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Glossary
Economic growth is commonly measured as the percentage change in real (inflation-adjusted) gross
domestic product (GDP), which is the nation’s or state’s total income over a given period of time.
Economic justice is providing the economic resources to enable all families to live a secure and
fulfilling life and is achievable based on the support of a strong economy with an equitable
distribution of income and wealth.
Effective tax rate is the total amount of taxes that a family pays as a percentage of taxable income.
Income is the flow of money that a person or family receives over a given period of time, and it is
derived from an array of sources, including salaries and wages, business income, rental income,
investment income (e.g., capital gains, dividends, interest), and government transfers.
Progressive tax system requires upper-class families and the wealthiest families to pay a higher
percentage of their incomes in taxes than working- and middle-class families.
Proportional tax system requires all families to pay the same percentage of their incomes in taxes.
Racial income gap is the difference in income among populations grouped by race or ethnicity.
Racial wealth gap is the difference in wealth among populations grouped by race or ethnicity.
Regressive tax system requires working- and middle-class families to pay a higher percentage of
their incomes in taxes than upper-class families and the wealthiest families.
Wealth is the stock of assets, including money, property, stocks, bonds, and other kinds of capital.
Worker power arises primarily from unionization or the threat of unionization, from firms being run
in the interests of workers as stakeholders, and from an economy at full employment, all of which
strengthen the ability of workers to increase their pay to a higher level than would otherwise be
possible.
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Introduction
Connecticut’s economy has a highly unjust distribution of income and wealth in general as well as a
highly unjust distribution of income and wealth by race. This economic injustice has been rising for
several decades, benefitting a small group of wealthy families while the state’s working- and middleclass families, especially those of color, fall further behind.
A major cause of economic injustice in Connecticut is the unfair distribution of pre-tax income and
wealth gains from economic growth, which have gone primarily to the wealthy for the last several
decades. This is due to several factors, especially the decline of worker power,1 and it stands in stark
contrast to the more just distribution of the income and wealth gains from economic growth during
the first half of the post-World War II period—a time when John F. Kennedy popularized the
metaphor that “a rising tide lifts all the boats.”2
Another major cause of economic injustice in Connecticut is the regressive—or unfair—state and
local tax system, which requires working- and middle-class families, especially those of color, to pay
a higher percentage of their incomes in taxes than the wealthy. This exacerbates pre-tax income
inequality and thereby contributes to wealth inequality. Moreover, by decreasing the income and
wealth available for working- and middle-class families to spend and increase economic demand,
Connecticut’s regressive tax system slows economic growth, which hurts all of the state’s families.
Or to return to Kennedy’s popular metaphor, the regressive tax system slows the rise of the tide overall
and is designed to lift only boats that are already at the top and therefore do not need additional
support.
Along with the decades-long rise of economic injustice and the regressive tax system contributing to
that problem, the ongoing coronavirus pandemic-induced recession is accelerating the rise of
economic injustice and causing substantial budget deficits that are creating considerable pressure to
cut government spending on essential services at a time when government support is more needed
than ever.
This combination of economic problems in Connecticut severely threatens the well-being of the
state’s working- and middle-class families, especially those of color. At the same time, it provides an
opportunity to step back and consider sweeping proposals. To guide that discussion, this report
proceeds in four sections. The first section provides an overview of economic injustice in Connecticut.
The second section provides an overview of Connecticut’s regressive tax system. The third section
provides an overview of Connecticut’s projected revenue shortfall and deficits due to the coronavirus
pandemic-induced recession. And the fourth section provides an overview of fair tax reform options
to address the three preceding problems and ensure that Connecticut’s tax system works to advance
economic justice rather than continue to contribute to economic injustice.
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An Overview of Economic Injustice
To show that Connecticut’s economy has a highly unjust distribution of income and wealth in general
as well as a highly unjust distribution of income and wealth by race, all of which in turn slows
economic growth, this section of the report provides an overview of five key economic indicators at
both the national level and the state level. This section also provides a brief overview of the ways in
which economic injustice harms children from working- and middle-class families.
The following is a summary of the key findings:
•

Income inequality has been rising for several decades in the U.S. and has recently reached the
highest levels since at least the end of the Second World War in 1945; and income inequality is
even greater in Connecticut than in the U.S. as a whole.

•

The decades-long rise in income inequality in the U.S. includes a substantial racial income gap,
which exacerbates income inequality for households of color; and the racial income gap in
Connecticut is even greater than in the U.S. as a whole.

•

Wealth inequality has been rising for several decades in the U.S. and has recently reached the
highest levels since at least the end of the Second World War in 1945; and wealth inequality is
even greater in Connecticut than in the U.S. as a whole.

•

The decades-long rise in wealth inequality in the U.S. includes a substantial racial wealth gap,
which exacerbates wealth inequality for households of color; and the racial wealth gap in
Connecticut is even greater than in the U.S. as a whole.

•

Economic growth in the U.S. has slowed to the lowest average level since at least the end of the
Second World War in 1945, and economic growth has slowed even more in Connecticut than in
the U.S. as a whole since the Great Recession of 2007–09.

•

Altogether, these economic indicators show that in the U.S. in general and in Connecticut in
particular the income and wealth shares from an increasingly slow-growing economy have
overwhelmingly gone to the wealthiest families, meaning the distribution of the current economic
system is highly unjust, especially for families of color. Moreover, economic injustice is important
not simply in its own right but because of the ways in which it harms children from working- and
middle-class families, especially those of color, in the areas of educational success, health,
economic mobility, and more.
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Rising Income Inequality in the U.S.
Income is the flow of money that a family receives over a given period of time. To trace the historical
distribution of pre-tax income in the U.S., three economists—Thomas Piketty, Emmanuel Saez, and
Gabriel Zucman—have developed a prominent dataset using annual tax return data from the Internal
Revenue Services (IRS). The distribution for four groups is of particular interest: (1) the bottom 50
percent of tax filers, referred to here as the working class or lower-income group; (2) the next 40
percent of tax filers, referred to here as the middle class or middle-income group; (3) the next 9 percent
of tax filers, referred to here as the upper class or upper-income group; and (4) the top one percent of
tax filers, referred to here as the wealthiest. For reference, 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. 3
There are two key, relevant and related findings:
The pre-tax income share for the top one percent of tax filers in the U.S. now exceeds that for the
entire working class, and the pre-tax income share for the top 10 percent of tax filers now exceeds
that for the entire middle class. As Figure 1 shows, in 2016—the most recent year available—the
pre-tax income share for the top one percent is 19.3 percent, which is larger than the income share of
13.2 percent for the entire working class, a group 50 times larger in population. Likewise, the pre-tax
income share for the top 10 percent (the upper class plus the wealthiest) is 45.7 percent, which is
larger than the income share of 41 percent for the entire middle class, a group four times larger in
population.4
Income inequality has been rising for several decades in the U.S. and has recently reached the highest
levels since at least the end of the Second World War in 1945. However, the pre-tax income share for
the working class used to exceed that for the top one percent of tax filers, and the pre-tax income
share for the middle class used to exceed that for the top 10 percent of tax filers, which demonstrates
that it is possible to have a more just distribution of income. As Figure 2 shows, between 1945 and
1975, the pre-tax income share for the top one percent decreased from 14.9 percent to 10.9 percent.
Then, between 1975 and 2016, the pre-tax income share for the top one percent increased from 10.9
percent to 19.3 percent, whereas the pre-tax income share for the working class decreased from 20.8
percent to 13.2 percent. Likewise, between 1945 and 1980, the pre-tax income share for the top 10
percent decreased slightly from 35.6 percent to 34.1 percent. Then, between 1980 and 2016, the pretax income share for the top 10 percent increased from 34.1 percent to 45.7 percent, whereas the pretax income share the middle class decreased from 45.5 percent to 41 percent.5
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Figure 1. Pre-Tax Income Distribution in the U.S., 2016
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*See reference 4.

