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Executive Summary
This report develops in three steps an argument and program for tax reform to strengthen working- and middle-
class families in Connecticut.

First, the report traces the rise of income inequality, the rise of wealth inequality, and the adverse impact of 
income and wealth inequality on working- and middle-class families. There are three key findings overall:

After rising for several decades, the pre-tax income share for the top 1 percent in the U.S. now exceeds 
that for the entire working class; the pre-tax income share for the top 10 percent in the U.S. now exceeds 
that for the entire middle class; the wealth share for the top 1 percent in the U.S. now exceeds that for the 
entire combined working and middle class; and the wealth share for the top 5 percent in the U.S. is now 
nearly 3-times greater than that for the entire combined working and middle class.1 

After rising for several decades, pre-tax income inequality is even greater in Connecticut than the U.S. as 
a whole; and based on the close relationship between income and wealth, wealth inequality is also likely 
greater in Connecticut than the U.S. as a whole.

Among the many negative consequences, rising income and wealth inequality adversely impact the 
education of children in working- and middle-class families; they adversely impact the health of children 
in working- and middle-class families; and they adversely impact the economic opportunity of children in 
working- and middle-class families.

Second, the report reviews the three types of tax systems in general and it then reviews several comprehensive 
studies of Connecticut’s regressive tax system in particular. Additionally, the report reviews the historical rise and 
major components of Connecticut’s regressive tax system. This includes the property tax, sales and excise taxes, 
business taxes, the personal income tax, the estate and gift tax, and tax expenditures. There is one key finding 
overall:

The most pressing tax issue in Connecticut is not the overall tax burden but rather the regressive distribution 
of that burden, which exacerbates rising pre-tax income and wealth inequality by disproportionally taxing 
working- and middle-class families.
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Third, the report outlines a tax reform program to strengthen working- and middle-class families in Connecticut. 
There are four key components:

Raising Taxes on Millionaires in the Top 1 Percent of the Income Distribution

For wage income, Connecticut could create two additional personal income tax brackets, 7.99 percent 
above $1 million for individuals ($2 million for couples), and 8.49 percent above $5 million for individuals 
($10 million for couples). 

For non-wage income—capital gains, dividends, and interest—Connecticut could add 2 percentage points 
to the two new personal income tax brackets, making the rates 9.99 percent above $1 million for individuals 
($2 million for couples) and 10.49 percent above $5 million for individuals ($10 million for couples).

Raising Taxes on Multi-Million-Dollar Estates in the Top 5 Percent of the Wealth Distribution

Connecticut could keep its exemption for the estate and gift tax at $3.6 million instead of allowing it to 
increase to $11.4 million as scheduled.

Connecticut could repeal its $15 million cap on the payment of the estate and gift tax.

Increasing and Creating Tax Credits for Working- and Middle-Class Families

Connecticut could increase its Earned Income Tax Credit. This would strengthen the working class by 
reducing its tax burden.

Connecticut could create a Child Tax Credit. This would strengthen both the working class and the middle 
class by reducing their tax burden.

Increasing Tax Transparency

Without further delay, the Department of Revenue Services(DRS) could publish a tax incidence report 
during the first half of all even-numbered years.

In order to provide a sufficient assessment of the tax system, the DRS tax incidence report could include 
the property tax as well as all major state taxes.

With the support of the DRS, the Office of Fiscal Analysis could include a basic tax incidence assessment 
as part of the fiscal note for proposed tax legislation.

Together, the three fiscal components of the program are designed to be revenue neutral, meaning the aim is not 
to raise or cut taxes overall but rather to reduce the disproportionate tax burden on working- and middle-class 
families by shifting part of that burden to the wealthy—whose income and wealth shares have increased the 
most for several decades and whose effective tax rate has been the lowest. In particular, the income and estate 
tax components are estimated to raise taxes on the wealthy by about $600 million annually, and the tax credit 
component is estimated to lower taxes on working- and middle- class families by a similar amount each year 
through the Connecticut EITC and the Connecticut CTC—a total shift equal to approximately 3.5 percent of the 
state’s general fund tax revenue. Additionally, the tax transparency component of the program is designed both 
to prevent future tax increases on the working and middle class and, as necessary, to support further efforts at 
reforming Connecticut’s regressive tax system.

Executive Summary cont.
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Introduction

In The Wealth of Nations — published in 1776 and widely considered one of the foundational texts on economics 
— Adam Smith reasoned, “The subjects of every state ought to contribute towards the support of the government, 
as nearly as possible, in proportion to their respective abilities; that is, in proportion to the revenue which they 
respectively enjoy under the protection of the state.” This is, Smith added, the first of “four maxims with regard 
to taxes.”2 

For at least the last 75 years, Connecticut has violated the first principle of taxation by disproportionally taxing its 
working- and middle-class residents. Making that violation increasingly untenable, for the last 40 years, the pre-
tax income and wealth shares for the working and middle class have declined substantially in the U.S. in general 
and in Connecticut in particular.

To ensure the well-being of Connecticut’s children, especially in the areas in education, health, and economic 
opportunity—and, more specifically, to address both the near-unparalleled pre-tax income and wealth inequality 
and the regressive tax system that exacerbates income and wealth inequality—it is essential to strengthen the 
state’s working- and middle-class families.

To that end, Connecticut Voices for Children proposes reforming Connecticut’s tax system. This report develops 
a tax reform argument and program and proceeds in three overall steps:

First, in section two, the report traces the rise of income inequality, the rise of wealth inequality, and the adverse 
impact of income and wealth inequality on working- and middle-class families.

Second, in section three, the report reviews the three types of tax systems in general—regressive, proportional, 
and progressive—and it then reviews several comprehensive studies of Connecticut’s regressive tax system in 
particular. Additionally, in section four, the report reviews the historical rise and major components of Connecticut’s 
regressive tax system.

Third, in section five, the report outlines a revenue neutral tax reform program to strengthen working- and middle-
class families. The program includes four key components: raising taxes on millionaires in the top 1 percent of the 
income distribution; raising taxes on multi-million-dollar estates in the top 5 percent of the wealth distribution; 
increasing and creating tax credits for working- and middle-class families; and increasing tax transparency. 
Additionally, in section six, the report provides an overview of several new fiscal restrictions and recommends 
two methods for implementing the fiscal components of the program. 

1. 
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Rising Income and Wealth Inequality 
Adversely Impact Working- and Middle-Class Families

After rising for several decades, income and wealth inequality are at their highest levels since the end of the Second 
World War in 1945, which is generally considered the start of the modern era of taxation and the government’s 
management of the economy.3  Among the many negative consequences, rising income and wealth inequality 
adversely impact the education, health, and economic opportunity of children in working- and middle-class 
families.

Rising Income Inequality in the U.S.

Using tax return data from the Internal Revenue Services (IRS), three economists—Thomas Piketty, Emmanuel 
Saez, and Gabriel Zucman—published a dataset in 2018 that traces the historical distribution of pre-tax income 
in the United States. The distribution for four groups is of particular interest: (1) the bottom 50 percent of the 
population, referred to here as the working class; (2) the next 40 percent of the population—that is, the 50th to the 
90th percentiles—referred to here as the middle class; (3) the top 10 percent of the population, referred to here as 
the upper class; and (4) the top 1 percent of the population, referred to here as the wealthiest. For reference, the 
IRS data on income shares for the working and middle class are only available beginning in 1962, whereas the 
other data are available for the entire historical analysis.4

There are two key, relevant findings from the highly-influential Piketty et al. study:

After rising for several decades, the pre-tax income share for the top 1 percent now exceeds that for the 
entire working class (the bottom 50 percent). As Figure 1 shows, between 1945 and 1975, the pre-tax 
income share for the top 1 percent decreased from 14 percent to 11 percent. Then, between 1975 and 
2014—the most-recent year in the dataset—the pre-tax income share for the top 1 percent increased from 
11 percent to 20 percent. In contrast, the pre-tax income share for the working class decreased from 20 
percent to 13 percent.

After rising for several decades, the pre-tax income share for the top 10 percent now exceeds that for the 
entire middle class (the 50th to the 90th percentiles). As Figure 2 shows, between 1945 and 1980, the pre-
tax income share for the top 10 percent decreased slightly from 36 percent to 34 percent. Then, between 
1980 and 2014, the pre-tax income share for the top 10 percent increased from 34 percent to 47 percent. In 
contrast, the pre-tax income share for the middle class decreased from 20 percent to 13 percent.5 

Using a slightly different classification of the working and middle class, the Congressional Budget Office (CBO), 
a non-partisan federal agency, supports the Piketty et al. study’s overall finding of rising pre-tax income inequality. 
In particular, the CBO finds that, after rising for several decades, the pre-tax income share for the top 1 percent in 
2016—the most-recent year in the dataset—exceeds that for the entire working class. Moreover, after rising for 
several decades, the pre-tax income share for the top 10 percent in 2016 exceeds that for the entire middle class.6

2. 
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Figure 1.  Income Inequality: The Weakening of the Working Class

Figure 2.  Income Inequality: The Weakening of the Middle Class
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Rising Wealth Inequality in the U.S.

Whereas “income is the flow of money” that a person or family receives over a given period of time, “wealth is 
the stock of accumulating assets—money, but also property, stocks, bonds, and other kinds of capital.” The two 
financial resources are closely connected. As one prominent economist explains, “Income and wealth reinforce 
each other: from the one side, higher incomes can be saved into stocks of wealth; from the other, having substantial 
wealth makes it possible to invest in ways that yield higher incomes.”7 

Using tax return data from the IRS—and operating as the counterpart to the Piketty et al. study of income 
inequality—Emmanuel Saez and Gabriel Zucman published a dataset in 2016 that traces the historical distribution 
of wealth in the U.S. The distribution for four groups is of particular interest: (1) the bottom 90 percent of the 
population, referred to here as the combined working and middle class; (2) the top 10 percent of the population, 
referred to here as the upper class; (3) the top 5 percent of the population, referred to here as the wealthy; and 
(4) the top 1 percent of the population, referred to here as the wealthiest. For reference, the four wealth groups 
analyzed here are not identical to the previous four income groups because wealth is even more concentrated at 
the top than is income. Additionally, when this report refers in general to raising taxes on the wealthy, it means 
millionaires in the top 1 percent of the income distribution and multi-million-dollar estates in the top 5 percent of 
the wealth distribution.8 

There are two key, relevant findings from the highly-influential Saez and Zucman study:

After rising for several decades, the wealth share for the top 1 percent now exceeds that for the entire 
combined working and middle class (the bottom 90 percent). As Figure 3 shows, between 1945 and 
1978, the wealth share for the top 1 percent decreased from 34 percent to 23 percent. Then, between 1978 
and 2012—the most-recent year in the dataset—the wealth share for the top 1 percent increased from 23 
percent to 42 percent. In contrast, the wealth share for the bottom 90 percent decreased from 33 percent 
to 23 percent.

After rising for several decades, the wealth share for the top 5 percent is now nearly 3-times greater than 
that for the entire combined working and middle class (the bottom 90 percent). In particular, between 1945 
and 1978, the wealth share for the top 5 percent decreased from 62 percent to 49 percent. Then, between 
1978 and 2012, the wealth share for the top 5 percent increased from 49 percent to 65 percent, the highest 
level since the end of the Second World War. 9

Using a slightly different selection of wealth groups, the Federal Reserve (Fed), a non-partisan federal agency, 
supports the key finding from the Saez and Zucman study. In particular, the Fed finds that, after rising for several 
decades, the wealth share for the top 1 percent in 2016—the most-recent year in the dataset—exceeds that for the 
entire combined working and middle class. Moreover, after rising for several decades, the wealth share for the 
top 10 percent in 2016 is more than 3-times greater than that for the entire combined working and middle class.10
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Rising Income and Wealth Inequality in Connecticut

Building upon the Piketty et al. study of rising income inequality at the national level, two economists—Estelle 
Sommeiller and Mark Price—published an updated dataset in 2018 that traces the historical distribution of pre-tax 
income in all 50 states and the District of Columbia.

