenue package.

> See our EITC brief and data on the average credit, number of credits, and sum of credits in all 169 towns here: http://www.ctvoices.org/publica-

tions/ restoring—connecticuts—earned—income—tax—credit—makes—sense

¢CT Voices Testimony Regarding S.B. No. 787 — An Act Concerning Revenue Items To Implement the Governor's Budget htp://www.ctvoices.

org/sites/default/files/030917 fin sb787 revenueitemsgovbudget.pdf

’Law, Iris. Leachman, Michael. Center on Budget and Policy Priorities. Programs for Low- and Moderate-Income Families Could Bear the Brunt

of Cuts. March 2017: htep://www.cb

.org/research/state-budget-and-tax/at-risk-federal-grants-to-state-and-local-governments

8See our blog post, Budget Updates: the Impact of Federal Grants on Connecticut’s Budget: http://www.ctvoices.org/FedgrantsCT

?See our latest revenue options brief: http://www.ctvoices.org/Revenue2017
10See our blog post, Modernizing the Sales Tax: http://www.ctvoices.org/SalesTaxModernization

! See our latest property tax report: http://www.ctvoices.org/proptax
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