VIEWS  VOLATILITY




Connecticut’s proximity to Wall Street, its high
concentrations of individual wealth and significant number of
corporate headquarters, leads to large fluctuations in state budget
revenue as economic conditions change.

This is a good problem when the markets perform well and
revenue tied to capital gains soars. However, those good years
create unrealistic and unsustainable budget expectations over the
long term.

Connecticut has been riding this roller coaster for decades —
building budgets through sharp boom-and-bust economic cycles.
During the booms, policymakers have shaped the budget to create
false promises that caved in when the booms turned to busts.

The boom-and-bust cycles are getting shorter, more frequent and
more difficult to weather.
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| ASOLUTION

Look at the 10-year

avg. income of the most Adopted in 2015 -

fﬁvenue volatile revenue categories Delayed Implementation
istory (estimated & final/

corporation tax)

Transfer Transfer any
income above

:..?esB:rzzet that 10-year
avg to BRF
Fund -
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Pay off windfalls
Unfunded | paid toward

Liabilities unfunded
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« Flat volatility cap: Any estimated & final/corporations tax above
$3.15 billion

« The cap adjusts with increase in personal income: Fiscal Year
2019 cap is $3.197 billion

« Any estimated & final/corporations/pass-through entity tax above
threshold transferred to Budget Reserve Fund.

- Legislature given discretion to direct money towards unfunded
liabilities when Budget Reserve Fund reaches 5% or more of
General Fund budget.
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| A COMPARISON OF DEPOSITS ===

Year 2015 BRF Deposit Formula Volatility Cap

2018 $648,707,247 $1,471,333,283

2019* $0 $605,755,108
‘Estimated
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. The current Budget Reserve Balance: $1.18 billion.

. Fiscal Year 2019 cap: $3.197 billion for estimated and final
iIncome tax payments and revenue from the newly enacted
Pass-Through Entity Tax.

. If current projections are realized, a $648 million volatility
transfer would be made to the BRF.

- Adding the estimated transfer to the Budge Reserve Fund, as
well as the anticipated surplus of $245.7 million, would bring
the year-end balance to just under $2.1 billion (about 10.9
percent of the General Fund expenditures).

« Recommended: 15 percent
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