Figure 2. The Rise of Pre-Tax Income Inequality in the U.S.
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*See reference 5.
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Even Greater Rising Income Inequality in Connecticut
Shifting from the national level to the state level, a combination of data from different sources
effectively shows the rise of pre-tax income inequality. Specifically, the U.S. Census Bureau provides
the most up to date measure of income inequality in all 50 states and the District of Columbia. Two
economists—Estelle Sommeiller and Mark Price—have developed a prominent dataset that provides
the most extensive historical overview of income inequality in all 50 states and D.C. And the
Connecticut Department of Revenue Services (DRS) provides the most detailed data on income
inequality in Connecticut.
There are three key, relevant and related findings:
Pre-tax income inequality is even greater in Connecticut than in the U.S. as a whole. As Figure 3
shows, in 2018, Connecticut had a Gini Index score of 0.501, which is the third highest level of pretax income inequality in the U.S., behind only D.C. and New York and substantially above 0.468, the
average for all 50 states and D.C.6 For reference, the Gini Index “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).”7
The average pre-tax income for the top one percent of tax filers in Connecticut is 40.6 times greater
than the pre-tax income for the median household in the state. An analysis of data from the DRS
reveals that the top one percent of tax filers in Connecticut earned on average $3,092,389 in 2018—
the most recent year available. 8 In contrast, data from the Census Bureau show that the median
household in Connecticut earned $76,106 before taxes in 2018.9
Income inequality has been rising for several decades in Connecticut and has recently reached the
highest levels since at least the end of the Second World War in 1945. However, the pre-tax income
share for the top one percent of tax filers in Connecticut used to be considerably smaller and more
closely aligned with the U.S. as a whole, which demonstrates that it is possible to have a more
equitable distribution of income. As Figure 4 shows, between 1945 and 1978, the average pre-tax
income share for the top one percent in all 50 states and D.C. decreased from 11.9 percent to 8.5
percent; and in Connecticut, the pre-tax income share for the top one percent decreased from 13.4
percent to 10.1 percent. Then, between 1978 and 2015—the most recent year in the dataset—the
average pre-tax income share for the top one percent in all 50 states and D.C. increased from 8.5
percent to 17.6 percent; and in Connecticut the pre-tax income share for the top one percent increased
from 10.1 percent to 27.3 percent, which is the third highest level of income inequality, behind only
New York and Florida.10

CT Voices for Children

7

Income Share for the Top 1 Percent (%)

Income Inequality (Gini Index)

.45

.4
Utah
Alaska
Iowa
North Dakota
South Dakota
Hawaii
Idaho
Vermont
Wisconsin
Nebraska
Indiana
Maine
New Hampshire
Montana
Minnesota
Maryland
Wyoming
Colorado
Washington
Oregon
Delaware
Arizona
Kansas
Missouri
Ohio
Michigan

.55

.5
Average

0

CT Voices for Children
Oklahoma
Nevada
Rhode Island
West Virginia
Pennsylvania
Virginia
South Carolina
Tennessee
North Carolina
Kentucky
Georgia
Texas
Mississippi
New Jersey
Arkansas
Illinois
Alabama
Massachusetts
Florida
New Mexico
California
Louisiana
Connecticut
New York
Disctrict of Columbia

Figure 3. Ranking of Pre-Tax Income Inequality by State, 2018
.6

.35

.3
5
01
51
02
52

Average for All States
03
53
04
54
05

*See reference 6.

Figure 4. The Rise of Pre-Tax Income Inequality at the State Level
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A Substantial Racial Income Gap in the U.S. and Even Greater Gap in Connecticut
Along with the broader rise in income inequality, it is possible to examine the racial income gap in
the U.S. and Connecticut using data from the U.S. Census Bureau and the Connecticut Department
of Revenue Services. As measured here, the racial income gap is the difference in pre-tax income
among households grouped by race or ethnicity.
There are three key, relevant findings:
The decades-long rise in income inequality in the U.S. includes a substantial racial income gap. As
Table 1 shows, in 2018, the median white household in the U.S. had a pre-tax income of $63,917,
whereas the median Black household had a pre-tax income of $40,155 and the median Hispanic
household had a pre-tax income of $49,225. Put in relative terms, the median Black household had a
pre-tax income equal to only 63 percent of that for the median white household—which had the top
median income—and the median Hispanic household had a pre-tax income equal to only 77 percent.11
The racial income gap in Connecticut is even greater than in the U.S. as a whole. As Table 2 shows,
in 2018, the median white household in Connecticut had a pre-tax income of $82,950, whereas the
median Black household had a pre-tax income of $47,856 and the median Hispanic household had a
pre-tax income of $45,730. Put in relative terms, the median Black household had a pre-tax income
equal to only 58 percent of that for the median white household—which had the top median income—
and the median Hispanic household had a pre-tax income equal to only 55 percent.12
The racial income gap exacerbates income inequality for households of color. As Table 3 shows, the
average pre-tax income for the top one percent of tax filers in Connecticut is 40.6 times greater than
that for median household in the state due to rising income inequality. Even worse, the average pretax income for the top one percent of tax filers in Connecticut is 64.6 times greater than that for the
median Black household and 67.6 times greater than that for the median Hispanic household due to
the combination of rising income inequality and the racial income gap. Put differently, it would take
nearly 41 years for the median household in Connecticut to make what the top one percent of tax
filers in the state make on average in a single year, and it would take the median Black household
nearly 65 years and the median Hispanic household nearly 68 years.13
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Table 1. Pre-Tax Racial Income Gap in the U.S., 2018
Group

Pre-Tax Income

Median Household
Median White Household
Median Black Household
Median Hispanic Household

$61,937
$65,902
$41,511
$51,404

Relative to Median
White Household
94%
63%
78%

*See reference 11.

Table 2. Pre-Tax Racial Income Gap in Connecticut, 2018
Group

Pre-Tax Income

Median Household
Median White Household
Median Black Household
Median Hispanic Household

$76,106
$82,950
$47,856
$45,730

Relative to Median
White Household
92%
58%
55%

*See reference 12.

Table 3. Pre-Tax Income Inequality by Race in Connecticut, 2018
Group

Pre-Tax Income

Top 1% of Tax Filers (Avg.)
Median Household
Median Black Household
Median Hispanic Household

$3,092,389
$76,106
$47,856
$45,730

Inequality
Level
40.6x
64.6x
67.6x

*See reference 13.
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Rising Wealth Inequality in the U.S.
Whereas income is the flow of money that a family receives over a given period of time, wealth is a
family’s stock of assets, which includes money as well as property, stocks, bonds, and other kinds of
capital. The two financial resources are closely connected. As one economist puts it, “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.”14
To trace the historical distribution of wealth in the U.S., and operating as the counterpart to the Piketty
et al. study of income inequality, two economists—Emmanuel Saez and Gabriel Zucman—have
developed a prominent dataset using tax return data from the IRS. The distribution for three groups
is of particular interest: (1) the bottom 90 percent of tax filers, referred to here as the combined
working and middle class or lower- and middle-income groups; (2) the next 9 percent of tax filers,
referred to here as the upper class or upper-income group; and (3) the top 1 percent of tax filers,
referred to here as the wealthiest. For reference, the three wealth groups analyzed here are not
identical to the previous income groups because wealth is even more concentrated at the top than
income.15
There are two key, relevant and related findings:
The wealth share for the top one percent of tax filers in the U.S. now considerably exceeds that for
the entire combined working and middle class. As Figure 5 shows, in 2016—the most recent year in
the dataset—the wealth share for the top one percent of tax filers is 38.9 percent, which is considerably
larger than the wealth share of 25.5 percent for the combined working and middle class, a group 90
times larger in population.16
Wealth inequality has been rising for several decades in the U.S. and has recently reached the highest
levels since at least the end of the Second World War in 1945. However, the wealth share for the
combined working and middle class used to exceed that for the top one percent of tax filers, which
demonstrates that it is possible to have a more equitable distribution of wealth. As Figure 6 shows,
between 1945 and 1978, the wealth share for the top one percent of tax filers decreased from 32.7
percent to 22.7 percent. Then, between 1978 and 2016, the wealth share for the top one percent
increased from 22.7 percent to 38.9 percent, whereas the wealth share for the combined working and
middle class decreased from 34.2 percent to 25.5 percent.17
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Figure 5. Wealth Distribution in the U.S., 2016
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*See reference 16.

