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Breaking the
Bond Lock

So Connecticut’s children, families, and businesses can thrive



Today’s Agenda

When/Where of  budget 
restrictions

How they work

Why they are bad

Who can fix them



Where do 
the budget 
restrictions 
come from?

AND WHY?



Cast your 
mind back 
to 2017

• Partisan deadlock
• 19 different budgets

• Over 100 days and no 
budget

• Behind closed doors 
negotiations

• Supermajority passage



Bipartisanship consequences

The budget passes 
with an 

overwhelming 
majority in both 

chambers…

Including new 
definitions for the  

constitutional 
spending cap. . .  

And three other 
fiscal restraints.



Who cares?
The fiscal restrictions were rushed to the floor, 

without hearings or time for scrutiny. 

The fiscal restrictions could exacerbate the 
budget crisis.

The fiscal restrictions do not address root 
causes of  budget crisis.



What are the root causes?
Beyond the scope of this presentation, but…

Slow economic growth

Past obligations after 
underfunding pensions 

for decades
Outdated revenue 

system

Long-term structural deficits



The Budget 
Restrictions



The 
spending 

cap

The spending cap requires that 
general budget expenditures not 

grow at a rate greater than the 
increase of  personal income or 

the increase of  inflation. 

Originally passed in 
1991, the constitutional 

spending cap can be 
changed only with a 3/5 

majority in both 
chambers. But how you define bolded terms 

matters.



The 
spending 

cap

General expenditures will include pensions –
partially in 2023, fully in 2026. (note “rebasing”)

General expenditures now includes grants to 
distressed municipalities (note our cities)

General expenditures base line starts from low 
baseline, after years of  austerity. 

Defining the 
cap

General expenditures

Income growth and inflation
Basing the average on a relatively short time 
period (5 years) might be a potential problem.

Allowable growth based on actual expenditures, 
not authorized expenditures



The 
volatility 

cap

Income tax has two components:

Good policy goal

Withholdings 
from paychecks

Estimates and 
finals

typically, 
investment 

income

Predictable,  
relatively stable

Very 
unpredictable, 

volatile



The 
volatility 

cap

Any estimates and finals revenue in excess of  
$3.15 billion into the Rainy Day Fund.

Hard cap not tied to volatility, income growth, 
or economic growth.

Sets a hard limit on revenue

Missed opportunity

A better cap would be dynamic, adjusting 
according to average revenue and growth in 
revenue over last several years.

Legislation already created a dynamic spending 
cap, scheduled to take effect in 2021.
 Bipartisan support, responsive to market conditions, 

nuanced.
 New volatility cap repealed it.



The 
bond cap The bond cap restricts 

Connecticut to issuing $1.9 
billion of  bonds per year 

beginning in FY 2019.Limiting state borrowing 
pay for long-term 

projects.



Significant reduction in borrowing 
capacity
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General Obligation Bond1 Issuances (FY 2005-2017)

1 Includes the following general obligation bonds, as summarized in the Treasurer’s annual reports: “GO Tax Supported”, “GO Bond Anticipation”, “General Obligation Teachers’ Retirement System,” 
“Economic Recovery Notes,” and “GAAP Conversion” bonds. Excludes special tax obligation bonds (for the Special Transportation Fund), Clean Water Fund bonds, UCONN 2020, and others. 
Source: Treasurer’s Annual Reports



The Bond Lock



What is the Bond Lock?

Section 706 of  the law 
implementing the Fiscal Year 

(FY) 2018-2019 budget:

Whenever Connecticut issues a 
bond for a two-year period 

beginning in May, it must pledge 
not to change the three new 

spending and revenue 
restrictions for the life of  the 

bond (typically 10 years) except in 
extraordinary circumstances. 



How does 
that interact 

with the 
other fiscal 
restrictions?

The Bond Lock sets in 
stone the three fiscal 

restrictions--all of  which 
have weaknesses that 
should be addressed--

limiting the ability of  the 
state to deal with changing 

circumstances.



How does 
that interact 

with the 
other fiscal 
restrictions?

Bond covenants are contracts –
Connecticut would be legally 

bound to keep them in place, no 
matter what future Governors or 

legislatures might want.

Changing any of  them would be 
extremely risky: 
Attract litigation from bondholders 
(mind the bond trolls).

Potential additional cost in interest and 
penalties- even a potential bond default.



How might the Bond Lock limit 
opportunity for children and 

families?

By making it extremely difficult to change any 
of  these restrictions for more than a decade, 
the Bond Lock limits the state’s ability to 
address both existing and unanticipated 
challenges, today and into the future.



Limiting Investments 
in Children and Families

Source: Connecticut Voices for Children analysis

Non-Functional includes:
• Pensions
• Retired Health Costs
• Teachers’ Retirement
• Debt Service
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Is this even legal?
Questionable if  it constitutes a
“surrender [of] an essential attribute 

of  its Sovereignty”

the potential litigation is on its 
own very damaging!



What 
about the 

escape 
clauses?

“Adequate provision for the protection of  the 
holders of  such bonds.”

Legally ambiguous.

Three ways to 
“escape” the bond 

lock…

Offering “adequate protection”

Emergency declaration
Emergency declaration by the Governor, 3/5 
majority in both chambers. Valid for one year.

Unlikely to happen. 

Refinancing the bonds away
Likely requires an emergency declaration to refinance 
the bonds first.

Refinancing may not be allowed/may involve penalties.



How is this 
different 

from other 
multi-year 

restrictions?

A 2008 Rell-era bond to fund the Teacher´s 
Retirement System, locking in payments.

The TRS bond only covers pensions, not 
the whole state budget.

The Treasurer’s concerns about 
renegotiating the TRS payments has in fact 
limited ability of  state to resolve TRS. 

The TRS bond 
covenant and the 

SEBAC 
agreement

TRS bond covenant

SEBAC agreement
Collective action agreement with state workers.

SEBAC agreements only covers employee 
compensation, not the whole budget.

SEBAC can be and has been renegotiated 
several times, with the legislature having final 
say on each deal.



Breaking the 
Bond Lock



Our policy proposal

First priority: 
Repeal the Bond 
Lock outright

Or if that is not acceptable, 
delay and study. 



Our policy proposal
Also important, but longer term:
Fix the spending cap:
 Exclude grants to distressed municipalities,
 Exclude pension obligations,
 Base on allowable expenditures, rather than actual

expenditures.

Volatility cap: revert to the previous
model.
Bond cap: repeal this version outright and
create a debt affordability commission to
design a new cap.



Contact 
us

◦ Ellen Shemitz, Executive Director
◦ eshemitz@ctvoices.org

◦ Ray Noonan, Associate Fiscal Policy Fellow
◦ rnoonan@ctvoices.org

◦ Lauren Ruth, Advocacy Director
◦ lruth@ctvoices.org

◦ Roger Senserrich, Communications Director
◦ rsenserrich@ctvoices.org

Breaking the Bond Lock 
The Lyceum

3/14/2018

Phone: 203-498-4240
Twitter: @CTVoices
Facebook: 
www.facebook.com/ctvoicesforchildren
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