There are two key, relevant findings—one explicit, the other inferred—from the Sommeiller and Price study:

After rising for several decades, pre-tax income inequality is even greater in Connecticut than the U.S. as 
a whole. As Figure 4 shows, between 1945 and 1978, the state-average pre-tax income share for the top 
1 percent decreased from 12 percent to 9 percent and in Connecticut it decreased from 13 percent to 10 
percent. Then, between 1978 and 2015—the most-recent year in the dataset—the state-average pre-tax 
income share for the top 1 percent increased from 9 percent to 18 percent and in Connecticut it increased 
from 10 percent to 27 percent.11 

Based on the close relationship between income and wealth, wealth inequality is also likely greater in 
Connecticut than the U.S. as a whole. In addition to inferring the rise of wealth inequality based on the 
rise of income inequality, Connecticut is routinely ranked as one of the very top states for the number of 
millionaires and billionaires per capita.12 

The Census Bureau, a non-partisan federal agency, supports the Sommeiller and Price study’s key finding of 
rising income inequality. In particular, the Census Bureau finds—and Figure 5 shows—that in 2018 Connecticut 
had a Gini Index score of 0.501. This is the third highest level of income inequality, behind only the District 
of Columbia and New York and well above the U.S. state average of 0.468.13  For reference, the “Gini Index 
is a summary measure of income inequality” that “ranges from 0, indicating perfect equality (where everyone 
receives an equal share), to 1, perfect inequality (where only one recipient or group of recipients receives all the 
income).”14  



 11

0

5

10

15

20

25

30

35

In
co

m
e 

Sh
ar

e 
fo

r t
he

 T
op

 1
 P

er
ce

nt
 (%

)

1945 1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020

50-State Average Connecticut

U
ta

h
A

la
sk

a Io
w

a
N

or
th

 D
ak

ot
a

So
ut

h 
D

ak
ot

a
H

aw
ai

i
Id

ah
o

Ve
rm

on
t

W
is

co
ns

in
N

eb
ra

sk
a

In
di

an
a

M
ai

ne
N

ew
 H

am
ps

hi
re

M
on

ta
na

M
in

ne
so

ta
M

ar
yl

an
d

W
yo

m
in

g
C

ol
or

ad
o

W
as

hi
ng

to
n

O
re

go
n

D
el

aw
ar

e
A

riz
on

a
K

an
sa

s
M

is
so

ur
i

O
hi

o
M

ic
hi

ga
n

O
kl

ah
om

a
N

ev
ad

a
R

ho
de

 Is
la

nd
W

es
t V

irg
in

ia
Pe

nn
sy

lv
an

ia
V

irg
in

ia
So

ut
h 

C
ar

ol
in

a
Te

nn
es

se
e

N
or

th
 C

ar
ol

in
a

K
en

tu
ck

y
G

eo
rg

ia
Te

xa
s

M
is

si
ss

ip
pi

N
ew

 Je
rs

ey
A

rk
an

sa
s

Ill
in

oi
s

A
la

ba
m

a
M

as
sa

ch
us

et
ts

Fl
or

id
a

N
ew

 M
ex

ic
o

C
al

ifo
rn

ia
Lo

ui
si

an
a

C
on

ne
ct

ic
ut

N
ew

 Y
or

k
D

is
ct

ric
t o

f C
ol

um
bi

a

.3

.35

.4

.45

.5

.55

.6

In
co

m
e 

In
eq

ua
lit

y 
(G

in
i I

nd
ex

)

0 5 10 15 20 25 30 35 40 45 50

Figure 4.  Income Share for the Top 1 Percent by State

Figure 5.  Ranking of Income Inequality by State, 2018



12 

Rising Income and Wealth Inequality Adversely Impact Working- and Middle-Class Families

Among the many negative consequences, rising income and wealth inequality adversely impact children in 
working- and middle-class families in three key ways:

Rising income and wealth inequality adversely impact the education of children in working- and middle-
class families. For example, a 2013 review of the findings from nearly three dozen studies concludes, 
“Children in low-income households do less well than their better-off peers on many outcomes in life, 
such as education … simply because they are poorer. … Increasing household income could substantially 
reduce differences in schooling outcomes, while also improving wider aspects of children’s well-being. 
A given sum of money makes significantly more difference to children in low-income than better-off 
households.”15

Rising income and wealth inequality adversely impact the health of children in working- and middle-class 
families. For example, a 2015 review explains, “In the United States as in other countries, the higher 
one’s income, the better one’s health. This income-health gradient spans all levels of income and holds 
true for most measures of health, from life expectancy to the prevalence of diseases and health behaviors. 
It is found at most ages, appearing first in childhood …. Because a stepwise gradient between income 
and health is found at almost all levels of income, it is important to recognize that this issue extends 
beyond antipoverty programs: even the health of middle-class Americans is affected by the economic 
circumstances of families and communities.”16 

Rising income and wealth inequality adversely impact the economic opportunity of children in working- 
and middle-class families. For example, a 2016 study finds “that rates of absolute mobility”—“the fraction 
of children who earn more than their parents”—“have fallen from approximately 90% for children born in 
1940 to 50% for children born in the 1980s.” Moreover, due to the substantial rise in income inequality, 
the study finds “that increasing [economic] growth rates alone cannot restore absolute mobility to the rates 
experienced by children born in the 1940s. In contrast, changing the distribution of growth across income 
groups to the more equal distribution experienced by the 1940 birth cohort would reverse more than 70% 
of the decline in mobility. These results imply that reviving the ‘American Dream’ of high rates of absolute 
mobility would require economic growth that is spread more broadly across the income distribution.”17

Summary

This review—which incorporates a mix of leading academic research and reports from prominent, non-partisan 
federal agencies—shows that there is a general consensus that income and wealth inequality have been rising for 
several decades and have reached levels not experienced since 1945, the start of the modern era of taxation and 
the government’s management of the economy.18  Moreover, there is substantial evidence that, among the many 
negative consequences, rising income and wealth inequality adversely impact children in working- and middle-
class families, especially in the areas of education, health, and economic opportunity.
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The Three Types of Tax Systems: 
Regressive, Proportional, and Progressive

As detailed in the previous section, pre-tax income and wealth inequality have been rising for  decades, especially 
in Connecticut. For a more complete account of the problem, it is next essential to examine the tax system through 
which pre-tax income and wealth inequality are processed. 

There are three basic types of tax systems. As Figure 6 shows:

A regressive tax system requires members of the working and middle class to pay a higher share of their 
income in taxes compared to members of the upper class and the wealthiest.

A proportional tax system requires members of all income groups to pay the same percentage of their 
income in taxes.

A progressive tax system requires members of the upper class and the wealthiest to pay a higher share of 
their income in taxes compared to members of the working and middle class.

Of the three types of tax systems, a progressive system most closely adheres to the first principle of taxation—that 
“[t]he subjects of every state ought to contribute towards the support of the government, as nearly as possible, in 
proportion … to the revenue which they respectively enjoy under the protection of the state.” 

Equally notable, this principle has had substantial bipartisan support throughout American history. For example, 
after the creation of the national income tax under President Woodrow Wilson, a Democrat (1913–21), Andrew 
Mellon, the Treasury secretary for the next three Republican Presidents—Warren Harding (1921–23), Calvin 
Coolidge (1923–29), and Herbert Hoover (1929–33)—confirmed the bipartisan support for a progressive tax 
system during a period of rising income and wealth inequality. As Mellon explained in his 1924 treatise, Taxation: 
The People’s Business, “A sound tax policy … must lessen, so far as possible, the burden of taxation on those 
least able to bear it.” Moreover, in support of that objective, Mellon reasoned, “The fairness of taxing more lightly 
incomes from wages, salaries and professional services than the incomes from business or from investments is 
beyond question. In the first case, the income is uncertain and limited in duration, sickness or death destroys it and 
old age diminishes it. In the other, the source of the income continues … and it descends to his heirs.”19  Similarly, 
President Franklin Roosevelt, a Democrat (1933–45), explained, “With the enactment of the Income Tax Law of 
1913, the Federal Government began to apply effectively the widely accepted principle that taxes should be levied 
in proportion to ability to pay and in proportion to the benefits received. Income was wisely chosen as the measure 
of benefits and of ability to pay. This was, and still is, a wholesome guide.”20 

In violation of the first principle of taxation, Connecticut disproportionally taxes its working- and middle-class 
residents. In particular, three different organizations—Price Waterhouse, the Institute on Taxation and Economic 
Policy, and the Connecticut Department of Revenue Services—have released comprehensive tax studies showing 
that Connecticut’s tax system is regressive.

3.
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Price Waterhouse, 1990

In 1990, two decades after establishing a personal income tax on non-wage income—capital gains, dividends, 
and interest—and a year before expanding the personal income tax to include wage income, Price Waterhouse 
completed a report that examines both “the distribution of the state and local tax burden in Connecticut” and “the 
tax burden distributions of three comparison states—New Jersey, New York, and Rhode Island.” For reference, 
the report’s findings are based on an examination of seven types of taxes: (1) sales and use taxes; (2) capital gains, 
interest, and dividends taxes; (3) property taxes; (4) corporate income taxes; (5) cigarette and alcoholic beverage 
excise taxes; (6) public service corporation taxes; and (7) motor fuel excise taxes. Moreover, the report uses 
different sets of economic assumptions in order to provide two estimates of the tax burden distribution: “Variant 
A” and “Variant B.”

There are two key, relevant findings from the Price Waterhouse report:

The “overall tax systems of all four states are generally regressive.” 

The “Connecticut system is more regressive than the tax systems of the three comparison states.”

In particular, as Table 1 shows, the report finds that, based on the average of Variant A and Variant B, the top 
income group in Connecticut in 1990—families making $200,000 or more a year—paid an average effective tax 
rate of 5.6 percent in combined state and local taxes. In contrast, the bottom income group—families making less 
than $10,000 a year—paid an average effective tax rate of 21.5 percent, a tax burden nearly 4-times greater than 
that for the top income group. Likewise, the three middle income groups—families making between $30,000 and 
$75,000—paid an average effective tax rate of 8.2 percent, a tax burden 1.5-times greater than that for the top 
income group.21 

Variant A Variant B Average
1 $0 to $10,000 170,000 29.8% 13.2% 21.5%
2 $10,000 to $20,000 240,000 12.6% 9.2% 10.9%
3 $20,000 to $30,000 245,000 9.1% 7.7% 8.4%
4 $30,000 to $40,000 168,000 9.0% 8.3% 8.7%
5 $40,000 to $50,000 152,000 8.2% 7.9% 8.1%
6 $50,000 to $75,000 251,000 7.7% 7.6% 7.7%
7 $75,000 to $100,000 71,000 7.2% 7.1% 7.2%
8 $100,000 to $200,000 125,000 6.4% 6.7% 6.6%
9 $200,000 and up 30,000 5.1% 6.1% 5.6%

Effective Tax Rate
Group Family Income Number of 

Families

Table 1.  Tax Incidence Analysis: Price Waterhouse, 1990
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The Institute on Taxation and Economic Policy, 1995–2018

Since 1995, the Institute on Taxation and Economic Policy has periodically provided “the only distributional 
analysis of tax systems in all 50 states and the District of Columbia.” For reference, the most-recent report 
incorporates the impact of state laws “enacted through September 10, 2018 at 2015 income levels” and its findings 
are based on an examination of three types of taxes: (1) income taxes, (2) sales and excise taxes, and (3) property 
taxes.

There are two key, relevant findings from the most-recent report:

The “vast majority of state tax systems are regressive.”

“Incomes are more unequal in Connecticut after state and local taxes are collected
than before,” meaning Connecticut’s tax system is regressive.” 

In particular, as Table 2 shows, the reports from 1995 through 2015 provide both the pre- and post-federal 
deduction offset effective tax rate by income group. However, the 2018 report provides only the pre-federal 
deduction offset effective tax rate. As the 2018 report explains, “The large chart at the top of each page shows 
total average state and local taxes by income group. In a departure from past analyses, we no longer present this 
information post-federal offset due to policy changes under the federal Tax Cuts and Jobs Act that temporarily 
limited the extent to which the federal deduction for state and local taxes (SALT) functions as a generalized offset 
of state and local taxes.”

Using the pre-federal deduction offset data, the reports from 1995 through 2018 show that families in the top 1 
percent of the income distribution in Connecticut paid an average effective tax rate of 7.1 percent in combined 
state and local taxes. In contrast, families at the bottom of the income distribution paid an average effective tax 
rate of 11.2 percent, a tax burden 1.6-times greater than that for the top 1 percent. Likewise, families in the middle 
20 percent of the income distribution paid an average effective tax rate of 11.2 percent, a tax burden 1.6-times 
greater than that for the top 1 percent. 

Using the post-federal deduction offset data, the reports from 1995 through 2015 show that families in the top 1 
percent of the income distribution in Connecticut paid an average effective tax rate of 5 percent in combined state 
and local taxes. In contrast, families at the bottom of the income distribution paid an average effective tax rate 
of 11 percent, a tax burden 2.2-times greater than that for the top 1 percent. Likewise, families in the middle 20 
percent of the income distribution paid an average effective tax rate of 10 percent, a tax burden 2-times greater 
than that for the top 1 percent. 

