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Section 706 of the law implementing the 
Fiscal Year (FY) 2018-2019 budget stipulates 
that whenever Connecticut issues a bond for a 
two-year period beginning in May, it must vow 
not to change three new spending and revenue 
restrictions for the life of the bond (typically 10 
years) except in extraordinary circumstances.
Because bonds are considered contracts, 
Connecticut would be legally bound to maintain 
these spending and revenue restraints—the 
spending cap, volatility cap, and bond cap—
despite what future Governors or legislatures 
might find to be in the best interests of the 
state. Any effort to break the covenant would 
invite litigation and risk significant penalties.

The Bond Lock cements into place the 
spending cap, volatility cap, and the bond 
cap. 
• The spending cap limits the state´s 

general budget expenditures’ growth rate. 
The new reform has expanded what it 
covers, placing new limits on support 
for distressed communities and pitting 
payments toward pension debt against 
meeting current needs. 

• The volatility cap seeks to protect the 
state against unanticipated fluctuation 
in personal income tax revenue. It uses a 
fixed dollar amount rather than indexing 
it to economic growth.

• The bond cap restricts the maximum 
amount of bonds Connecticut can 
issue to $1.9 billion per year beginning 
in FY 2019, with little flexibility to 
address changed local, state, or federal 
circumstances.

What is the Bond Lock?

The Bond Lock:
Frequently Asked Questions

What fiscal restrictions are included 
in the Bond Lock?

Repeal it outright before it goes into effect 
this May. If immediate repeal is infeasible, then 
delay implementation for at least a year and 
establish a commission to study the impact of 
such an expansive provision.

What are the best solutions to the 
Bond Lock?
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Why is the Bond Lock disastrous for children and 
families?

The fiscal restrictions that the Bond Lock cements into place—
the spending cap, volatility cap, and bond cap—all have 
significant flaws, threatening state investments necessary to 
build thriving communities. By making it virtually impossible 
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. 

Spending Cap

Originally passed in 1991 as part of the compromise enacting 
the personal income tax, the constitutional spending cap 
requires that “general budget expenditures” not grow at a rate 
greater than the “increase in personal income” or “increase 
in inflation,” whichever is greater. It leaves the definitions of 
those three terms to the legislature, stipulating that defining or 
amending them requires a three-fifths vote of each house in the 
General Assembly. Last year’s budget significantly expanded the 
reach of the constitutional spending cap, restricting the state’s 
ability to meet vital needs and build thriving communities. 

Among other changes, the new spending cap:

• Includes pensions in the near future, risking billions of 
dollars’ worth of cuts if returns on our pension system do 
not meet expectations;

• Includes grants to distressed municipalities, discouraging 
investment in cities, our engines of economic growth;

• Starts from a spending base that is already harmfully low. 
As written, the spending cap does not allow spending more 
than an additional $170.2 million above Governor Malloy’s 
proposed FY 2019 appropriations—not nearly enough to 
support system-level investments in Connecticut’s future, 
much less undo recent budgets’ austerity. For example, 
restoring the Children’s Budget to FY 2016 levels—a budget 
that eliminated Medicaid for 20,000 parents, reduced the 
property tax credit from $300 to 
$200, and cut more than $130 
million from K-12 education—
would cost $237.6 million, 
more than the room available 
under the cap.

Volatility Cap

The state’s personal income tax 
revenues are composed of two parts: 
“withholdings,” from paychecks, and 
“estimates and finals,” the typical 
means of paying for investment-
related earnings. This is one of the 
more progressive but also more 
volatile components of our revenue 

system. The Volatility Cap forces the state to deposit any 
estimates and finals revenue in excess of $3.15 billion into the 
Rainy Day Fund, which it can use only during emergencies. 
As a result, the Volatility Cap:

• Sets a hard limit on one of the state’s largest revenue 
sources: despite its name, the Volatility Cap is not tied to 
volatility—instead, the law requires Connecticut to deposit 
any additional estimates and finals revenue above $3.15 
billion, even if economic growth increases revenue.

• Represents a missed opportunity to institute best 
practice: Before last fall, the legislature had already enacted 
a volatility cap set to go into effect in 2021.1  This cap had 
bipartisan support and was responsive to market conditions, 
following national best practices.2  However, last fall’s 
budget not only expanded the constitutional spending cap 
but also repealed this best-practice volatility cap, replacing 
it with a less nuanced one.