Figure 6. The Rise of Wealth Inequality in the U.S.
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*See reference 17.
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Even Greater Rising Wealth Inequality in Connecticut
Shifting from the national level to the state level, a combination of data from different sources
effectively shows the rise of wealth inequality. Specifically, Prosperity Now, a non-profit
organization, provides several measures of savings and assets by state using data from the U.S. Census
Bureau. And the Connecticut Department of Revenue Services provides an annual overview of estate
tax data. For reference, the available data on wealth inequality at the state level are not as detailed as
the data on income inequality at the state level, meaning the analysis requires making certain
inferences.
There are two key, relevant and related findings:
Wealth inequality is even greater in Connecticut than in the U.S. as a whole. As Table 4 shows, in
2016—the most recent year available in the dataset—the median household net worth was $92,110
in the U.S. and $115,400 in Connecticut. Moreover, the percentage of households with zero or
negative net worth—meaning they have no financial cushion to weather a crisis—was 15.7 percent
in the U.S. and 21.1 percent in Connecticut. 18 This combination of greater wealth for the median
household and a higher zero net worth rate indicates that wealth inequality in Connecticut is greater
than the near-unprecedented level of wealth inequality in the U.S. as a whole. It is also reasonable to
infer that wealth inequality is greater in Connecticut than in the U.S. as a whole based on the strong
relationship between income and wealth in general and the data showing that Connecticut has the
third highest level of income inequality. 19
The average net worth for the top one percent of taxed estates in Connecticut is 357 times greater than
the net worth for the median household in the state. An analysis of data from the DRS reveals that the
top one percent of taxed estates in Connecticut are worth on average at least $41,183,109 in 2016—
the most recent year data are available for all of the components.20 In contrast, data from the Census
Bureau—and analyzed by Prosperity Now—show that the median household in Connecticut had a
net worth of $115,400 in 2016.21

Table 4. Net Worth in the U.S. and Connecticut, 2016
Group
U.S.
Connecticut

Median Household
Net Worth
$92,110
$115,400

Households with
Zero Net Worth
15.7%
21.1%

*See reference 18.
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A Substantial Racial Wealth Gap in the U.S. and Even Greater Gap in Connecticut
Along with the broader rise in wealth inequality, it is possible to examine the racial wealth gap in the
U.S. and Connecticut using data from the Federal Reserve’s Survey of Consumer Finances and the
Prosperity Now scorecard. As measured here, the racial wealth gap is the difference in either the level
of median family wealth or the zero net worth rate among households grouped by race or ethnicity.
For reference, the available data on the racial wealth gap at the state level are not as detailed as the
data at the national level, meaning the analysis requires making certain inferences. Moreover, the
analysis maintains the units and terms that the original data sources employ, meaning part of the
analysis uses the family unit, whereas another part uses the household unit; and part of the analysis
uses the term Hispanic, whereas another part uses the term Latino.
There are three key, relevant and related findings:
The decades-long rise in wealth inequality in the U.S. includes a substantial racial wealth gap. As
Table 5 shows, in 2016, the median white family in the U.S. had a net worth of $171,000, whereas
the median Black family had a net worth of $17,600 and the median Hispanic family had a net worth
of $20,700. Put in relative terms, the median Black family had a net worth equal to only 10 percent
of that for the median white family—which had the top net worth—and the median Hispanic family
had a net worth equal to only 12 percent.22
The racial wealth gap in Connecticut is even greater than in the U.S. as a whole. As Table 6 shows
using a different, less detailed source of data to compare the U.S. and Connecticut, in 2016—the most
recent year available—12.7 percent of white households in the U.S. had zero or negative net worth,
whereas 28.7 percent of Black households and 20.2 percent of Latino households had zero or negative
net worth. Put differently, the zero net worth rate for Black and Latino households in the U.S. was
2.3 times and 1.6 times greater, respectively, than that for white households. In comparison, 10.3
percent of white households in Connecticut had zero or negative net worth, whereas 34.6 percent of
Black households and 51.4 percent of Latino households had zero or negative net worth. Put
differently, the zero net worth rate for Black and Latino households in Connecticut was 3.4 times and
5 times greater, respectively, than that for white households.23
The racial wealth gap exacerbates wealth inequality for households of color. As Table 7 shows, in
2016, the average net worth for the top one percent of taxed estates in Connecticut is 357 times greater
than the net worth for the median household. Moreover, as demonstrated, households of color tend to
have a much lower net worth than white households. This indicates that the net worth for the top one
percent of taxed estates in Connecticut is more than 357 times greater than the median net worth for
households of color due to a combination of rising wealth inequality and the racial wealth gap, though
a more precise estimate is not available.24
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Table 5. Racial Wealth Gap in the U.S., 2016
Group

Wealth

Median Family
Median White Family
Median Black Family
Median Hispanic Family

$97,300
$171,000
$17,600
$20,700

Relative to Median
White Family
57%
10%
12%

*See reference 22.

Table 6. Racial Wealth Gap in the U.S. and Connecticut, 2016
U.S.
Group
Zero Net Worth Relative to White
Rate
Households
All Households
15.7%
1.2x
White Households
12.7%
Black Households
28.7%
2.3x
Latino Households
20.2%
1.6x

Connecticut
Zero Net Worth Relative to White
Rate
Households
21.1%
2.0x
10.3%
34.6%
3.4x
51.4%
5.0x

*See reference 23.

Table 7. Wealth Inequality by Race in Connecticut, 2018
Group

Net Worth

Top 1% of Taxed Estates (Avg.)
Median Household
Median Black Household
Median Hispanic Household