Also notable, like the earlier Price Waterhouse report, the 2018 report from the Institute on Taxation and Economic 
Policy finds that Connecticut’s tax system is more regressive than the tax systems of most states in the Northeast—
including Massachusetts, Rhode Island, New York, Maine, New Jersey, and Vermont.22 
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1995 2002 2009 2013 2015 2018 Average
1 Lowest 20% 11.5% 10.3% 12.0% 11.1% 10.6% 11.5% 11.2%
2 Second 20% 10.0% 10.3% 9.9% 9.4% 9.2% 9.2% 9.7%
3 Middle 20% 10.7% 10.4% 10.7% 11.5% 11.6% 12.2% 11.2%
4 Fourth 20% 10.5% 10.7% 11.0% 11.7% 11.9% 12.1% 11.3%
5 Next 15% 9.9% 9.8% 10.2% 10.8% 11.0% 11.1% 10.5%
6 Next 4% 8.4% 8.6% 8.7% 9.3% 9.3% 9.6% 9.0%
7 Top 1% 6.8% 6.4% 6.5% 7.5% 7.5% 8.1% 7.1%

Group Family Income
Effective Tax Rate

1995 2002 2009 2013 2015 2018 Average
1 Lowest 20% 11.3% 10.2% 12.0% 11.0% 10.5% - 11.0%
2 Second 20% 9.5% 10.1% 9.7% 9.1% 8.9% - 9.5%
3 Middle 20% 9.5% 9.5% 9.9% 10.5% 10.7% - 10.0%
4 Fourth 20% 8.8% 9.2% 9.6% 10.3% 10.5% - 9.7%
5 Next 15% 7.8% 7.8% 8.5% 9.1% 9.2% - 8.5%
6 Next 4% 6.1% 6.5% 7.6% 7.7% 7.6% - 7.1%
7 Top 1% 4.9% 4.4% 4.9% 5.5% 5.3% - 5.0%

Group Family Income
Effective Tax Rate

Table 2.  Tax Incidence Analysis: The Institute on Taxation and Economic Policy, 1995–2018

Pre-Federal Deduction Offset

Post-Federal Deduction Offset
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The Connecticut Department of Revenue Services, 2014

In addition to the reports from the two non-governmental organizations, the Connecticut Department of Revenue 
Services (DRS) released its own comprehensive tax incidence report in 2014. For reference, the report uses 
income tax data from 2011 and its findings are based on an examination of nine types of taxes: (1) the property 
tax, (2) the personal income tax, (3) sales and use taxes, (4) excise taxes, (5) the public service companies tax, 
(6) the corporation business tax, (7) the insurance companies tax, (8) the estate and gift tax, and (9) the real estate 
conveyance tax.

There are two key, relevant findings from the DRS report:

“As [adjusted gross income] increases … effective tax rates decrease,” meaning Connecticut’s tax system 
is regressive.

On a regressive-to-progressive continuum of -1 to 1, the “Personal Income Tax (0.11) and the Gift and 
Estate Tax (0.76) are the only two taxes classified as progressive.”

In particular, as Table 3 shows, the report provides average effective tax rates for ten income groups. Using that 
data, it is possible to determine average effective tax rates for four groups that approximately match the preceding 
income and wealth distribution analysis: (1) the working class, defined as the bottom 50 percent, is measured 
here using income decile one; (2) the middle class, defined as the next 40 percent—that is, the 50th to the 90th 
percentiles—is measured here using a population-weighted average of income deciles two through five; (3) the 
upper class, defined as the top 10 percent, is measured here using a population-weighted average of income 
deciles six through seven; and (4) the wealthiest, defined as the top 1 percent, is measured here using a population-
weighted average of income deciles eight through ten.

Using these four income groups, the data from the DRS report shows that the wealthiest paid an average effective 
tax rate of 7.44 percent in combined state and local taxes in 2011. In contrast, the working class paid an average 
effective tax rate of 23.62 percent—a tax burden 3.2-times greater than that for the wealthiest. Likewise, the 
middle class paid an average effective tax rate of 13.27 percent—a tax burden 1.8-times greater than that for the 
wealthiest.23 
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Group Adjusted Gross Income
Number of 
Households

Effective      
Tax Rate

1 $0 to $47,948 725,202 23.62%
2 $47,949 to $74,427 251,321 13.93%
3 $74,428 to $101,827 173,126 13.35%
4 $101,828 to $134,527 129,303 12.87%
5 $134,528 to $182,087 97,426 11.93%
6 $182,088 to $287,629 67,958 10.53%
7 $287,630 to $612,040 37,893 9.03%
8 $612,041 to $2,019,383 15,050 7.69%
9 $2,019,384 to $13,194,828 3,646 6.50%
10 $13,194,829 and up 357 6.28%

Group Adjusted Gross Income Population
Effective      
Tax Rate

Working Class $0 to $47,948 Bottom 50% 23.62%
Middle Class $47,949 to $182,087 Next 40% 13.27%
Upper Class $182,088 to $612,040 Top 10% 9.99%
Wealthiest $612,041 and up Top 1% 7.44%

Table 3.  Tax Incidence Analysis: The Connecticut Department of Revenue Services, 2014

Original Analysis

Modified Analysis
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Summary

The tax incidence reports reviewed here examine different time periods and different types of taxes and incorporate 
different assumptions and methodologies. In particular: (1) the report from Price Waterhouse examines 1990 
income data and seven types of taxes and incorporates two different sets of economic assumptions that produce—
in some cases—substantially different estimates of the effective tax rate for each income group; (2) the multiple 
reports from the Institute on Taxation and Economic Policy span more than two decades, examine three types 
of taxes, and—in all but one report—provide pre- and post-federal deduction offset estimates; and (3) the report 
from the Connecticut Department of Revenue Services examines 2011 income data and nine types of taxes, 
incorporates only one set of economic assumptions, and does not differentiate between pre- and post-federal 
deduction offset estimates.

Based largely on these differences, the tax incidence reports provide varying estimates of the effective tax rate 
for each income group. More importantly, however, as Figure 7 shows, the key finding overall from all three 
organizations is that Connecticut’s tax system is regressive, meaning it exacerbates rising pre-tax income and 
wealth inequality by disproportionally taxing the state’s working- and middle-class residents.

Figure 7.  Estimates of Effective Tax Rate by Income Group
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The Rise and Major Components of  
Connecticut’s Regressive Tax System4. 

Connecticut’s tax system—in terms of its revenue and the number of tax components—has grown substantially 
over the last century. Measured in 2019 dollars and incorporating local property taxes and the state’s general fund 
taxes, Figure 8 shows that annual tax revenue per capita has increased from an average of $940 during the second 
half of the 1940s to $7,600 during the 2010s. Further, local taxes were initially the primary source of combined 
state and local tax revenue but then state-level taxes became the primary source beginning in the late 1970s.24 

0

1000

2000

3000

4000

5000

6000

7000

8000

9000

Ta
x 

R
ev

en
ue

 P
er

 C
ap

ita
 (2

01
9 

do
lla

rs
)

1945 1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020

State and Local State Local

Figure 8.  Tax Revenue Per Capita in Connecticut

Although Connecticut’s tax system has grown substantially, Connecticut is not, as often alleged, an especially 
high-tax state because the same basic growth in taxation has occurred in other states. To be sure, Connecticut 
had the third-highest combined state and local tax burden per capita in 2016—the most recent year that data are 
available for a comprehensive comparison.25  However, when each state’s per capita income level—or ability 
to pay—is considered, the high-tax state argument no longer holds. For example, regarding its comprehensive 
analysis of state and local tax systems, the Minnesota Department of Revenue explains, “Per capita income varies 
considerably among the states, from a low of $35,000 in Mississippi to a high of $69,000 in Connecticut. In 
[Fiscal Year] 2016, differences in per capita income explain 70 percent of the variation in tax revenue per capita 
…. When total state and local tax burdens are measured as a percent of income, high-income states have roughly 
the same average tax burden as low-income states. Rankings of total state and local tax burden measured as a 
percent of income are better able to identify the states commonly perceived to be low-tax or high-tax states.”26
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In particular, Figure 9 shows that in 2016 the combined state and local tax burden in Connecticut stood at 10.5 
percent of the state’s per capita income level, which places Connecticut only slightly above the national average 
of 10.2 percent.27 

Additionally, relative to most states, Connecticut relies far less on non-tax revenue, such as charges and fees. This 
means that Connecticut’s average-sized tax system operates as a larger component of its broader revenue system 
compared to most states, which in turn makes Connecticut a relatively low-revenue state. In particular, Figure 10 
shows that in 2016 the combined state and local tax and non-tax revenue burden in Connecticut stood at only 12.7 
percent of the state’s per capita income level—well below the national average of 14.9 percent and also below 
Florida, one of the leading examples of a low-tax state. 28

This comparison of state and local tax systems and broader state and local revenue systems demonstrates that the 
most-pressing tax issue in Connecticut is not the overall tax burden but rather the regressive distribution of that 
burden, which is primarily based on six major components: (1) the property tax, (2) sales and excise taxes, (3) 
business taxes, (4) the personal income tax, (5) the estate and gift tax, and (6) tax expenditures.
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Figure 9.  Ranking of Combined State and Local Tax Revenue by State, 2016
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The Property Tax

Operating as the first of three regressive tax components, Connecticut allows each town in the state to levy its 
own property tax. As the Connecticut Department of Revenue Services (DRS) explains, “There are 169 cities and 
towns in Connecticut. Each provides various services, such as public school education, police and fire protection 
and public road maintenance. To a large extent, the property tax finances these services. Connecticut state law 
authorizes the taxation of property, including real estate, motor vehicles, business-owned personal property and 
some personal property that individuals own. Local governmental officials administer the property assessment 
and taxation. … All taxable property is assessed in accordance with state statute so that each property owner is 
responsible for their fair share of the total property tax. The property tax is ad valorem or based on a property’s 
value but 30% of the value is statutorily excluded from tax assessment,” meaning the tax is applied to 70% of the 
property’s value.29  

For reference, Hartford is the one exception to the state’s statutory property tax assessment rate. As a report for 
the 2015 Connecticut Tax Study Panel explains, “Statewide the assessment ratio is 70 percent for all types of 
property. In Hartford, however, the current assessment ratio for residential properties is 30.68 percent and 70 
percent for all other properties.”30 

There are two key features that make the property tax regressive:

Towns with higher property values can generate a greater amount of revenue at lower statutory property 
tax rates compared to towns with lower property values. Statutory property tax rates therefore tend to 
decline for those at higher income levels. For example, Figure 11 shows that the ten towns in Connecticut 
with the highest median household income have an average statutory property tax rate of 2.6 percent in 
fiscal year 2020. In contrast, the ten towns with the lowest median household income have an average 
statutory property tax rate of 4.9 percent. Moreover, whereas the former group includes only one of the 
state’s ten largest towns—Greenwich—the latter group includes five: Bridgeport, New Haven, Hartford, 
Waterbury, and New Britain. This means that a small portion of the population in Connecticut pays a 
relatively low statutory property tax rate, while a much larger portion of the population pays a relatively 
high statutory property tax rate.31 

A home mortgage—or apartment rent—as a percent of income tends to decline at higher income levels. 
Effective property tax rates therefore tend to decline for those at higher income levels. For example, the 
Institute on Taxation and Economic Policy explains, “For average families, a home represents the lion’s 
share of their total wealth, so most of their wealth is taxed. At high income levels, however, homes are only 
a small share of total wealth, which mostly consists of stock portfolios, business interests, and other assets 
that are generally completely exempt from property taxes.” Moreover, “Renters do not escape property 
taxes. A portion of the property tax on rental property is passed through to renters in the form of higher 
rent — and these taxes represent a much larger share of income for poor families than for the wealthy.”32 
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Overall, the DRS scores the property tax at -0.39 on a regressive-to-progressive continuum of -1 to 1. This makes 
the property tax the second-most regressive component of Connecticut’s tax system.