Bond Cap

The bond cap restricts Connecticut to issuing $1.9 billion of 
bonds per year beginning in FY 2019. This cap:

• Sets an arbitrary bonding limit: Bond caps can make sense 
if levels are set according to a rigorous assessment of the 
state’s investment needs, its borrowing capacity, and interest 
rate trends. When the economy is strong and interest rates 
high, lawmakers should avoid issuing more debt; when the 
economy is weak and interest rates low, the state should 
invest heavily in its future. An arbitrary $1.9 billion limit 
does not accomplish those policy goals. 

• Represents a significant reduction in the state’s 
borrowing capacity: The $1.9 billion limit is $800 million 
less than FY 2017 General Obligation borrowing and 
$600 million less than FY 2016 borrowing. It does not 
reflect nuances related to the state’s investment needs, its 
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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
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borrowing capacity, or prevailing interest rates.

• Will prevent the state from borrowing sufficiently to 
fund critical investments. Bond dollars go to economic 
development programs for minority-owned businesses 
and startups; building and upgrading infrastructure, like 
new signaling and power systems for our rail lines; school 
construction, to help ensure that all Connecticut residents 
have the tools they need to become productive members 
of a modern economy; and modernizations to our state 
government, such as an electronic licensing system at 
the DMV. This limit, set without provisions to allow 
adjustments in case of emergencies, will likely prevent 
the state from funding investments needed to grow our 
economy and promote equitable opportunity.

Is this even legal? 
Probably not. Although the Contracts Clause of the U.S. 
Constitution typically requires states to adhere to its contractual 
promises, “the Contract Clause does not require a State to 
adhere to a contract that surrenders an essential attribute of its 
sovereignty.¨3  This covenant effectively grants control over the 
state’s finances to bondholders, ceding the state’s sovereignty. 
Furthermore, such a law is unlikely to be enforceable by 
bondholders, who will have difficulty proving that they have 
truly been damaged should the state choose not to adhere to it. 

The problem is that there is at least enough legal uncertainty 
to bring both sides into court, and such litigation will call into 
question the State’s ability to follow its own promises. The end 
result of such a conflict will be lasting harm to state’s credibility 
with investors. 

There are escape clauses in the Bond Lock. Why 
aren’t those sufficient?

In theory, yes. In practice, not really.

After the bond lock goes into effect, there are three ways to 
break free from it:

a. By offering “adequate provision for the protection of the holders 
of such bonds.” 

This phrase is legally ambiguous and thus risky for the 
legislature to follow. Without clear guidance as to what 
constitutes an “adequate provision,” a legislature taking such a 
route runs the risk of politically costly legal action. This question 
is in fact currently being debated by lawmakers as they consider 
their options to adjust the Teachers Retirement System (TRS) 
payment schedule, which is incorporated into the covenants of 
the state’s $2.3 billion in outstanding TRS loans.

b. By joint gubernatorial and bi-cameral, bi-partisan legislative 
action and that must occur every year for the life of the bond:

1. The Governor declares an emergency or the existence of 
extraordinary circumstances;

2. At least three-fifths of the members of each chamber of 
the legislature vote to alter such required compliance for 
the fiscal year; and

3. Any changes to the caps are for the fiscal year in progress 
only. 

This is an unlikely scenario. Even if a supermajority of the 
legislature manages to align with the Governor for a single year 
to bypass the lock, they will need a supermajority the following 
year in order to institute the exact same policy.

c. By issuing “refunding bonds” to pay off the Bond Lock bonds early. 

Connecticut sometimes refinances its debt by issuing “refunding 
bonds” to replace its old debt with new debt, usually at a 
lower interest rate. The Bond Lock applies only for the life of 
bonds issued from May 15, 2018, to June 30, 2020—so, if it 
pays off those bonds early, then it would also free itself of the 
bond lock early. (The bond lock explicitly does not apply to 
refunding bonds used to pay off debt that includes the bond 
lock covenant.) Thus, Connecticut could theoretically issue new 
refunding bonds to pay off the old Bond Lock bonds, ending 
the terms of the covenant before the ten-year mark.