$41,183,109
$115,400
< $115,400
< $115,400

Inequality
Level
357x
>357x
>357x

*See reference 24.
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Slowing Economic Growth in the U.S. and Even Slower Growth in Connecticut
Whereas income is the flow of money that a family receives over a given period of time and wealth
is a family’s stock of assets, economic growth is the change in total income that a nation or state
generates over a given period of time. Put differently, whereas the preceding analyses showed the
distribution of income and wealth, the analysis here shows the growth in the total income that the
economy generates in the first place. Moreover, economic growth and its distribution are connected.
As the Washington Center for Equitable Growth, a non-partisan think tank, explains, “Most research
shows that, in the long term, inequality is negatively related to economic growth.”25
To trace the historical growth of the economy in the U.S. and Connecticut, the U.S. Bureau of
Economic Analysis provides annual measures of both the percentage change in real (inflationadjusted) gross domestic product (GDP) and the percentage change in real GDP per capita, which is
the growth rate in total income adjusted for population size. For reference, the most accurate economic
growth data at the state level are only available beginning in 1997, whereas the data at the national
level are available for the entire historical analysis.
There are two key, relevant and related findings:
Economic growth in the U.S. has slowed to the lowest average level since at least the end of the
Second World War in 1945. As Figure 7 shows, real GDP growth in the U.S. has declined from an
average of more than 4 percent during the 1950s and 1960s to between 3 and 4 percent during the
1970s, 1980s, and 1990s and to slower than 3 percent during the 2000s and 2010s.26 Moreover, when
controlling for population size, Figure 8 shows that real GDP growth in the U.S. has declined from
an average of 2.5 percent or higher during the 1950s and 1960s to between 2 and 2.2 percent during
the 1970s, 1980s, and 1990s and to 1.6 percent or slower during the 2000s and 2010s.27 Together with
the preceding analyses of income and wealth, the analysis here shows that the wealthiest families are
taking a growing, disproportionate share of the gains from an increasingly slow-growing national
economy.
Economic growth has slowed even more in Connecticut than in the U.S. as a whole since the Great
Recession of 2007–09. As Figure 7 shows, real GDP growth in Connecticut has declined from an
average of 2.1 percent during the 2000s to 0.05 percent during the 2010s, making its growth rate the
third slowest of all the states.28 Moreover, when controlling for population size—which has been
decreasing in Connecticut—Figure 8 shows that real GDP growth has declined from an average of
1.6 percent during the 2000s to 0.05 percent during the 2010s, making its growth rate the seventh
slowest of all the states.29 Together with the preceding analyses of income and wealth, the analysis
here shows that the wealthiest families are taking a growing and even more disproportionate share of
the gains from Connecticut’s especially slow-growing economy.
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Figure 7. Real GDP Growth in the U.S. and Connecticut
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Figure 8. Real GDP Growth Per Capita in the U.S. and Connecticut
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Economic Injustice Harms Working- and Middle-Class Families
As previous research from Connecticut Voices for Children (CT Voices) emphasizes, Connecticut’s
highly unjust distribution of income and wealth from an increasingly slow-growing economy is
important not simply in its own right but because of the ways in which it harms the children from
working- and middle-class families, especially those of color. Most notably, it limits the ability of
many families to ensure that they have high-quality health care, child care, food, and clothing. It limits
the ability of many families to purchase homes or rent apartments in safe neighborhoods of their
choice with well-funded public schools. It limits the ability of many families to provide the emotional
and developmental support necessary for high needs children. It limits the ability of many families to
support their children in career and college attainment without the burden of excessive debt. And it
limits the ability of many families to ensure that future generations will have more opportunities than
previous ones.30
Consider further the following areas: educational success, health, and economic mobility.
Rising income and wealth inequality harms the educational success of children from working- and
middle-class families. Providing a succinct overview, one review of research on the subject explains,
The influence of income inequality affects multiple aspects of society’s functioning, from
health outcomes and even life expectancy to democratic ideals (Putnam 2015; Schanzenbach
et al. 2016; Stringhini et al. 2017). In the education arena, children’s socioeconomic status
(SES), of which income is a key component, is considered one of the most significant
predictors—if not the most significant predictor—of educational success. A number of
studies show the strong relationship between social class (of which socioeconomic status is a
frequent measure) and test scores, educational attainment, and college attendance and
completion (see Duncan, Morris, and Rodrigues 2011; García 2015; García and Weiss 2015;
Lee and Burkam 2002; Mishel et al. 2012; Putnam 2015; among others).
As a result of these trends and associations, achievement gaps by social class have grown
substantially since the 1960s, especially between children at the highest end of the income
distribution and all of the others (Reardon 2011). Some researchers have identified a large
increase in parental investment in education among high-SES parents as one driver of the
divergence in education outcomes (Duncan and Murnane 2011), among other contributing
factors, such as time parents spend with their children and time parents devote to educationenhancing activities (Morsy and Rothstein 2015; Van Voorhis et al. 2013).31
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Rising income and wealth inequality harms the health of children from working- and middle-class
families. For example, a review of research on the subject 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.32
Rising income and wealth inequality harms the economic mobility of children from working- and
middle-class families. As a landmark study on the subject explains,
We estimated rates of “absolute income mobility”—the fraction of children who earn more
than their parents—by combining data from U.S. Census and Current Population Survey
cross sections with panel data from de-identified tax records. We found that rates of absolute
mobility have fallen from approximately 90% for children born in 1940 to 50% for children
born in the 1980s. Increasing Gross Domestic Product (GDP) growth rates alone cannot
restore absolute mobility to the rates experienced by children born in the 1940s. However,
distributing current GDP growth more equally across income groups as in 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 shared more broadly across the income distribution.33
Rising income and wealth inequality especially harms the economic mobility of Black children. For
example, a review of research on the subject explains,
Black mobility in earlier generations lagged white mobility in every area of the United
States. The regions where the gap was largest, however, were quite different than they are
today. In earlier generations, the South was the epicenter of racial inequality, while today,
the South and the Northeast and Midwest are fairly indistinguishable with respect to racial
inequality.
The process through which areas that once were more racially equitable but today are not is
a complicated story of policy-driven choices that affected intergenerational mobility across
the country. Recent research highlights that factors such as school segregation,
disinvestment from public goods, and divergent levels of investment in education since the
1950s have combined to create a nexus of low mobility for blacks in general and for black
men in particular.34
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Connecticut’s Regressive Tax System
Contributes to Economic Injustice
To demonstrate that Connecticut’s regressive tax system contributes to economic injustice and is a
more pressing issue than the overall level of the state’s tax burden, this section of the report proceeds
in four parts. The first part provides an overview of the level of taxation in Connecticut relative to
other states. The second part provides an overview of the three types of tax systems from a
distributional perspective—regressive, proportional, and progressive. The third part provides an
overview of Connecticut’s regressive tax system in particular. And the fourth part shows how
Connecticut’s regressive tax system contributes to economic injustice.
The following is a summary of the key findings:
•

Connecticut is not an especially high-tax state when taking into account each state’s personal
income level—or ability to pay. And Connecticut is a low-tax state if taxation is defined more
broadly to include all of the revenue that a state actually collects from its residents.

•

Connecticut’s tax system is regressive, meaning it requires working- and middle-class families to
pay a higher percentage of their incomes in taxes than upper-class families and the wealthiest
families.

•

Connecticut’s regressive tax system exacerbates a high level of income inequality and a
substantial racial income gap, which in turn contribute to wealth inequality, the racial wealth gap,
and slow economic growth.