In particular, as Table 4 shows, the DRS estimates that the wealthiest families—those in the top 1 percent of the 
income distribution—paid an average effective rate of 1.67 percent of their income on the property tax in 2011. 
In contrast, families in the working class—the bottom 50 percent of the income distribution—paid an average 
effective rate of 12.52 percent, a tax burden 7.5-times greater than that for the wealthiest. Likewise, families in 
the middle class—the 50th to the 90th percentiles—paid an average effective rate of 6.63 percent of their income 
on the property tax, a tax burden 4-times greater than that for the wealthiest.33 

For additional data on the impact of the property tax, Figure 12 shows the development of this regressive tax 
component as a revenue source. Most importantly, although the revenue contribution has declined from an average 
of 70 percent at the combined state and local level during the second half of the 1940s to 40 percent during the 
2010s, the property tax continues to operate as the highest source of tax revenue at both the local level and the 
combined state and local level.34 

Group Adjusted Gross Income
Effective      
Tax Rate

Working Class $0 to $47,948 12.52%
Middle Class $47,949 to $182,087 6.63%
Upper Class $182,088 to $612,040 3.62%
Wealthiest $612,041 and up 1.67%
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Figure 12.  The Property Tax: Revenue Contribution
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Sales and Excise Taxes

Operating as the second regressive tax component, Connecticut levies a mix of sales and excise taxes. As the DRS 
explains, and as Table 5 details, “Connecticut levies a sales and use tax on the gross receipts of retailers from 
the sale of tangible personal property at retail, from the rental or leasing of tangible personal property, and on the 
gross receipts from the rendering of certain enumerated services. There are no local sales taxes in Connecticut. 
… Generally, all sales, leases, and rentals of goods in Connecticut are subject to a 6.35% sales and use tax when 
the title of goods transfers from the seller to the buyer in Connecticut. Exceptions are sales specifically exempt 
from tax and sales made for resale. Services are generally not subject to sales and use taxes unless specifically 
enumerated as taxable by statute.”35 

In contrast to the sales tax, which is calculated as a percent of the price of applicable goods and services, the 
excise tax is applied on a per-unit basis. As Table 6 shows, items in this category include—but are not limited 
to—the alcoholic beverages tax and the cigarette tax. Moreover, the excise tax is levied in conjunction with the 
sales tax. For example, regarding alcoholic beverages, the DRS explains, “A tax is imposed on all distributors 
of alcoholic beverages on the sale of alcoholic beverages within Connecticut. Distributors must report the total 
number of gallons of each alcoholic beverage sold during the month, the opening and closing inventories and the 
amount of tax due. Sales of alcoholic beverages are also subject to the Sales and Use Tax.”36 

There are two key features that make sales and excise taxes regressive:

The sales tax as a percent of income tends to decline at higher income levels because the higher one’s 
income, the lower the share of it one must spend on necessities, many of which are subject to the sales 
tax. For example, the Institute on Taxation and Economic Policy explains, “[W]hile a flat rate general 
sales tax may appear on its face to be neither progressive nor regressive, that is not its practical impact. 
Unlike an income tax, which generally applies to most income, the sales tax applies only to spent income 
and exempts saved income. Since high earners are able to save a much larger share of their incomes than 
middle-income families—and since the poor can rarely save at all—the tax is inherently regressive.”37 

The excise tax as a percent of income tends to decline at higher income levels. Moreover, relative to the 
sales tax, the decline at higher income levels is even greater because the excise tax is applied on a per-
unit basis rather than as a percent of the price of each unit. For example, the Institute on Taxation and 
Economic Policy explains, “[E]xcise taxes are typically based on volume rather than price—per gallon, 
per pack and so forth. Thus, better-off people pay the same absolute tax on an expensive premium beer 
as low-income families pay on a run-of-the-mill variety. As a result, excise taxes are usually the most 
regressive kind of tax.”38 
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Tax Rate Basis

$0.24 per gallon Beer
$0.72 per gallon Still Wines
$0.18 per gallon Small Wineries
$1.80 per gallon Sparkling Wines

$5.40 per proof gallon Alcohol
$5.40 per gallon Distilled Liquor
$2.46 per gallon Liquor Coolers

$4.35 per pack of twenty Cigarettes
50% of sales price, not to exceed $0.50 per cigar Cigars

$3.00 per ounce Snuff tobacco products

Table 5.  Sales Taxes: Statutory Tax Rates

Table 6.  Excise Taxes: Statutory Tax Rates

Tax Rate Basis

6.35%
General rate on the gross receipts from the sale, rental or leasing of tangible personal 
property, and the rendering of certain services

7.75%

Most motor vehicles with a sales price of more than $50,000                               
Items of jewelry with a sales price of more than $5,000                                     
Articles of clothing or footwear or a handbag, luggage, umbrella, wallet or watch, 
with a price of more than $1,000

4.5%
On the sale of a motor vehicle to a nonresident member of the U.S. armed forces 
serving on active duty in Connecticut

1.0% On computer and data processing services

9.35%
For the rental or leasing of a passenger motor vehicle for a period of 30 consecutive 
calendar days or less

2.99%
For sales and purchases of vessels, motors for vessels, and trailers used for 
transporting a vessel

11.0% For occupancy in bed and breakfast establishments
15.0% For the rental of rooms in a hotel or lodging house
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Overall, the DRS scores sales and excise taxes at an average of -0.53 on a regressive-to-progressive continuum 
of -1 to 1 (the sales tax scores -0.39 and the excise tax scores -0.67). This makes sales and excise taxes the most 
regressive component of Connecticut’s tax system.

In particular, as Table 7 shows, the DRS estimates that the wealthiest families—those in the top 1 percent of the 
income distribution—paid an average effective rate of 0.90 percent of their income on sales and excise taxes 
in 2011. In contrast, families in the working class—the bottom 50 percent of the income distribution—paid 
an average effective rate of 8.30 percent, a tax burden 9.2-times greater than that for the wealthiest. Likewise, 
families in the middle class—the 50th to the 90th percentiles—paid an average effective rate of 2.37 percent of 
their income on sales and excise taxes, a tax burden 2.6-times greater than that for the wealthiest.39 

For additional data on the impact of sales and excise taxes, Figure 13 shows the development of this regressive tax 
component as a revenue source. Importantly, after the expansion of excise taxes during the 1930s and the creation 
of a general sales tax during the 1940s, sales and excise taxes initially operated as the highest tax revenue source 
at the state level and as the second-highest tax revenue source at the combined state and local level. However, 
after the expansion of the personal income tax to wage income during the 1990s, sales and excise taxes have 
operated as the second-highest tax revenue source at the state level and as the third-highest tax revenue source at 
the combined state and local level.40

Sales Tax Excise Tax Total
Working Class $0 to $47,948 5.81% 2.49% 8.30%
Middle Class $47,949 to $182,087 1.91% 0.46% 2.37%
Upper Class $182,088 to $612,040 1.16% 0.16% 1.32%
Wealthiest $612,041 and up 0.82% 0.08% 0.90%

Group Adjusted Gross Income
Effective Tax Rate
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Table 7. Sales and Excise Taxes: Effective Tax Rate by Income Group

Figure 13.  Sales and Excise Taxes: Revenue Contribution



 31

Business Taxes

Operating as the third regressive tax component, Connecticut levies a mix of business taxes. As Table 8 shows, 
there are five major taxes that fall into two categories: general business taxes and taxes for particular areas of 
business.

(1) General business taxes

A corporation business tax is imposed on C corporations. As the DRS explains, C corporations “must calculate 
their tax under two alternate methods and remit the higher tax.” The primary method is the net income base, which 
is taxed at the rate of 7.5 percent. The secondary method is the capital base, which is “taxed at a rate of 3.1 mill 
($0.0031) per dollar” and “limited to a maximum tax of $1,000,000.” Additionally, if a C corporation “owes less 
than $250 under both methods, it pays the minimum tax of $250.”41 

A pass-through entity (PE) tax is imposed on “Partnerships, including limited liability companies that are treated 
as partnerships for federal income tax purposes,” and on “S corporations, including limited liability companies 
that are treated as S corporations for federal income tax purposes.” According to the DRS, “There are two methods 
that PEs may use to calculate their PE tax. The ‘Standard Base’ is the default method and must be utilized unless 
the PE elects to use the ‘Alternative Base’ method,” both of which are taxed at 6.99 percent.42  Moreover, because 
the pass-through entity tax was established primarily as a workaround to the federal Tax Cut and Jobs Act of 2017 
that limited the state and local tax deduction, most of the revenue is returned in the form of a tax credit. As the 
DRS explains, “Partners in PEs that are subject to the PE Tax are entitled to a credit … based upon a percentage 
of the partner’s direct and indirect share of a PE’s tax liability …. For taxable years that begin on or after January 
1, 2019, the PE Tax Credit percentage is 87.5%. A partner may claim the PE Tax Credit against taxes imposed on 
the partner under chapter 208 (corporation business tax) or chapter 229 (income tax).”43 

(2) Taxes for particular areas of business
 
A public service companies tax is imposed at varying rates on the gross earnings of community antenna television 
companies, certified competitive video service provider companies, satellite television companies, railroad 
companies, gas companies and electric distribution companies.44  

An insurance companies tax is imposed at varying rates “on the total net direct premiums” that insurance companies 
receive, “on any new or renewal contract or policy by a health care center,” and “on premiums for unauthorized 
insurance.”45 

A hospitals tax is imposed at varying rates “on each hospital’s net revenue for the provision of inpatient hospital 
services and for the provision of outpatient hospital services.” Moreover, because this tax was established primarily 
to increase matched federal funding, a substantial portion of the revenue is returned to the hospitals.46 
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Tax Rate Basis

7.5% Net income base (Alternative 1)
3.1 mils ($0.0031) per dollar Capital base (Alternative 2)

$250 Minimum tax (Alternative 3)

Tax Rate Basis Credit on Income Tax or Corp. Business Tax

6.99% Standard base 87.5%
6.99% Alternative base 87.5%

Tax Rate Basis

5.25% Community Antenna TV
5.25% Certified Competitive Vedo Service Provider
5.25% Satellite TV

2 - 3.5% Railroad
5% Gas Companies
4% Gas sales to residential customters

6.8% for residential customers Electric Distribution Companies
8.5% for nonresidential customers Electric Distribution Companies

Tax Rate Basis

1.5% Net direct premiums received by domestic and foreign insurance companies
4% Gross premiums charged by nonadmitted and unauthorized insurers

1.5% Net direct subscriber charges of health care centers

Tax Rate Basis

6.0% Inpatient hospital services
12.3325% Outpatient hospital services

Table 8.  Business Taxes: Statutory Tax Rates

Corporation Business Tax

Pass-Through Entity Tax

Public Service Companies Tax

Insurance Companies Tax

Hospitals Tax
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The three business taxes that the DRS examines in its tax incidence report—the corporation business tax, the 
public service companies tax, and the insurance companies tax—are all regressive but vary in degree:

The corporation business tax is paid primarily by a mix of laborers and consumers and secondarily by 
owners of capital. Therefore, the tax as a percent of income tends to decline at higher income levels but 
less so relative to other regressive taxes, such as the property tax and sales and excise taxes. As the DRS 
reports, laborers and consumers pay a combined total of more than 60 percent of the tax and owners of 
capital pay 35 percent, meaning, “Owners of capital bear a higher percentage of the … tax than most of 
Connecticut’s other taxes.”47 

The public service companies tax is paid overwhelmingly by consumers and therefore operates similarly 
to a sales tax, which as a percent of income tends to decline at higher income levels. As the DRS reports, 
“Only 4.5% of the … tax impact is borne by owners of capital. 95.4% … is borne by labor and consumers.”48

The insurance companies tax is paid overwhelmingly by consumers and therefore operates similarly to 
a sales tax, which as a percent of income tends to decline at higher income levels. As the DRS reports, 
“93.3% of the tax incidence is borne by labor and consumers and only 6.5% by owners of capital.”49 

Overall, the DRS scores business taxes at an average of -0.25 on a regressive-to-progressive continuum of -1 to 
1 (the corporation business tax scores -0.02, the public services companies tax scores -0.38, and the insurance 
companies tax scores -0.35). This makes business taxes the least regressive of the three regressive components 
comprising Connecticut’s tax system.
 
In particular, as Table 9 shows, the DRS estimates that the wealthiest families—those in the top 1 percent of the 
income distribution—paid an average effective rate of 0.34 percent of their income on business taxes in 2011. 
In contrast, families in the working class—the bottom 50 percent of the income distribution—paid an average 
effective rate of 1.53 percent, a tax burden 4.5-times greater than that for the wealthiest. Likewise, families in the 
middle class—the 50th to the 90th percentiles—paid an average effective rate of 0.54 percent of their income on 
business taxes, a tax burden 1.6-times greater than that for the wealthiest.50 

For additional data on the impact of business taxes, Figure 14 shows the development of this regressive tax 
component as a revenue source. Notably, from the 1940s through the 1980s, business taxes operated on average 
as the second-highest source of tax revenue at the state level and as the third-highest source of tax revenue at the 
combined state and local level. However, for the last two decades, business taxes have operated as the second-
lowest source of tax revenue at both the state level and the combined state and local level. Also notable, the recent 
sharp increase in revenue from business taxes is offset by a recent sharp decrease in revenue from the personal 
income tax due to the new pass-through entity tax, which, as discussed, was established primarily as a workaround 
to the 2017 state and local tax deduction cap.51
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Public Service Co. Insurance Co. Corp. Business Total
Working Class $0 to $47,948 1.01% 0.34% 0.18% 1.53%
Middle Class $47,949 to $182,087 0.32% 0.11% 0.11% 0.54%
Upper Class $182,088 to $612,040 0.26% 0.10% 0.12% 0.48%
Wealthiest $612,041 and up 0.16% 0.06% 0.12% 0.34%

Group Adjusted Gross Income
Effective Tax Rate

Table 9. Business Taxes: Effective Tax Rate by Income Group
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Figure 14.  Business Taxes: Revenue Contribution
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The Personal Income Tax

Operating as the first of two progressive tax components, Connecticut imposes a tax on wage income and non-
wage income—capital gains, dividends, and interest. As the DRS explains, “Connecticut imposes a tax on income 
earned by resident individuals, trusts, and estates. Nonresidents and part-year resident individuals, trusts and estates 
are also subject to the tax on income derived from or connected with sources within the State. Connecticut taxable 
income is defined as adjusted gross income for federal tax purposes with certain modifications and exemptions.”52  

For reference, in 1970, Connecticut first enacted a personal income tax on capital gains; in 1972, it expanded the 
tax to include dividends and interest; and, in 1991, it expanded the tax to include income from wages.53 