Refinancing would be expensive and difficult, however. 
Unsurprisingly, the first barrier in removing the Bond Lock 
will be the Bond Lock itself: to refinance the state’s debt, the 
treasurer will need to issue well above the $1.9 B borrowing 
cap, meaning the governor and legislature will need to activate 
the emergency provisions of the bond lock for one last time. 
Then, the state will need to refinance with new bonds, which 
will not come cheap. If the bonds allow the issuer to pay off their 
debt early, the state will need to pay off all remaining principal 
and then issue new bonds at the prevailing interest rates. If the 
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bonds do not allow Connecticut to pay off its debt early, the 
state could be in for a sizeable penalty. Either way, the state will 
also need to issue debt at the prevailing interest rate, which is 
likely to be higher than the current, near-historic lows.   

In 2008, then-Governor Rell issued $2 billion worth of 
bonds to finance the Teachers’ Retirement System (TRS). 

As part of those bonds, Connecticut pledged—as part of its 
legal contract—to pay its required contribution into TRS 
over the next 25 years. How is the Bond Lock different 

from the TRS bond pledge?
The TRS bond covenant was directly related to the program it 
helped fund: bonds to fund the Teachers’ Retirement System, 
restricted funding related to the Teachers’ Retirement System, 
and nothing else. However, the bond lock’s restrictions are far 
broader. Rather than restrict the spending of a public agency 
or of a specified fund, this covenant would, by cementing the 
spending cap into a contract, restrict the entire state’s spending 
power. Bonds issued for school construction, for example, would 
limit the state’s ability to provide health insurance.

It is also worth noting that the TRS bond covenant, which 
seemed wise at the time, has created tremendous challenges to 
governance today. The Boston College Center for Retirement 
Research estimates that required contributions to TRS will 
increase by almost 500 percent ($4.9 billion) from FY 2018 
through their peak in FY 2032. Although some policymakers 
have wanted to avoid this rapid increase by “spreading out” 
TRS’s costs like what they did with the State Employee 
Retirement System (SERS) last year, current understanding of 
the TRS bond covenant has obstructed them from doing so.

Last year, policymakers agreed to extend a collective 
bargaining agreement with state employees for an 

additional seven years, until 2027. Like the bond lock, this 
agreement ties the hands of future legislatures, preventing 

them from making decisions that they think are in the best 
interests of the state. How is the bond lock any different 

from that deal?
The SEBAC agreement has some critical differences with the 
bond lock. First, the SEBAC deal does not impose limits or 
constraints on the scope of the General Assembly’s budgetary 
powers. Lawmakers retain the authority to set overall fiscal 
policy, from total spending to taxes. Second, the parties retain 
the ability to come back to the table to renogiate the SEBAC 

agreement to adapt to the state’s fiscal realities, with the General 
Assembly retaining the authority to vote on any collectively 
bargained proposal. The Bond Lock, in contrast, dramatically 
constraints legislative authority to decide on fiscal policy. 

Connecticut’s spending is out of control. The bond lock is 
unfortunate, but it’s the only way we’ll instill real fiscal 

discipline in the General Assembly. Don’t you agree?
The source of Connecticut’s budget woes lies not in the pace 
of spending, but rather in the combined impact of slow 
economic growth and escalating fixed costs due to decades 
of underfunding retirement obligations. Arbitrary spending 
limits will do little to address the underlying causes of our 
deficits. 

The growth in annual state spending has decreased dramatically 
since the enactment of the spending cap in 1991. From FY 1980 
to FY 1991, state spending grew at an average rate of 10.96 
percent per year.4  From FY 1996 to FY 2005, that growth 
slowed to an average 5 percent per year. Since 2011, General 
Fund spending has grown by just 2.3 percent per year.5  

Real fiscal responsibility means building thriving communities 
where all children have the opportunity to reach their full 
potential. We cannot cut our way to prosperity. States like 
Kansas have attempted to boost growth by drastically reducing 
taxes, only to end up trailing its neighbors in job and GDP 
growth.6  

Connecticut must adopt a balanced approach to structural 
budget reform, considering the whole range of policy options—
including systemic overhauls to our revenue system. These 
overhauls could include eliminating special-interest exemptions 
in our tax code, collecting a larger share of taxes due on internet 
sales, broadening the base of sales and use taxes to capture the 
growing value of services in today’s economy, and reforming 
our wealth, income, and corporate taxes.