•

Altogether, this analysis shows that the most pressing tax issue in Connecticut is not the overall
tax burden but rather the regressive distribution of that burden, which contributes to economic
injustice.
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Connecticut Is Not A High-Tax State
In 2018—the most recent year that data are available for a comprehensive comparison—Connecticut
had in simple dollar terms the third highest combined state and local tax burden at $8,494 per capita. 35
However, Connecticut is not a high tax when taking into account two key variables: each state’s
personal income level and each state’s reliance on tax revenue as a percentage of total revenue.
Connecticut is not an especially high-tax state when taking into account each state’s personal income
level (or ability to pay). Personal income in 2018 ranged from a low of $37,852 per capita in
Mississippi to a high of $81,243 per capita in the District of Columbia, and Connecticut ranked second
at $74,855 per capita, all of which demonstrates that the ability to pay taxes varies substantially among
states.36 Incorporating this key variable into a cross-state comparison, Figure 9 shows that in 2018
the combined state and local tax burden as a percent of personal income averaged 9.8 percent and
ranged from a low of 7 percent in Tennessee to a high of 14.3 percent in New York. At 11.3 percent,
Connecticut’s tax burden ranked above average but remained significantly below that for the highest
group of states—Hawaii, North Dakota, D.C., and New York.37
Connecticut is a low-tax state if taxation is defined more broadly to include all of the revenue that
each state actually collects from its residents. Each state’s total own-source revenue—all of the
revenue that the state collects minus the contribution from the federal government—is based on a
combination of tax revenue (e.g., the property tax, the personal income tax, the sales tax) and non-tax
revenue (e.g., tolls, fines, services charges). Tax revenue as a percent of total own-source revenue in
2018 ranged from a low of 35.3 percent in Alaska to a high of 72 percent in Connecticut, which
demonstrates that some states primarily raise revenue through non-tax sources, whereas other states
(i.e., Connecticut) primarily raise revenue through taxes.38 Expanding the cross-state comparison to
include tax revenue as well as non-tax revenue, Figure 10 shows that in 2018 the combined state and
local own-source revenue burden as a percent of personal income averaged 18.8 percent and ranged
from a low of 14.5 percent in New Hampshire to a high of 23.9 percent in New York. At 15.8 percent,
Connecticut’s total own-source revenue burden was among the lowest in the country—and in fact
was nearly identical to Florida, one of the leading examples of a low-tax state.39
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Figure 9. Tax Revenue as a Percent of Personal Income, 2018
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Figure 10. Total Own-Source Revenue as a Percent of Personal Income, 2018
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Three Types Of Tax Systems: Regressive, Proportional, and Progressive
Shifting the analysis from the overall level of the tax burden to the distribution of that burden, a
family’s effective tax rate is the total amount of taxes that it pays as a percentage of taxable income.
Variation in this key rate across income groups reveals three basic types of tax systems: A regressive
tax system requires working- and middle-class families to pay a higher percentage of their incomes
in taxes than upper-class families and the wealthiest families. A proportional tax system requires all
families to pay the same percentage of their incomes in taxes. And a progressive tax system requires
upper-class families and the wealthiest families pay a higher percentage of their incomes in taxes than
working- and middle-class families.
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Connecticut Has A Regressive Tax System
The Connecticut Department of Revenue Services (DRS) released a comprehensive tax incidence
report in 2014 showing that Connecticut’s tax system is regressive, meaning it requires working- and
middle-class families to pay a higher percentage of their incomes in taxes than upper-class families
and the wealthiest families. The 2014 report—the most recent to date—uses income tax data from
2011 (updated here to 2018 dollars to account for inflation) and it presents the overall findings in two
ways: by income deciles and by population deciles.40
Applying the first approach, Table 8 shows that the effective tax rate decreases from 23.62 percent
for the lowest income decile to 6.28 percent for the highest income decile.41
Applying the second approach, Table 9 shows that the effective tax rate decreases from 26.62 percent
for the second lowest population decile to 8.18 percent for the highest population decile. Notably, this
approach does not include a tax rate for the lowest population decile because it “reflects an overstated
value resulting from Connecticut residents who file federal but not state income tax returns.”42
Using the data from the income deciles approach—which, unlike the population deciles approach,
does not exclude any data—it is possible to estimate the effective tax rate for the four groups of
interest examined in the preceding section: (1) the working class, defined as the bottom 50 percent of
the income distribution and whose tax rate is measured here using the data for income decile one; (2)
the middle class, defined as the next 40 percent of the income distribution and whose tax rate is
measured here using the data for income deciles two through five; (3) the upper class, defined as the
next nine percent of the income distribution and whose tax rate is measured here using data for income
deciles six and seven; and (4) the wealthiest, defined as the top one percent of the income distribution
and whose tax rate is measured here using data for income deciles eight through 10. 43
As Table 10 shows using the modified income deciles approach, Connecticut requires working-class
families (those earning $53,418 a year or less in 2018 dollars) to pay on average 23.62 percent of
their income in state and local taxes, and it requires middle-class families (those earning between
$53,419 and $202,859 a year) to pay on average 13.27 percent of their income in state and local taxes.
In contrast, Connecticut requires the wealthiest families (those earning $681,862 a year or more) to
pay on average only 7.44 percent of their income in state and local taxes—and in fact, families making
more than $1 million a year pay an even smaller percent of their income in state and local taxes. 44
To understand the most important regressive and progressive features of Connecticut’s tax system,
the following is an overview of the five major tax components: the property tax, sales and excise
taxes, business taxes, the personal income tax, and the estate and gift tax.
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Table 8. Effective Tax Rate by Income Decile
Decile

CT Adjusted Gross
Income (2011 $)

1
2
3
4
5
6
7
8
9
10

$0 to $47,948
$47,949 to $74,427
$74,428 to $101,827
$101,828 to $134,527
$134,528 to $182,087
$182,088 to $287,629
$287,630 to $612,040
$612,041 to $2,019,383
$2,019,384 to $13,194,828
$13,194,829 and up

CT Adjusted Gross
Number of
Income (Updated 2018 $) Households

Aggregate CT
AGI (2011 $)

$0 to $53,418
$53,419 to $82,918
$82,919 to $113,443
$113,444 to $149,874
$149,875 to $202,859
$202,860 to $320,441
$320,442 to $681,861
$681,862 to $2,249,751
$2,249,752 to $14,700,075
$14,700,076 and up

$15,103,112,547
$15,103,182,979
$15,103,113,264
$15,102,288,605
$15,103,013,303
$15,102,959,408
$15,104,085,522
$15,103,068,542
$15,113,849,361
$15,090,190,108

725,202
251,321
173,126
129,303
97,426
67,958
37,893
15,050
3,646
357

Effective
Tax Rate
23.62%
13.93%
13.35%
12.87%
11.93%
10.53%
9.03%
7.69%
6.50%
6.28%

*See reference 41.

Table 9. Effective Tax Rate by Population Decile
Decile

CT Adjusted Gross
Income (2011 $)

1
2
3
4
5
6
7
8
9
10

$0 to $5,532
$5,533 to $16,245
$16,246 to $26,511
$26,512 to $37,419
$37,420 to $50,198
$50,199 to $64,971
$64,972 to $84,935
$84,936 to $112,904
$112,905 to $165,393
$165,394 and up

CT Adjusted Gross
Number of
Income (Updated 2018 $) Households
$0 to $6,163
$6,164 to $18,098
$18,099 to $29,535
$29,536 to $41,688
$41,689 to $55,925
$55,926 to $72,383
$72,384 to $94,624
$94,625 to $125,784
$125,785 to $184,261
$184,262 and up

150,200
150,063
150,127
150,219
150,033
150,129
150,127
150,128
150,128
150,128

Aggregate CT
AGI (2011 $)

Effective
Tax Rate

$147,242,742 Not provided
$1,656,113,142
26.62%
$3,214,379,161
18.37%
$4,783,322,948
15.67%
$6,551,395,173
14.72%
$8,581,638,624
13.99%
$11,187,844,749
13.66%
$14,695,567,114
13.30%
$20,325,378,589
12.38%
$79,885,981,397
8.18%

*See reference 42.