There are four key features that make the personal income tax progressive. As Table 10 shows:

The use of multiple tax brackets increases the income tax rate at higher income levels. For example, for 
single filers, the tax brackets range from 3 percent on the first $10,000 to 6.99 percent on income over 
$500,000.54 

The use and phase out of exemptions increases the income tax rate at higher income levels. For example, 
for single filers, the income tax exemption is $15,000. However, once reaching an adjusted gross income 
of $29,000, the exemption decreases by $1,000 for each $1,000 increase in income and is entirely phased 
out at an income of $44,000.55 

The use of tax recapture increases the income tax rate at higher income levels. As the DRS explains, “For 
taxpayers whose annual Connecticut Adjusted Gross Income exceeds specified thresholds, a recapture 
provision is imposed to eliminate the benefits they receive from having a portion of their taxable income 
taxed at lower marginal rates.” For example, for single filers, the recapture is $90 per $5,000 over the 
starting point of $200,000 and is limited to a maximum total recapture of $3,150.56 

The earned income tax credit (EITC) lowers the income tax rate at lower income levels. As the DRS 
explains, “The Connecticut Earned Income Tax Credit (or CT EITC) is a refundable state income tax 
credit for low to moderate income working individuals and families. The state credit mirrors the federal 
Earned Income Tax Credit” at the rate of 23 percent.  For example, for single filers with three or more 
children and earnings of less than $50,162, the maximum refundable federal credit is $6,557 and the 
maximum refundable state credit is $1,508.58 



36 

Table 10.  The Personal Income Tax: Statutory Tax Rates and Major Components

Tax Rate
Single and Married 

Filing Separately
Head of Household Joint Filers

3.00% $0 to $10,000 $0 to $16,000 $0 to $20,000
5.00% Over $10,000 Over $16,000 Over $20,000
5.50% Over $50,000 Over $80,000 Over $100,000
6.00% Over $100,000 Over $160,000 Over $200,000
6.50% Over $200,000 Over $320,000 Over $400,000
6.90% Over $250,000 Over $400,000 Over $500,000
6.99% Over $500,000 Over $800,000 Over $1,000,000

Single Filers
Married Filing 

Separately
Head of Household Joint Filers

Exemption $15,000 $12,000 $19,000 $24,000

Phase out

The exemption decreases 
by $1,000 for each $1,000 
increase in AGI in excess 
of $29,000 and phases out 

at $44,000

 The exemption decreases 
by $1,000 for each $1,000 
increase in AGI in excess 
of $24,000 and phases out 

at $35,000

 The exemption decreases 
by $1,000 for each $1,000 
increase in AGI in excess 

of $38,000, and phases 
out at $56,000

The exemption decreases 
by $1,000 for each $1,000 
increase in AGI in excess 
of $48,000 and phases out 

at $71,000

Single and Married 
Filing Separately

Head of Household Joint Filers

Starting Point $200,000 $320,000 $400,000

Recapture Rate
$90 per $5,000 over 

starting point
$140 per $8,000 over 

starting point
$180 per $10,000 over 

starting point
Maximum Recapture $3,150 $4,920 $6,300

Number of 
Children

Adjusted Gross Income Cap
Maximum 

Federal EITC
Maximum 
State EITC

0
$15,570                          

($21,370 married filed jointly)
$529 $122 

1
$41,094                          

($46,884 married filed jointly)
$3,526 $811 

2
$46,703                          

($52,493 married filed jointly)
$5,828 $1,340 

3
$50,162                          

($55,952 married filed jointly)
$6,557 $1,508 

Tax Brackets

Exemptions and Phase Outs

Tax Recapture

Earned Income Tax Credit
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Overall, the DRS scores the personal income tax at 0.11 on a regressive-to-progressive continuum of -1 to 1. This 
makes the personal income tax the second-most progressive component of Connecticut’s tax system.

In particular, as Table 11 shows, the DRS estimates that the wealthiest families—those in the top 1 percent of the 
income distribution—paid an average effective rate of 4.36 percent of their income on the personal income tax 
in 2011. In contrast, families in the working class—the bottom 50 percent of the income distribution—paid an 
average effective rate of 1.11 percent, a tax burden that is 25 percent of that for the wealthiest. Likewise, families 
in the middle class—the 50th to the 90th percentiles—paid an average effective rate of 3.64 percent of their 
income on the personal income tax, a tax burden that is 80 percent of that for the wealthiest.59 

For additional data on the impact of the personal income tax, Figure 15 shows the development of this progressive 
tax component as a revenue source. Notably, after the creation of a tax on income from capital gains, dividends, 
and interest during the early 1970s, the personal income tax operated as one of the lowest major tax revenue 
sources at both the state level and the combined state and local level. However, after the expansion of the tax to 
wage income in 1991, the personal income tax has operated as the highest tax revenue source at the state level 
and as the second-highest tax revenue source at the combined state and local level. Also notable, the recent sharp 
decrease in revenue from the personal income tax is offset by a recent sharp increase in revenue from business 
taxes due to the new pass-through entity tax, which, as discussed, was established primarily as a workaround to 
the 2017 state and local tax deduction cap.60 

Group Adjusted Gross Income
Effective      
Tax Rate

Working Class $0 to $47,948 1.11%
Middle Class $47,949 to $182,087 3.64%
Upper Class $182,088 to $612,040 4.49%
Wealthiest $612,041 and up 4.36%
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Table 11. The Personal Income Tax: Effective Tax Rate by Income Group

Figure 15.  The Personal Income Tax: Revenue Contribution
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The Estate and Gift Tax

Operating as the second progressive tax component, Connecticut levies an estate and gift tax. As the DRS explains, 
“Resident and nonresident estates of decedents are liable for the Connecticut Estate Tax on the amount of their 
Connecticut taxable estate,” which “is defined as the sum of the total value of the decedent’s federal gross estate, 
less allowable deductions, plus the aggregate amount of Connecticut taxable gifts …. A credit is granted for gift 
taxes previously paid; however, the credit cannot exceed the amount of the Connecticut estate tax.”61 

There are two key features that make the estate and gift tax progressive and one key feature that decreases its 
progressivity. As Table 12 shows,

The use of multiple tax brackets increases the estate and gift tax rate at higher wealth levels. For example, 
in 2019, the tax brackets range from 7.8 percent over $3.6 million to 12 percent over $10.1 million.61 

The use of an exemption eliminates the estate and gift tax at lower wealth levels. For example, in 2019, 
estates worth less than $3.6 million are exempt from the estate and gift tax.63 

The use of a payment cap lowers the effective estate and gift tax rate at the highest wealth levels. As 
the DRS explains, “The maximum amount of estate and gift tax paid by donors who made taxable gifts 
between January 1, 2016 and December 31, 2018 or the estates of decedents who died between January 1, 
2016 and December 31, 2018 is $20 million. The payment cap is reduced by the amount of any gift taxes 
paid on taxable gifts made on or after January 1, 2016” and “is lowered to $15 million in 2019.”64 

Tax Rate Basis

0.00% $0 to $3,600,000
7.80% Over $3,600,000
8.40% Over $4,100,000

10.00% Over $5,100,000
10.40% Over $6,100,000
10.80% Over $7,100,000
11.20% Over $8,100,000
11.60% Over $9,100,000
12.00% Over $10,100,000

- Tax payment capped at $15,000,000

Table 12.  The Estate and Gift Tax: Statutory Tax Rates and Major Components
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Overall, the DRS scores the estate and gift tax at 0.76 on a regressive-to-progressive continuum of -1 to 1. This 
makes the estate and gift tax the most progressive component of Connecticut’s tax system.

In particular, as Table 13 shows, the DRS estimates that the wealthiest families—those in the top 1 percent of 
the income distribution—paid an average effective rate of 0.14 percent of their income on the estate and gift tax 
in 2011. In contrast, families in the working class—the bottom 50 percent of the income distribution—paid an 
average effective rate of 0 percent. Likewise, families in the middle class—the 50th to the 90th percentiles—paid 
an average effective rate of 0 percent of their income on the estate and gift tax.65 

For additional data on the impact of the estate and gift tax, Figure 16 shows the development of this progressive 
tax component as a revenue source. Notably, from the 1940s through the 1970s, the estate and gift tax operated 
as a greater tax revenue source than the personal income tax. However, since the early 1980s, it has operated as 
the lowest major tax revenue source at both the state level and the combined state and local level. Also notable, 
Connecticut used to have an inheritance tax in addition to the estate and gift tax and this historical overview 
includes the revenue from both sources.66 

Group Adjusted Gross Income
Effective      
Tax Rate

Working Class $0 to $47,948 0.00%
Middle Class $47,949 to $182,087 0.00%
Upper Class $182,088 to $612,040 0.00%
Wealthiest $612,041 and up 0.14%
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Table 13. The Estate and Gift Tax: Effective Tax Rate by Income Group

Figure 16.  The Estate and Gift Tax: Revenue Contribution
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Tax Expenditures

Operating together with the preceding mix of regressive and progressive tax components, Connecticut spends a 
considerable amount of money each year through the use of tax expenditures. As the Office of Fiscal Analysis 
(OFA) explains, “The term ‘tax expenditure’ may appear to be a contradiction. ‘Tax’ denotes money coming 
into the government; ‘expenditure’ denotes money going out. How can money be coming in and going out at the 
same time? With tax expenditures, the money does not come in and go out again; rather, it does not come in at 
all. This is because the law has provided for an exemption, exclusion, deduction or credit that lowers the amount 
of tax revenue that would otherwise be collected. A tax expenditure can be used to accomplish public policy 
goals. It may be enacted either to encourage a certain activity or to limit the tax burden on certain taxpayers. For 
example, government can attempt to encourage economic development directly by providing financial assistance 
to businesses through grants or indirectly through tax expenditures, such as Corporation Tax credits or Sales Tax 
exemptions.”67 

Relative to standard public spending, tax expenditures have two key features:

Tax expenditures are generally open-ended. As the OFA explains, “A tax expenditure is different from 
a direct expenditure in that it does not need to be re-enacted. Unless a sunset date is placed on a tax 
expenditure provision, it continues indefinitely (or until amended or repealed), whereas direct expenditures 
must be appropriated for each budget period.”68 

Tax expenditures generally have no built-in cost limit. As the OFA explains, “Not only does a tax expenditure 
not require re-enactment, its fiscal impact is usually not reviewed after it becomes law. … Typically, the 
fiscal impact of an existing provision is not estimated unless a proposal is made to change or repeal it.”69 

Unlike the standard tax components, the DRS tax incidence report does not provide a standalone score for tax 
expenditures on a regressive-to-progressive continuum. Notably, however, the Connecticut Earned Income Tax 
Credit (CT EITC)—one of the most progressive tax expenditures supporting working-class families—accounts 
for only a very small share of total tax expenditures. As Table 14 shows, the average cost of the CT EITC since 
its implementation in fiscal year 2012 is 1.8 percent of total tax expenditures and the program has never exceeded 
2.1 percent. Moreover, despite its relatively low cost, the OFA estimates that the CT EITC benefits approximately 
194,000 taxpayers, or 18 percent of the state’s population.70 

For additional data on the impact of tax expenditures, Figure 17 shows the development of this tax component in 
relation to Connecticut’s total tax revenue. Notably, during the last two decades—the period for which the data are 
most complete—the annual cost of tax expenditures has averaged the equivalent of 41 percent of total tax revenue 
at the state level and 26 percent of total tax revenue at the combined state and local level. This puts tax expenditures 
behind only the property tax and the personal income tax in overall size. Moreover, this is a conservative measure 
of tax expenditures because it does not include the cost of excluding most services, which, as discussed, “are 
generally not subject to sales and use taxes unless specifically enumerated as taxable by statute.”71 
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(in millions) (% of Total Tax Expenditures)
2011 $5,351 $0 0.0%
2012 $6,607 $110 1.7%
2013 $6,769 $117 1.7%
2014 $7,015 $105 1.5%
2015 $7,147 $121 1.7%
2016 $6,373 $127 2.0%
2017 $6,460 $134 2.1%
2018 $6,401 $115 1.8%
2019 $6,506 $118 1.8%

Fiscal Year Total Tax Expenditures 
(in millions)

Earned Income Tax Credit
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Table 14.  Tax Expenditures: Total Cost and the Earned Income Tax Credit

Figure 17.  Tax Expenditures: Revenue Reduction
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Summary

There are two key findings overall in this section. First, Connecticut is not a high-tax state when its per capita 
income—or ability to pay—is considered. Moreover, Connecticut’s average-sized tax system operates as a larger 
component of its broader revenue system compared to most states, which in turn makes Connecticut a relatively 
low-revenue state. 

Second, although Connecticut is not a high-tax state, the distribution of its tax burden is highly regressive. In 
particular, Connecticut collects an average of 65 percent of state and local tax revenue from a mix of regressive 
taxes; it collects an average of 35 percent of state and local tax revenue from two progressive taxes; and it employs 
a tax expenditure program that is equal in size to 26 percent of total tax revenue but allocates only 2 percent to 
the Connecticut Earned Income Tax Credit, one of the most progressive tax components benefitting working-class 
families. Additionally, based on both the analysis from the DRS tax incidence report and the historical revenue 
data provided in this section, Figure 18 shows that the regressive tax components have comprised a majority of 
the total state and local tax revenue since 1945, which indicates that Connecticut’s tax system has been regressive 
for at least the last 75 years.72 
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A Program to Strengthen Working- and Middle-Class Families5.
As detailed in the three preceding sections, for at least the last 75 years, Connecticut has violated the first principle 
of taxation by disproportionally taxing its working- and middle-class residents. Making that violation increasingly 
untenable, for the last 40 years, the pre-tax income and wealth shares for the working and middle class have 
declined substantially in the U.S. in general and in Connecticut in particular.

To ensure the well-being of Connecticut’s children, especially in the areas in education, health, and economic 
opportunity—and, more specifically, to address both the near-unparalleled pre-tax income and wealth inequality 
and the regressive tax system that exacerbates income and wealth inequality—it is essential to strengthen the 
state’s working- and middle-class families.

To that end, this section of the report recommends a tax reform program that is revenue neutral but asks for a 
greater investment in Connecticut’s future from its wealthy residents in order to ease the financial burden on its 
working- and middle-class families. The program has four major components: (1) raising taxes on millionaires in 
the top 1 percent of the income distribution; (2) raising taxes on multi-million-dollar estates in the top 5 percent 
of the wealth distribution; (3) increasing and creating tax credits for working- and middle-class families; and (4) 
increasing tax transparency. 

Raising Taxes on Millionaires in the Top 1 Percent of the Income Distribution

As the first component of a program to strengthen working- and middle-class families, Connecticut could increase 
taxes on millionaires in the top 1 percent of the income distribution. For reference, the Institute on Taxation and 
Economic Policy estimates that a family in Connecticut needs an income of $933,000 or more in 2019 to be in the 
top 1 percent. This means that the following tax policy recommendation—which applies to individuals making 
more than $1 million a year and couples making more than $2 million a year—is limited to those in the top 1 
percent of the income distribution.73 

Policy recommendation:

For wage income, Connecticut could create two additional personal income tax brackets, 7.99 percent 
above $1 million for individuals ($2 million for couples), and 8.49 percent above $5 million for individuals 
($10 million for couples). The Institute on Taxation and Economic Policy estimates that this would raise 
$263 million a year.

For non-wage income—capital gains, dividends, and interest—Connecticut could add 2 percentage points 
to the two new personal income tax brackets, making the rates 9.99 percent above $1 million for individuals 
($2 million for couples) and 10.49 percent above $5 million for individuals ($10 million for couples). The 
Institute on Taxation and Economic Policy estimates that this would raise $239 million a year.
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In addition to raising a combined $502 million a year—or a 2.9 percent increase in the state’s general fund tax 
revenue74—there are four key points to highlight about this proposal:

The increase in the personal income tax would be paid entirely by millionaires in the top 1 percent—whose 
income share has increased the most for several decades and whose effective tax rate has been the lowest.

Raising the personal income tax does not adversely impact a state’s economy. For example, the Center 
on Budget and Policy Priorities reports, “The large majority of [empirical academic] studies find that 
interstate differences in tax levels, including differences in personal income taxes, have little if any effect 
on relative rates of state economic growth.”75

A top tax rate of 8.49 percent on wage income above $5 million would not make Connecticut an 
uncompetitive state. As Table 15 shows, nine states—including New York, New Jersey, and Vermont—
have higher top tax rates. Moreover, in all but one of those nine states, the top tax rate goes into effect at 
a level well before $5 million.76 
 
A top tax rate of 10.49 percent on non-wage income above $5 million would partially reverse an earlier 
tax cut for the wealthiest in Connecticut. Before expanding the personal income tax to wage income in 
1991, Connecticut taxed all capital gains income—the profits derived from the sale of capital assets—at 
7 percent, and it taxed dividend and interest income above $100,000 at 14 percent. Since expanding the 
personal income tax, Connecticut has taxed wage and non-wage income at the same rate—originally at 4.5 
percent, and then rising but never exceeding 6.99 percent. In short, the expansion of the personal income 
tax has operated as a substantial tax cut for the wealthiest, whose income is disproportionally based on 
non-wage sources.77   As the Center on Budget and Policy Priorities explains, “Capital gains are generated 
by wealth. Because wealth is highly concentrated, so is capital gains income. About 80 percent of capital 
gains go to the wealthiest 5 percent of taxpayers; 69 percent go to the top 1 percent.”78 

Single Filer Married Filed Jointly
1 California 13.30% Over $1,000,000 Over $1,145,960
2 Hawaii 11.00% Over $200,000 Over $400,000
3 New Jersey 10.75% Over $5,000,000 Over $5,000,000
4 Oregon 9.90% Over $125,000 Over $250,000
5 Minnesota 9.85% Over $163,890 Over $273,150
6 Washington, D.C. 8.95% Over $1,000,000 Over $1,000,000
7 New York 8.82% Over $1,077,550 Over $2,155,350
8 Vermont 8.75% Over $200,100 Over $243,650
9 Iowa 8.53% Over $73,710 Over $73,710

10 Connecticut (proposed) 8.49% Over $5,000,000 Over $10,000,000
13 Connecticut (current) 6.99% Over $500,000 Over $1,000,000

State Top Income Tax Rate
Income Level

Rank

Table 15.  Comparison of State Tax Systems: The Personal Income Tax
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Raising Taxes on Multi-Million-Dollar Estates in the Top 5 Percent of the Wealth Distribution

As the second component of a program to strengthen working- and middle-class families, Connecticut could 
increase taxes on multi-million-dollar estates in the top 5 percent of the wealth distribution. For reference, 
Connecticut-specific data for wealth are not available. However, the Washington Center for Equitable Growth 
reports that in 2016 individual tax units and households needed a minimum wealth of $1.7 million and $2.4 million, 
respectively, to be in the top 5 percent in the U.S. This indicates that the following tax policy recommendation—
which applies to estates worth more than $3.6 million—is limited to those in the top 5 percent of the wealth 
distribution in the U.S.79 

Policy recommendation:

Connecticut could keep its exemption for the estate and gift tax at $3.6 million instead of allowing it to 
increase to $11.4 million as scheduled. This is estimated to raise $92 million a year.80

Connecticut could repeal its $15 million cap on the payment of the estate and gift tax. This is estimated to 
raise at least $8 million a year.81 

In addition to raising a combined $100 million a year—or a 0.6 percent increase in the state’s general fund tax 
revenue82 —there are four key points to highlight about this proposal:

The expansion of the estate tax would be paid entirely by multi-million-dollar estates in the top 5 percent 
of the wealth distribution in the U.S., which, as demonstrated, is even more unequal than the income 
distribution.83 

The estate tax tax does not adversely impact a state’s ability to generate revenue due to the relocation of 
its wealthy residents. For example, a recent study by the Federal Reserve Bank of San Francisco explains 
that, for Connecticut in particular, “we estimate the revenue benefit of having an estate tax to be 26% 
larger than the revenue cost” due to relocation.84  

Keeping the exemption for the estate tax at $3.6 million, repealing the $15 million payment cap, and 
keeping the top tax rate at 12 percent would not make Connecticut an uncompetitive state. As Table 16 
shows, of the 13 states with an estate tax—most of which are in the Northeast—six have an exemption 
below $3.6 million, only Connecticut has a payment cap, and all 13 have a top rate of 12 percent or 
higher.85

Keeping the estate tax is essential to tax a major source of wealth and income for the wealthiest that would 
otherwise go untaxed due to the stepped-up basis rule. As the Center on Budget and Policy Priorities 
explains, “consider a taxpayer who bought 100 shares of stock for $10 each and held them until her death, 
when their value had risen to $50 per share. She left them to her daughter, who sold them a number of 
years later, after their value had risen to $55 per share. Under current law, the daughter’s taxable capital 
gains would reflect the $5-per-share increase that occurred while she owned the stock, not the $45-per-
share increase that occurred since her mother bought it. State estate taxes … help compensate for stepped-
up basis by taxing assets at the time they were inherited.”86
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Exemption (Millons) Payment Cap
1 Washington 20.0% $2.2 No
2 Oregon 16.0% $1.0 No
2 Rhode Island 16.0% $1.5 No
2 Minnesota 16.0% $2.7 No
2 Vermont 16.0% $2.8 No
2 Illinois 16.0% $4.0 No
2 Maryland 16.0% $5.0 No
2 New York 16.0% $5.3 No
2 Washington, D.C. 16.0% $5.7 No

10 Hawaii 15.7% $5.5 No
11 Massachusetts 12.0% $1.0 No
11 Maine 12.0% $5.7 No

11 Connecticut (proposed) 12.0% $3.6 No
11 Connecticut (current) 12.0% $11.4 (by 2023) Yes

Rank State Top Estate Tax Rate
Wealth Level

Table 16.  Comparison of State Tax Systems: The Estate Tax
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Increasing and Creating Tax Credits for Working- and Middle-Class Families

As the third component of a program to strengthen working- and middle-class families, Connecticut could increase 
its Earned Income Tax Credit and create a Child Tax Credit.

(1) The Earned Income Tax Credit

As the Congressional Research Services explains, “The Earned Income Tax Credit (EITC) is a refundable tax 
credit available to eligible workers with relatively low earnings. Because the credit is refundable, an EITC 
recipient need not owe taxes to receive the benefit. … The EITC is provided to individuals and families once a 
year, in a lump sum payment after individuals and families file their federal income tax returns. The credit may 
be received in one of three ways: (1) a reduction in federal tax liability; (2) a refund from the Treasury if the tax 
filer has no income tax liability; or (3) a combination of a reduced federal tax liability and a refund.”87  Moreover, 
regarding the state-level version of the EITC, the Institute on Taxation and Economic Policy explains, “While all 
states with EITCs allow taxpayers to calculate their state EITC as a percentage of the federal credit, state credits 
vary dramatically in their generosity” and “refundability is by far the most important design choice …. No matter 
how high the state EITC percentage is, if it is not refundable, it will be ineffective.”88 

For a more-detailed overview of the EITC, Table 17 shows the three key parameters, which vary based on family 
size and marital status: (1) the phase-in rate and income range; (2) the maximum credit amount; and (3) the phase-
out rate and income range. 

Additionally, Figure 19 displays the key parameters of the EITC for a single tax filer in 2019. For example, with 
one child, the federal EITC operates as follows: (1) the credit increases by $0.34 for every additional dollar of 
earned income from $0 up to $10,370; (2) the maximum credit of $3,526 remains constant for earned income from 
$10,370 up to $19,030; and (3) the credit decreases by $0.1598 for every additional dollar of earned income from 
$19,030 up to $41,094, at which point the credit is entirely phased out.89 

Currently, the refundable Connecticut EITC mirrors the federal EITC at the rate of 23 percent. This means, for 
example, that the maximum Connecticut credit for a single tax filer with one child is $811, which together with 
the maximum federal credit of $3,526 creates a total maximum credit of $4,337. For reference, the level of the 
Connecticut EITC has been adjusted multiple times: in 2011, it was created at 30 percent; in 2013, it was reduced 
to 25 percent; in 2014, it was increased to 27.5 percent; and in 2017, it was reduced to 23 percent.90 
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Rate Income Range (Single) (Married)
Childless 7.65% ($0 to $6,920)     (same)
1 Child 34% ($0 to $10,370)   (same)

2 Children 40% ($0 to $14,570)   (same)
2+ Children 45% ($0 to $14,570)   (same)

Family Size
Phase-In

U.S. 23% 30% 40% 50%
Childless $529 $122 $159 $212 $265
1 Child $3,526 $811 $1,058 $1,410 $1,763

2 Children $5,828 $1,340 $1,748 $2,331 $2,914
2+ Children $6,557 $1,508 $1,967 $2,623 $3,279

Family Size
Maximum Credit

Rate Income Range (Single) (Married)
Childless 7.65% ($8,650 to $15,570)     ($14,450 to $21,370)
1 Child 15.98% ($19,030 to $41,094)   ($24,820 to $46,884)

2 Children 21.06% ($19,030 to $46,703)   ($24,820 to $52,493)
2+ Children 21.06% ($19,030 to $50,162)   ($24,820 to $55,952)

Phase-Out
Family Size

$0

$1,000

$2,000

$3,000

$4,000

$5,000

$6,000

$7,000

Ta
x 

C
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t

$0 $5,000 $10,000 $15,000 $20,000 $25,000 $30,000 $35,000 $40,000 $45,000 $50,000

Income

Childless 1 Child 2 Children 2+ Children

Table 17.  The Earned Income Tax Credit: Key Components, 2019

Figure 19.  The Earned Income Tax Credit: U.S., Single Filer, 2019
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Policy recommendation:

Connecticut could increase its Earned Income Tax Credit. Based on an analysis from the Institute on 
Taxation and Economic Policy, Table 18 shows that restoring the Connecticut EITC to 30 percent of 
the federal credit is estimated to cost an additional $34.7 million annually; increasing it to 40 percent is 
estimated to cost an additional $84.1 million annually; and increasing it to 50 percent is estimated to cost 
an additional $133.7 million annually. 