Table 10. Effective Tax Rate by Income Group
Group

CT Adjusted Gross
Income (2011 $)

CT Adjusted Gross
Income (Updated 2018 $)

Effective
Tax Rate

Working Class (Bottom 50%)
Middle Class (Next 40%)
Upper Class (Next 9%)
Wealthiest (Top 1%)

$0 to $47,948
$47,949 to $182,087
$182,088 to $612,040
$612,041 and up

$0 to $53,418
$53,419 to $202,859
$202,860 to $681,861
$681,862 and up

23.62%
13.27%
9.99%
7.44%

*See reference 44.
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The Property Tax
Beginning at the local level, each town in Connecticut levies a regressive property tax. As the DRS
explains, “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.”45
At least three key features make the property tax regressive:
The property tax tends to tax a smaller percentage of total wealth for families at higher income levels
because it is limited to property. As the Institute on Taxation and Economic Policy (ITEP), a nonpartisan tax policy organization, 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.”46
The property tax rate is generally lower for families at higher income levels because towns with higher
property values are able to generate a greater amount of revenue at lower tax rates. For example,
Darien has a median household income of $210,511 and a mill rate of 16.33—a mill is equal to $1 of
tax for each $1,000 of assessed property value. In contrast, New Haven has a median household
income of $41,142 and a mill rate of 43.88. This means that a house in New Haven is taxed at more
than 2.5 times the rate of a house in Darien due to both New Haven’s lower property values and the
higher percentage of tax-exempt property in New Haven that increases the burden on those residents
actually paying the property tax.47
The property tax is passed through from homeowners to renters in the form of higher rent, and housing
costs tend to account for an especially large share of income for renters. For example, the median
housing cost for renters in Connecticut is 29.6 percent of household income, whereas the median
housing cost for homeowners is 19.9 percent of household income. 48
Figure 11. Effective Property Tax Rate
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Sales and Excise Taxes
Shifting to the state level, Connecticut levies a mix of regressive sales and excise taxes. While there
are numerous exemptions to the sales tax, the DRS explains that “[g]enerally, 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.”49 A per-unit excise tax is also levied on items
such as alcoholic beverages and cigarettes. 50
The sales tax is regressive because it is levied at the same rate for all consumers and the percentage
of income spent on taxed goods and services tends to decrease for families at higher income levels.
As ITEP explains, “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.”51
Excise taxes are even more regressive than the sales tax because they are applied on a per-unit basis
and the share of income spent on taxed goods tends to decrease for families at higher income levels.
For example, ITEP explains regarding the former point, “[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.”52
For an overview of the variation in the effective sales and excise taxes rate by income group due to
these key features, Figure 12 shows that it decreases from an average of 8.3 percent of income for
working-class families, to 2.37 percent for middle-class families, to 1.32 percent for upper-class
families, and to 0.9 percent for the wealthiest families.

Figure 12. Effective Sales and Excise Taxes Rate
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Business Taxes
Operating as the other major regressive tax component at the state level, Connecticut levies a mix of
business taxes. This includes a general corporation business tax at a rate of 7.5 percent (plus a 10
percent surcharge), a pass-through entity tax, and a number of specific business taxes, such as for
public services companies, insurance companies, and health providers.53
Whether a business tax is regressive or progressive depends upon the way in which the burden is
shifted. There are three primary entities to consider. The consumers of a company’s products can pay
the tax through higher prices, which is likely to operate as a regressive sales tax—though this depends
in part on whether the goods and/or services produced are necessities or luxuries. The workers of a
company can pay the tax through a reduction in wages, which is likely to operate as either a
progressive income tax for high-income workers or a regressive income tax for low-income workers.
And the owners of a company can pay the tax through a reduction in profits, which is likely to operate
as a progressive income tax—though this ultimately depends upon the income levels of the owners. 54
The DRS tax incidence report examines only three business taxes—the corporation business tax, the
public service companies tax, and the insurance companies tax—and finds that all three are regressive
but vary in degree:
The corporation business tax is only slightly regressive. Based on the shifting of the tax, workers pay
47.7 percent of the burden, owners pay 34.8 percent, and consumers pay 16.8 percent. 55
The public services companies tax essentially operates as a regressive sales tax. Based on the shifting
of this tax, consumers pay 83.5 percent of the burden, workers pay 11.9 percent, and owners pay only
4.5 percent.56
The insurance companies tax essentially operates as a regressive sales tax. Based on the shifting of
the tax, consumers pay 74.1 percent of the burden, workers pay 19.2 percent, and owners pay only
6.5 percent.57
Figure 13. Effective Business Taxes Rate
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The Personal Income Tax
Turning now to the progressive tax components, Connecticut levies a tax on wage income and nonwage income, such as capital gains, dividends, and interest. 58
At least four key features make the personal income tax progressive:
The income tax is based on income—or ability to pay—and the use of an exemption decreases the
income tax rate at lower income levels, whereas the phase out of the exemption increases the income
tax rate at higher income levels. For example, for single filers, the first $15,000 of income is exempt
from tax. 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. 59
The use of progressive tax brackets increases the tax rate at higher income levels. For example, for
single filers, the brackets range from 3 percent on the first $10,000 of taxable income to 6.99 percent
on taxable income over $500,000.60
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 rate is $90
per $5,000 of income over $200,000 and the recapture is limited to a total of $3,150.61
The refundable earned income tax credit (EITC) lowers the effective income tax rate at lower income
levels. For example, for single filers with three or more children and earnings of less than $50,954,
Connecticut provides a maximum refundable income tax credit of $1,532 (which is equal to 23
percent of the federal credit).62

CT Voices for Children

Figure 14. Effective Income Tax Rate
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The Estate and Gift Tax
Operating as the other 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.”63 Put simply, the estate tax applies to the
transfer of wealth when one dies and the gift tax applies to the transfer of wealth while alive, meaning
the estate and gift tax is simply a tax on the transfer of wealth to individuals that did not earn that
wealth themselves.
At least two key features make the estate and gift tax progressive and one key feature decreases its
progressivity:
The estate and gift tax is based on wealth—or ability to pay—and the use of an exemption eliminates
the tax at lower wealth levels. For example, in 2020, estates worth less than $5.1 million are exempt
from the estate and gift tax. 64
The use of progressive tax brackets increases the estate and gift tax rate at higher wealth levels. For
example, in 2020, the tax brackets range from 10 percent on the portion of estates worth more than
$5.1 million to 12 percent on the portion worth more than $10.1 million.65
The use of a payment cap lowers the estate and gift tax rate at the highest wealth levels. As the DRS
explains, “The maximum amount of tax paid by the estates of decedents who die on or after January
1, 2019 is $15 million. This payment cap also applies to the gift tax amount paid by donors who make
taxable gifts on or after January 1, 2019. The payment cap on gifts made between January 1, 2016
and December 31, 2018 or the estates of decedents who died between January 1, 2016 and December
31, 2018 had been $20 million.”66
Figure 15. Effective Estate Tax Rate
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The State and Local Tax System
Although two components of Connecticut’s tax system are progressive, the tax system as a whole is
regressive. As Figure 16 shows, Connecticut requires working-class families to pay on average 23.62
percent of their income in state and local taxes and it requires middle-class families to pay on average
13.27 percent. For working-class families, this includes 12.52 percent on the property tax, 8.3 percent
on sales and excise taxes, 1.53 percent on business taxes, 1.11 percent on the personal income tax, 0
percent on the estate tax, and 0.16 percent on other taxes. For middle-class families, this includes 6.63
percent on the property tax, 2.37 percent on sales and excise taxes, 0.54 percent on business taxes,
3.64 percent on the personal income tax, 0 percent on the estate tax, and 0.09 percent on other taxes.
In contrast, Connecticut requires the wealthiest families to pay on average only 7.44 percent of their
income in state and local taxes. This includes 1.67 percent on the property tax, 0.9 percent on sales
and excise taxes, 0.34 percent on business taxes, 4.36 percent on the personal income tax, 0.14 percent
on the estate tax, and 0.03 percent on other taxes.67

Figure 16. Total Effective State and Local Tax Rate
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23.62%
13.27%
9.99%
7.44%

*See reference 67.
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Contributing to Economic Injustice
To show how Connecticut’s regressive tax system contributes to economic injustice, the following is
an overview of the impact of the tax system on the five major components of economic injustice
reviewed in the previous section: income inequality, the racial income gap, wealth inequality, the
racial wealth gap, and economic growth.
Connecticut’s regressive tax system exacerbates a high level of income inequality. As Table 11
shows, in 2018, the median household in Connecticut had a pre-tax income of $76,106, whereas the
top one percent of tax filers had an average pre-tax income of $3,092,389, which is 40.6 times greater
than the pre-tax income for the median household. Adding to that high level of inequality, the median
household had an effective state and local tax rate of 13.66 percent, leaving a post-tax income of
$65,710. In contrast, the top one percent of tax filers had an average effective tax rate of only 6.5
percent, leaving a post-tax income of $2,891,384, which is 44 times greater than the post-tax income
for the median household. This means that Connecticut’s tax system increases the post-tax inequality
level by 3.4 times.68
Connecticut’s regressive tax system exacerbates a substantial racial income gap. As Table 11 shows,
in 2018, the median Black household in Connecticut had a pre-tax income of $47,856, whereas the
top one percent of tax filers had an average pre-tax income of $3,092,389, which is 64.6 times greater
than the pre-tax income for the median Black household. Adding to that high level of inequality,
which incorporates a substantial racial income gap, the median Black household had an effective state
and local tax rate of 14.72 percent, leaving a post-tax income of $40,812. In contrast, the top one
percent of tax filers had an average effective tax rate of only 6.5 percent, leaving a post-tax income
of $2,891,384, which is 70.9 times greater than the post-tax income for the median Black household.
This means that Connecticut’s tax system increases the post-tax inequality level by 6.2 times for the
median Black household, which is even more than the increase for the overall median household
because the tax system also exacerbates the racial income gap. 69

Table 11. Connecticut’s Regressive Tax System Exacerbates Income Inequality
Pre-Tax
Effective
Income Group
Inequality
Income
Tax Rate
Level
Average of Top 1%
$3,092,389
6.50%
Median Household
$76,106
40.6x
13.66%
Median Black Household
$47,856
64.6x
14.72%
Median Hispanic Household $45,730
67.6x
14.72%

Post-Tax
Inequality
Income
Level
$2,891,384
$65,710
44.0x
$40,812
70.9x
$38,999
74.1x

Change in
Inequality
Level
+3.4x
+6.2x
+6.5x

*See reference 68.

CT Voices for Children

32

Connecticut’s regressive tax system contributes to rising wealth inequality. As noted, “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.”70 By disproportionately burdening the typical household with a higher effective tax rate
that exacerbates income inequality, Connecticut’s regressive tax system decreases the amount of
income that the typical household can turn into wealth, which contributes to rising wealth inequality.
Connecticut’s regressive tax system contributes to the racial wealth gap. By disproportionately
burdening the typical household of color with an even higher effective tax rate that exacerbates both
income inequality and the racial income gap, Connecticut’s regressive tax system especially decreases
the amount of income that the typical household of color can turn into wealth, which contributes to
rising wealth inequality and the racial wealth gap.
Connecticut’s regressive tax system contributes to slowing economic growth. By disproportionately
burdening the typical household, especially one of color, with a higher effective tax rate that decreases
the amount of income and wealth available to spend and increase economic demand, Connecticut’s
regressive tax system contributes to slowing economic growth. For example, the Economic Policy
Institute, a non-partisan think tank, explains, “Income inequality in the United States is suppressing
growth in aggregate demand (spending by households, businesses, and governments) by shifting an
ever larger share of income to rich households that save rather than spend.” It is estimated that “rising
inequality has slowed growth in aggregate demand by 2 to 4 percentage points of [gross domestic
product] annually in recent years.”71
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Connecticut’s Projected Revenue Shortfall and Budget Deficits
Another major problem in Connecticut is the projected multi-year revenue shortfall and substantial
budget deficits due to the coronavirus pandemic-induced recession. This section of the report provides
an overview of the state’s fiscal position and addresses why the fairest and most effective policy
moving forward is to balance the budget by filling the projected revenue shortfall rather than cut
spending.
Connecticut is projecting a multi-year revenue shortfall and substantial budget deficits. As Table 12
shows using the January 2020 consensus revenue forecast as a baseline, the government projected in
April an average revenue shortfall of $2.15 billion a year over the current and next three fiscal years,
and it projected in November a reduced but still considerable average revenue shortfall of $1.39
billion a year. The revenue shortfall in turn is generating a projected budget deficit of $854.5 million
for the current fiscal year and more than $2 billion a year for the next three fiscal years, which is too
large for the the Budget Reserve Fund (BRF) to fill. As the Office of Fiscal Analysis reports, “While
the current balance in the BRF is $3,012.9 million, the highest ever, the BRF is projected to be almost
entirely depleted by the end of FY 22, absent mitigating action.”72

Table 12. Projected Revenue Shortfall and Budget Deficits, FY 2021-24
Consensus Revenue Forecast
January 2020
April 2020
Difference from January 2020
November 2020
Difference from January 2020

Fiscal Accountability Report
November 2020

2021
$20,317.3

Revenue Shortfall Estimate (in millions)
2022
2023
2024
Average
$19,764.1 $20,091.7 $20,618.0 $20,197.8

$18,088.4
-$2,228.9
-11.0%

$17,434.7
-$2,329.4
-11.8%

$18,094.3
-$1,997.4
-9.9%

$18,590.6
-$2,027.4
-9.8%

$18,052.0
-$2,145.8
-10.6%

$18,837.2
-$1,480.1
-7.3%

$18,309.9
-$1,454.2
-7.4%

$18,798.7
-$1,293.0
-6.4%

$19,302.6
-$1,315.4
-6.4%

$18,812.1
-$1,385.7
-6.9%

2021
-$854.5

Budget Deficit Estimate (in millions)
2022
2023
2024
-$2,067.0
-$2,230.4
-$2,142.0

Average
-$1,823.5

*See reference 72.