The analysis also shows five other key features:

Tax Change as a Percent of Income: For example, increasing the Connecticut EITC from 23 to 30 percent 
would reduce by an additional 0.2 percentage points the effective tax rate for the bottom 20 percent of the 
income distribution—those making an average of $14,000 in 2019.

Average Tax Cut: For example, increasing the Connecticut EITC from 23 to 30 percent would provide an 
additional average tax cut of $34 for those in the bottom 20 percent of the income distribution.

Percent Receiving Tax Cut: For example, increasing the Connecticut EITC from 23 to 30 percent would 
provide an additional tax cut for 18 percent of those in the bottom 20 percent of the income distribution.

Average Tax Cut for Recipient: For example, increasing the Connecticut EITC from 23 to 30 percent 
would provide an additional average tax cut of $187 for qualified recipients in the bottom 20 percent of 
the income distribution.

Share of Total Tax Cut: For example, 35 percent of the tax cut from increasing the Connecticut EITC from 
23 to 30 percent would go the bottom 20 percent of the income distribution.

Altogether, the analysis shows that, regardless of the overall selected rate—30, 40, or 50 percent—
increasing the Connecticut EITC would overwhelmingly support working-class families. Moreover, 
nearly all of these families would immediately use the tax credit to pay for essential needs, which in turn 
would help to boost the state’s economy.



 51

Lowest Second Middle Fourth Next Next Top
20% 20% 20% 20% 15% 4% 1%

Tax Change
(% of income)

% Receiving
Tax Cut

Average Tax Cut
for Recipient
Share of Total

Tax Cut

Tax Change
(% of income)

% Receiving
Tax Cut

Average Tax Cut
for Recipient
Share of Total

Tax Cut

Tax Change
(% of income)

% Receiving
Tax Cut

Average Tax Cut
for Recipient
Share of Total

Tax Cut

-

Income Group

Average Income   
in 2019

18% 23% 5%

$215 $222 -

-

Increasing To 30%: Total Cost of $34.7 Million

$195,000 $496,000 $3,190,000

-0.2% -0.1% 0.0% - - - -

$14,000 $35,000 $60,000 $101,000

$34 $49 $10 -

-

Increasing to 40%: Total Cost of $84.1 Million

-0.6% -0.3% 0.0% - - -

Average Tax Cut

- - -

-

- - -

35% 51% 11% - - -

-

-

$187

Average Tax Cut $82 $119 $25 - - - -

-

$453 $523 $540 - - - -

18% 23% 5% - - -

Average Tax Cut $131 $189 $39 - -

-

Increasing to 50%: Total Cost of $133.7 Million

-0.9% -0.5% -0.1% - - - -

35% 51% 11% - - -

- -

18% 23% 5% - - - -

-

35% 51% 11% - - - -

$720 $831 $858 - - -

Table 18.  Increasing the Connecticut EITC to 30, 40, or 50 Percent of the Federal Credit

*Cost estimates and distributional analysis are provided by the Institute on Taxation and Economic Policy
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(2) The Child Tax Credit

More than two decades after creating the EITC, the federal government created the Child Tax Credit (CTC) as 
“a $500-per-child nonrefundable credit to provide tax relief to middle- and upper-middle-income families. Since 
1997, various laws have modified key parameters of the credit, expanding the availability of the benefit to more 
low-income families while also increasing the value of the tax credit.”91  Regarding its current form, the Tax 
Policy Center explains, “Taxpayers can claim a child tax credit … of up to $2,000 for each child under age 17 
who is a citizen. … If the credit exceeds taxes owed, taxpayers can receive up to $1,400 of the balance as a refund, 
known as the additional child tax credit (ACTC) or refundable CTC.” Additionally, a non-refundable $500 other 
dependent credit (ODC) “is available to dependents who are not eligible for the $2,000 CTC for children under 
17.” This includes older dependents as well as “children ages 17–18 or those 19–24 and in school full time in at 
least five months of the year.”92 

For a more-detailed overview of the CTC—and the related ACTC and ODC—Table 19 shows the three key 
parameters, which vary based on marital status: (1) the phase-in rate and income level; (2) the maximum credit 
per child or dependent; and (3) the phase-out rate and income level. 

Additionally, Figure 20 displays the key parameters of both the CTC/ACTC and the ODC for a single tax filer 
with one eligible child or dependent in 2019. For example, with one eligible child, the CTC/ACTC operates as 
follows: (1) the ACTC increases by $0.15 for every additional dollar of earned income from $2,500 up to $11,830, 
and then, once reaching the maximum ACTC of $1,400, the CTC increases by $0.15 for every additional dollar 
of earned income from $18,305 up to $24,300; (2) the maximum credit of $2,000 remains constant for earned 
income from $24,300 up to $200,000; and (3) the credit decreases by $0.05 for every additional dollar of earned 
income from $200,000 up to $240,000, at which point the credit is entirely phased out. 

Likewise, with one eligible dependent, the ODC operates as follows: (1) the credit—which is not refundable and 
has no phase-in rate or statutory income threshold—begins to go into effect at earned income of $18,305 and 
reaches its maximum at earned income of $23,300; (2) the maximum credit of $500 remains constant for earned 
income from $23,300 up to $200,000; and (3) the credit decreases by $0.05 for every additional dollar of earned 
income from $200,000 up to $210,000, at which point the credit is entirely phased out.93 

Unlike many other states, Connecticut does not currently have either a state-level CTC or a state-level Child and 
Dependent Care Tax Credit (CDCTC). For reference, the CDCTC “is a nonrefundable tax credit that reduces a 
taxpayer’s federal income tax liability based on child and dependent care expenses incurred. The policy objective 
is to assist taxpayers who work or who are looking for work.”94  Regarding the absence of a state-level CTC or 
CDCTC in Connecticut, a 2014 report from Connecticut Voices for Children explains, “Unlike most other states, 
Connecticut has no tax exemptions, deductions or credits to offset some of the considerable costs of raising 
children. As a result, a family of two parents and three children pays virtually the same amount in state income 
tax as a couple without children that earns the same income, even though households with children spend more 
on food, clothing, health care and other necessities, and have far less disposable income.”95 
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Rate Income Level
Single ACTC / CTC 15% above $2,500

Married ACTC / CTC 15% above $2,500
Single ODC - -

Married ODC - -

Filer Status Credit Type
Phase-In

U.S. 30% 40% 50%
Single / Married ACTC (Refundable) $1,400 $420 $560 $700
Single / Married CTC $2,000 $600 $800 $1,000
Single / Married ODC $500 $150 $200 $250

Max. Credit Per Child / Other Dependent
Filer Status Credit Type

Rate Income Level
Single ACTC / CTC 5% above $200,000

Married ACTC / CTC 5% above $400,000
Single ODC 5% above $200,000

Married ODC 5% above $400,000

Filer Status Credit Type
Phase-Out

$0

$500

$1,000

$1,500

$2,000

$2,500

Ta
x 

C
re

di
t

$0 $50,000 $100,000 $150,000 $200,000 $250,000

Income

Child Tax Credit / ACTC Other Dependent Credit

Figure 20.  The Child Tax Credit: U.S., Single Filer, 2019

Table 19.  The Child Tax Credit: Key Components, 2019
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Policy recommendation:

Connecticut could create a Child Tax Credit that mirrors the federal credit, meaning it includes a CTC/
ACTC and ODC. Based on an analysis from the Institute on Taxation and Economic Policy, Table 20 
shows that creating a Connecticut CTC at 30 percent of the federal credit is estimated to cost $376 million 
annually; creating it at 40 percent is estimated to cost $501 million annually; and creating it at 50 percent 
is estimated to cost $627 million annually. 

The analysis also shows five other key features:

Tax Change as a Percent of Income: For example, creating the Connecticut CTC at 30 percent would 
reduce by 0.5 percentage points the effective tax rate for the second 20 percent of the income distribution 
and it would reduce by 0.3 percentage points the effective tax rate for the fourth 20 percent—those 
making an average of $35,000 and $101,000, respectively, in 2019.

Average Tax Cut: For example, creating the Connecticut CTC at 30 percent would provide an average tax 
cut of $162 for those in the second 20 percent of the income distribution and it would provide an average 
tax cut of $255 for those in the fourth 20 percent.

Percent Receiving Tax Cut: For example, creating the Connecticut CTC at 30 percent would provide a tax 
cut for 19 percent of those in the second 20 percent of the income distribution and it would provide a tax 
cut for 31 percent of those in the fourth 20 percent.

Average Tax Cut for Qualified Recipient: For example, creating the Connecticut CTC at 30 percent 
would provide an average tax cut of $850 for qualified recipients in the second 20 percent of the income 
distribution and it would provide an average tax cut of $821 for qualified recipients in the fourth 20 
percent.

Share of Total Tax Cut: For example, 15 percent of the tax cut from creating the Connecticut CTC at 30 
percent would go the second 20 percent of the income distribution and 24 percent would go to the fourth 
20 percent.

Altogether, the analysis shows that, regardless of the overall selected rate—30, 40, or 50 percent—creating 
the Connecticut CTC would overwhelmingly support working- and middle-class families. Moreover, a 
substantial portion of those families would quickly use the tax credit to pay for the high cost of raising 
children, which in turn would help to further boost the state’s economy.
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Lowest Second Middle Fourth Next Next Top
20% 20% 20% 20% 15% 4% 1%

Tax Change
(% of income)

% Receiving
Tax Cut

Average Tax Cut
for Recipient
Share of Total

Tax Cut

Tax Change
(% of income)

% Receiving
Tax Cut

Average Tax Cut
for Recipient
Share of Total

Tax Cut

Tax Change
(% of income)

% Receiving
Tax Cut

Average Tax Cut
for Recipient
Share of Total

Tax Cut

Income Group

Average Income    
in 2019

$14,000 $35,000 $60,000 $101,000 $195,000 $496,000 $3,190,000

Creating the Connecticut CTC at 30%: Total Cost of $376 Million

-0.4% -0.5% -0.3% -0.3% -0.2% -0.1% -

Average Tax Cut $49 $162 $207 $255 $430 $277 -

-

$484 $850 $818 $821 $984 $933 -

10% 19% 25% 31% 44% 30%

Average Tax Cut $66 $216 $276 $340 $573

-

Creating the Connecticut CTC at 40%: Total Cost of $501.3 Million

-0.5% -0.6% -0.5% -0.3% -0.3% -0.1% -

5% 15% 20% 24% 31% 5%

$369 -

10% 19% 25% 31% 44% 30% -

-

5% 15% 20% 24% 31% 5% -

$645 $1,133 $1,091 $1,095 $1,312 $1,244

Average Tax Cut $82 $270 $344 $426 $716

Creating the Connecticut CTC at 50%: Total Cost of $626.6 Million

-0.6% -0.8% -0.6% -0.4% -0.4% -0.1% -

$461 -

10% 19% 25% 31% 44% 30% -

-

5% 15% 20% 24% 31% 5% -

$807 $1,417 $1,364 $1,368 $1,640 $1,555

Table 20.  Creating the Connecticut CTC at 30, 40, or 50 Percent of the Federal Credit

*Cost estimates and distributional analysis are provided by the Institute on Taxation and Economic Policy
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In support of both the EITC and the CTC, there are two additional key points to highlight:

The cost of increasing the Connecticut EITC and creating the Connecticut CTC could be covered entirely 
by raising taxes both on millionaires in the top 1 percent of the income distribution and on multi-million-
dollar estates in the top 5 wealth distribution, all of which would help to make Connecticut’s tax system 
less regressive. As Table 21 shows, the millionaire income tax component and multi-million-dollar estate 
tax component are estimated to raise an additional $602.3 million a year—or a 3.5 percent increase in 
the state’s general fund tax revenue. That is sufficient to cover various combinations of the tax credits 
to strengthen working- and middle-class families. For example, increasing the Connecticut EITC to 50 
percent of the federal credit and creating the Connecticut CTC at 30 percent of the federal credit is 
estimated to cost $510 million a year—or a 2.9 percent decrease in the state’s general fund tax revenue. To 
take another example, increasing the Connecticut EITC to 40 percent and creating the Connecticut CTC at 
40 percent is estimated to cost $585 million a year—or a 3.4 percent decrease in the state’s general fund 
tax revenue.96

Increasing the Connecticut EITC and creating the Connecticut CTC would help to offset the negative 
impact of rising income and wealth inequality, especially in the areas of education, health, and economic 
opportunity. For example, the Center on Budget and Policy Priorities explains, “The Earned Income Tax 
Credit (EITC) and Child Tax Credit (CTC) … provide work, income, educational, and health benefits to 
its recipients and their children, a substantial body of research shows.  In addition, recent ground-breaking 
research suggests the income from these tax credits leads to benefits at virtually every stage of life.  For 
instance, research indicates that children in families receiving the tax credits do better in school, are 
likelier to attend college, and can be expected to earn more as adults.”97  Additionally, the Urban Institute 
reports, “Two tax credits—the child tax credit (CTC) and the earned income tax credit (EITC)—provide 
substantial assistance to low- and middle-income families. Together, they lift more families out of poverty 
than any government program outside of Social Security.”98
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Creating Two Additional Income Tax Brackets on Wage Income $263 

Creating Two Additional Income Tax Brackets on Non-Wage Income $239.3 

Keeping the Exemption for the Estate and Gift Tax at $3.6 Million $92

Repealing the $15 Million Cap on the Payment of the Estate and Gift Tax $8 

Increasing the Connecticut EITC to 30 Percent ($34.7)

Increasing the Connecticut EITC to 40 Percent ($84.1)

Increasing the Connecticut EITC to 50 Percent ($133.7)

Creating the Connecticut CTC at 30 Percent ($376)

Creating the Connecticut CTC at 40 Percent ($501.3)

Creating the Connecticut CTC at 50 Percent ($626.6)

Implementing the Personal Income Tax and Estate Tax Components $602.3 

Increasing the Connecticut EITC to 50 Percent ($133.7)

Creating the Connecticut CTC at 30 Percent ($376)

Balance $93 

Implementing the Personal Income Tax and Estate Tax Components $602.3 

Increasing the Connecticut EITC to 40 Percent ($84.1)

Creating the Connecticut CTC at 40 Percent ($501.3)

Balance $17 

Tax Reform Program (Example 1 ) Annual Change in Revenue   
(Millions)

Tax Reform Program (Example 2 ) Annual Change in Revenue   
(Millions)

The Personal Income Tax and Estate Tax Components Annual Change in Revenue    
(Millions)

The Tax Credit Component Annual Change in Revenue   
(Millions)

Table 21.  Policy Recommendations for Reforming Connecticut’s Tax System
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Increasing Tax Transparency 

As the fourth component of a program to strengthen working- and middle-class families, Connecticut could 
increase tax transparency. 

As discussed in the third section, the Connecticut Department of Revenue Services published its first tax incidence 
report in 2014 and it was also charged to release an updated report “biennially thereafter.” However, the DRS has 
not published a second report to date. Notably, in 2015, the report was delayed to February 2017 and biennially 
thereafter; in 2016, it was delayed to February 2018 and biennially thereafter; in 2017, it was delayed to February 
2020 and biennially thereafter; and in 2019, it was delayed to February 2022 and biennially thereafter.99

Also important, in its current form, Connecticut law mandates that the biennial report cover “the overall incidence 
of the income tax, sales and excise taxes, the corporation business tax and property tax.”100  However, the first 
report covered nine taxes: (1) the property tax, (2) the personal income tax, (3) sales and use taxes, (4) excise 
taxes, (5) the public service companies tax, (6) the corporation business tax, (7) the insurance companies tax, (8) 
the estate and gift tax, and (9) the real estate conveyance tax. The scope of the report is critical because, as the first 
report shows, all but two taxes—the personal income tax, and the estate and gift tax—are regressive. This means 
that the exclusion of taxes from future reports will likely have the effect of making Connecticut’s tax system 
appear less regressive than it is in fact.

Policy recommendation:

Without further delay, the DRS could publish a tax incidence report during the first half of all even-
numbered years. It is essential that the General Assembly and the public have a comprehensive assessment 
of the tax system as well as sufficient time to develop tax proposals for the long legislative session during 
odd-numbered years.

In order to provide a comprehensive assessment of the tax system, the DRS tax incidence report could 
include the property tax as well as all major state taxes. Based on the Comptroller’s annual report in 2019, 
this would include 13 major taxes: (1) the property tax; (2) the personal income tax; (3) the sales and use 
tax; (4) the corporations tax; (5) the pass-through entity tax; (6) the public service corporations tax; (7) the 
estate and gift tax; (8) the insurance companies tax; (9) the cigarettes and tobacco tax; (10) the real estate 
conveyance tax; (11) the alcoholic beverages tax; (12) the admissions, dues, and cabaret tax; and (13) the 
health provider tax.101

With the support of the DRS, the Office of Fiscal Analysis could include a basic tax incidence assessment 
as part of its fiscal note for proposed tax legislation. As the OFA explains, “A fiscal note is a brief statement 
of the fiscal impact that a piece of legislation would have on state and local government” and is “required 
on every bill that is approved by a committee or that reaches the floor of the House or Senate.” However, 
the “economic or social impact of the legislation is not included.” The General Assembly could amend this 
process so that the OFA includes an assessment of whether legislation would make the tax system more 
regressive, progressive, or leave the tax distribution unchanged.102
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Summary

This section of the report outlines a tax reform program that consists of four major components: raising taxes on 
millionaires in the top 1 percent of the income distribution; raising taxes on multi-million-dollar estates in the top 
5 percent of the wealth distribution; increasing and creating tax credits for working- and middle-class families; 
and increasing tax transparency. Together, the three fiscal components of the program are designed to be revenue 
neutral, meaning the aim is not to raise or cut taxes overall but rather to reduce the disproportionate tax burden 
on the working and middle class by shifting part of that burden to the wealthy—whose income and wealth shares 
have increased the most for several decades and whose effective tax rate has been the lowest. In particular, the 
income and estate tax components are estimated to raise taxes on the wealthy by about $600 million annually, and 
the tax credit component is estimated to lower taxes on working- and middle- class families by a similar amount 
each year through the Connecticut EITC and the Connecticut CTC—a total shift equal to approximately 3.5 
percent of the state’s general fund tax revenue. Additionally, the tax transparency component of the program is 
designed both to prevent future tax increases on the working and middle class and, as necessary, to support further 
efforts at reforming Connecticut’s regressive tax system.
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Implementing the Tax Reform Program6.
Connecticut recently enacted five fiscal restrictions: a spending cap, a volatility cap, an appropriations caps, a 
bond cap, and a bond lock. It is essential to review these restrictions before recommending two methods for 
implementing the fiscal components of the tax reform program.

(1) Spending Cap

Passed in 1992, the 28th Amendment to the Connecticut Constitution includes the following key provisions:

A. “The amount of general budget expenditures authorized for any fiscal year shall not exceed 
the estimated amount of revenue for such fiscal year.” 

B. “The general assembly shall not authorize an increase in general budget expenditures 
for any fiscal year above the amount of general budget expenditures authorized for the 
previous fiscal year by a percentage which exceeds the greater of the percentage increase 
in personal income or the percentage increase in inflation, unless the governor declares an 
emergency or the existence of extraordinary circumstances and at least three-fifths of the 
members of each house of the general assembly vote to exceed such limit for the purposes 
of such emergency or extraordinary circumstances. The general assembly shall by law define 
‘increase in personal income’, ‘increase in inflation’ and ‘general budget expenditures’ for 
the purposes of this section” and the “enactment or amendment of such definitions shall 
require the vote of three-fifths of the members of each house of the general assembly.” 

C. “Any unappropriated surplus shall be used to fund a budget reserve fund or for the reduction 
of bonded indebtedness; or for any other purpose authorized by at least three-fifths of the 
members of each house of the general assembly.”103

In 2017—25 years after the passage of the 28th Amendment—the General Assembly finally defined the terms in 
Section B with a three-fifths majority, thereby granting the spending cap its full constitutional power. Prior this 
development, a different statutory spending cap from 1991 had remained in effect.104

(2) Volatility Cap

In 2017, the General Assembly established a volatility cap that requires “[a]ll revenue in excess of [$3.15 
billion] received by the state each fiscal year from estimated and final payments of the personal income tax … 
be transferred by the Treasurer to a special fund to be known as the Budget Reserve Fund.”105 For reference, the 
Department of Revenue Services includes capital gains, interest income, and dividends income—all of which are 
considered volatile revenue sources—in the “estimated and final payments” component of the personal income 
tax.106  Additionally, in 2018, the General Assembly indexed the $3.15 billion volatility cap to a five-year average 
of income growth and it included the new pass-through entity tax to the category of volatile tax revenue sources.107
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(3) Appropriations Cap

In 2017, the General Assembly established an appropriations cap that prevents the authorizing of “appropriations 
for any fiscal year in an amount that, in the aggregate, exceeds” 99.5 percent of estimated revenue beginning in 
2020 and that steadily declines to 98 percent of estimated revenue in 2026 and beyond.108

(4) Bond Cap

In 2017, the General Assembly established a bond cap that, beginning in July 2018, prevents the Treasurer from 
issuing “general obligation bonds … or credit revenue bonds … that exceed in the aggregate [$1.9 billion] in any 
fiscal year.”109

(5) Bond Lock

In 2017, the General Assembly established a bond lock that, for all “general obligation bonds and credit revenue 
bonds issued on or after May 15, 2018, and prior to July 1, 2020,” requires the Treasurer to include the following 
declaration: “The state of Connecticut does hereby pledge to and agree with the holders of any bonds, notes and 
other obligations issued … that no public or special act of the General Assembly taking effect on or after May 15, 
2018, and prior to July 1, 2023, shall alter the obligation to comply with the provisions” of the four previously 
discussed fiscal caps.110  This effectively locks in the fiscal caps by adding a contractual mechanism, meaning 
bondholders can sue the state if the caps are prematurely removed or altered in any prohibited manner.111
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With these fiscal restrictions in place, there are two primary methods to implement the fiscal components of the 
proposed tax reform program.

1. Implementing the Tax Reform Program With the Support of a Three-Fifths Majority

First, the General Assembly could pass the income and estate tax components of the program with a 
simple majority. Second, after raising the volatility cap with a three-fifths majority, the General 
Assembly could pass the tax credit component of the program with a simple majority. Unlike the 
spending side of the budget, there is no limit on raising the level of taxation. Instead, for the purpose 
of balancing the budget, the volatility cap limits the use of certain volatile revenue above a set amount. 
This means that the non-volatility-cap-limited increase in revenue from the income tax component—a 
substantial portion of which falls in the “estimated and final payments” category—will likely not be 
sufficient in conjunction with the increase in revenue from the estate tax component to fully offset 
the decrease in revenue from the tax credit component. However, even with the bond lock in effect, 
the General Assembly could, with the support of a three-fifths majority in both houses, increase the 
volatility cap “due to changes in state or federal tax law.”  Raising the volatility cap to a sufficient 
level would allow the income and estate tax components to fully offset the tax credit component.113 
 

2. Implementing the Tax Reform Program With the Support of a Simple Majority

First, the General Assembly could pass part of the tax reform program with a simple majority. Second, 
in 2023, the General Assembly could repeal the volatility cap with a simple majority and then pass the 
remaining part of the program with a simple majority. The non-volatility-cap-limited increase in revenue 
from the income tax component and the increase in revenue from the estate tax component could both be 
used to offset the decrease in revenue from part of the tax credit component. Then, once the bond lock 
expires in 2023, the General Assembly could repeal the volatility cap and pass the remaining part of the 
program, all with a simple majority.114 
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To ensure the well-being of Connecticut’s children, especially in the areas in education, health, and economic 
opportunity—and, more specifically, to address both the near-unparalleled pre-tax income and wealth inequality 
and the regressive tax system that exacerbates income and wealth inequality—it is essential to strengthen the 
state’s working- and middle-class families.

To that end, this report developed in three overall steps an argument and program for tax reform:

First, the report traced the rise of income inequality, the rise of wealth inequality, and the adverse impact of 
income and wealth inequality on working- and middle-class families. 

Second, the report reviewed the three types of tax systems in general; it reviewed several comprehensive studies 
of Connecticut’s regressive tax system in particular; and it reviewed the historical rise and major components of 
Connecticut’s regressive tax system. 

Third, the report outlined a revenue neutral tax reform program that consists of four major components: raising 
taxes on millionaires in the top 1 percent of the income distribution; raising taxes on multi-million-dollar estates 
in the top 5 percent of the wealth distribution; increasing and creating tax credits for working- and middle-class 
families; and increasing tax transparency. Additionally, the report provided an overview of several new fiscal 
restrictions and recommended two methods for implementing the fiscal components of the program.

Altogether, for those that might instinctively consider the proposed tax reform program too extreme, the report 
aimed to show that the truly extreme tax policy in Connecticut is the status quo, which disproportionally taxes 
working- and middle-class residents, even as their income and wealth shares have declined substantially for 
decades. In contrast, the proposed tax reform program from Connecticut Voices for Children is an essential opening 
move towards establishing a more reasonable policy based on the long-established first principle of taxation—that 
“[t]he subjects of every state ought to contribute towards the support of the government, as nearly as possible, in 
proportion … to the revenue which they respectively enjoy under the protection of the state.”

Conclusion7.
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