Filling the projected revenue shortfall would prevent cuts in government spending, which would
support Connecticut’s economy in general and the state’s neediest families and children in particular.
As previous research from CT Voices explains, Connecticut’s budget has five major structural
restrictions: (1) a constitutional and statutory spending cap, (2) a volatility cap, (3) an appropriations
cap, (4) a bond cap, and (5) a bond lock. The statutory component of the constitutional spending cap
first went in effect in 1991 and the other statutory and bond restrictions went into effect in 2018. For
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the spending cap, the key feature is that it limits government spending to the level appropriated in the
previous year plus a percentage increase based on the greater of either the average growth in the
state’s personal income over the past five years or the growth in the consumer price index (CPI) over
the last year. Importantly, because the budget base is defined as appropriated spending rather than
allowed spending or actual spending, any cut made to balance the budget in response to a recessioninduced reduction in tax revenue will decrease the budget base in subsequent years for each successive
recession, ratcheting down the level of investment in infrastructure and services and thereby
weakening Connecticut’s economy and the quality of life in the state. 73
To further make clear the importance of maintaining government spending, consider the fiscal
multiplier effect, which is the ratio of the change in economic output to the change in government
spending or taxes. A fiscal multiplier greater than one indicates that economic output increases by
more than a dollar for each dollar in government spending or tax cuts. This is due to a combination
of the direct effect on economic output and the indirect effects that arise when the direct effect spreads
throughout the economy. To take one example, government spending on infrastructure projects
directly increases economic output, and it also increases wages for construction workers, who in turn
increase their consumption of goods and services and thereby further boost economic output. For a
leading estimate of this dynamic, the Congressional Budget Office finds that when the economy is
weak a $1 increase in government spending has a cumulative effect on output equal to an increase in
spending of $1.50 on average, meaning the positive impact is amplified. Conversely, when the
economy is weak a $1 decrease in government spending has a cumulative effect on output equal to a
decrease in spending of $1.50 on average, meaning the negative impact is amplified. 74
Put simply, maintaining government spending during a recession and its aftermath will provide the
greatest boost—or “bang for the buck”—in support of Connecticut’s economy in general, which will
benefit all of the state’s families. This fiscal policy will also allow the state to more effectively support
its neediest families in particular by preventing or limiting cuts in key services, such as spending on
health care, child care, education, food, and cash assistance, all of which are more needed than ever.
For example, based on its most recent survey (spanning November 11 through November 23), the
U.S. Census Bureau reports that 11.8 percent of Connecticut residents are experiencing food scarcity,
20.7 percent are facing the likelihood of eviction or foreclosure in the next two months, 27.4 percent
are having difficulty paying for usual household expenses, and 31.2 percent expect someone in their
household to have a loss in employment income in the next 4 weeks.75
Filling the projected revenue shortfall provides an opportunity to reform Connecticut’s tax system,
which would further support Connecticut’s economy in general and the state’s neediest families and
children in particular. As addressed briefly in the preceding section and in more detail in previous
research, moving from a regressive tax system to a progressive tax system would operate as an
expansionary fiscal policy because the economic boost of each dollar in tax cuts for working- and
middle-class families is greater than the economic drag of each dollar in tax increases on the wealthy.
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This is because the wealthy have a lower marginal propensity to consume relative to working- and
middle-class families, meaning the wealthy spend a smaller percentage of their income and save more.
For a prominent estimate of this dynamic, Moody’s Analytics, the firm that provides economic
models for Connecticut’s Office of Fiscal Analysis, shows that a $1 tax cut in the form of the Earned
Income Tax Credit—which primarily benefits working-class families—has an overall direct and
indirect expansionary effect on economic output equal to $1.24. Likewise, a $1 tax cut in the form of
the Child Tax Credit—which primarily benefits working- and middle-class families—has an overall
direct and indirect expansionary effect on output equal to $1.38. In contrast, a $1 tax increase on
investment income, which goes overwhelmingly to the wealthy, has an overall direct and indirect
contractionary effect on output equal to only $0.39. This means that each $1 increase in taxes on the
wealthy to pay for a $1 tax cut for working- and middle-class families increases economic output by
between $0.85 and $0.99.76
The volatility cap establishes restrictions on certain revenue sources but it does not preclude
policymakers from filling the projected revenue shortfall by raising taxes on the wealthy. As the
Office of Legislative Research explains, “The volatility cap is a mechanism for diverting volatile tax
revenue to the Budget Reserve Fund (BRF). It is tied to (1) personal income tax revenue from
estimated and final payments (generated from taxpayers who make estimated income tax payments
on a quarterly basis) and (2) pass-through entity tax revenue. Estimated and final income tax payments
are the most volatile component of personal income tax collections. They generally come from
investments, such as capital gains realized in the stock market, and thus fluctuate with economic
booms and busts. The passthrough entity tax is a new entity-level income tax on most pass-through
businesses.”77
Although the volatility cap establishes restrictions on certain revenue sources, there are at least four
ways to fill the projected revenue shortfall through tax increases on the wealthy. First, the volatility
cap only applies to two taxes, the personal income tax and the pass-through entity tax, meaning
policymakers can raise revenue through other taxes on the wealthy not restricted by the cap. Second,
the volatility cap only applies to the estimated and final payments portion of the personal income tax,
which accounts for an estimated 55 percent of the income tax from single tax filers making more than
$500,000 a year (or joint tax filers making more than $1 million a year), meaning policymakers can
raise revenue from the 45 percent of the income tax from the wealthy that is collected through
withholding.78 Third, based on the most recent revenue projection, the available capacity under the
volatility cap is $90 million in fiscal year 2021, $202 million in fiscal year 2022, and $125 million in
fiscal year 2023, meaning policymakers can raise additional revenue even from the two restricted tax
sources.79 Fourth, revenue that the volatility cap diverts to the BRF can be used to fill a revenue
shortfall in a following year, meaning the distinction between restricted and unrestricted revenue
sources weakens when putting together a multi-year program to fill substantial budget deficits.80
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Options for Tax Reform
To address the major problems reviewed in this report, CT Voices recommended this past April, 81
July,82 and September83 two primary policy recommendations at the state level: use the Budget
Reserve Fund (BRF) to maintain government spending, and create a progressive tax system both to
further support government spending and to reduce the disproportionate tax burden on working- and
middle-class families. In October, the Lamont administration followed our first recommendation
when it released a plan to use the BRF to close most of the budget deficit for fiscal year 2021. 84
This section of the report develops the second policy recommendation, creating a progressive tax
system, and it proceeds in four parts. The first part provides an overview of options for raising the
income tax on the wealthy. The second part provides an overview of options for raising wealth taxes
on the wealthy. The third part provides an overview of options for lowering taxes on working- and
middle-class families. The fourth part provides an overview of putting together a tax reform program.
To be clear, the objective here is not to recommend any specific tax increase or tax cut. Rather, the
objective is to provide a range of options showing policymakers that it is possible and beneficial to
raise taxes on the wealthy and also lower taxes on the working and middle class, which together works
to reform the tax system and advance economic justice.
The following is a summary of the three tax reform options:
•

Connecticut should generate a substantial amount of revenue, combat income inequality, and
support its economy by raising the income tax on single filers making more than $500,000 a year
(joint filers making more than a $1 million a year). This would not make the state an outlier nor
contribute to “millionaire tax flight.”

•

Connecticut should generate a substantial amount of revenue, combat wealth inequality, and
support its economy by establishing and/or raising wealth taxes on the wealthy.

•

Connecticut should further combat income and wealth inequality and further support its economy
by providing a substantial tax cut for working- and middle-class families.
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Options for Raising the Income Tax on the Wealthy
To simultaneously raise revenue to fund essential government services, combat rising income
inequality, and support the economy, Connecticut should raise the income tax on the wealthy. Table
13 presents four options:
Option 1: Increase the current top rate of 6.99 percent on income over $500,000 for single filers ($1
million for joint filers) to 7.99 percent, and create a millionaire tax bracket of 8.49 percent on income
over $1 million for single filers ($2 million for joint filers). This option is estimated to raise an
additional $504 million a year.
Option 2: Increase the current top rate of 6.99 percent on income over $500,000 for single filers ($1
million for joint filers) to 8.99 percent, and create a millionaire tax bracket of 9.99 percent on income
over $1 million for single filers ($2 million for joint filers). This option is estimated to raise an
additional $1.01 billion a year.
Option 3 (New Jersey rates): Increase the current top rate of 6.99 percent on income over $500,000
for single filers ($1 million for joint filers) to 8.97 percent (the second highest rate in New Jersey
excluding the local income tax), and create a millionaire tax bracket of 10.75 percent (the top rate in
New Jersey excluding the local income tax) on income over $1 million for single filers ($2 million
for joint filers). This option is estimated to raise an additional $1.21 billion a year.
Option 4 (New York rates): Increase the current top rate of 6.99 percent on income over $500,000 for
single filers ($1 million for joint filers) to 8.97 percent (the top rate in New York excluding the local
income tax), and create a millionaire tax bracket of 12.696 percent (the top rate in New York including
the local income tax) on income over $1 million for single filers ($2 million for joint filers). This
option is estimated to raise an additional $1.72 billion a year.85

Table 13. Options for Raising the Income Tax on the Wealthy
Options
1
2
3 (NJ)
3%
3%
3%
5%
5%
5%
5.5%
5.5%
5.5%
6%
6%
6%
6.5%
6.5%
6.5%
6.9%
6.9%
6.9%
7.99%
8.99%
8.97%
8.49%
9.99%
10.75%
$504
$1.01
$1.21
Additional Annual Revenue
million
billion
billion
*Revenue estimates provided by the Institute on Taxation and Economic Policy. See reference 85.
Taxable Income by Filing Status
Current
Single
Head of Household
Joint
Tax Rate
$0 to $10,000
$0 to $16,000
$0 to $20,000
3%
Over $10,000
Over $16,000
Over $20,000
5%
Over $50,000
Over $80,000
Over $100,000
5.5%
Over $100,000
Over $160,000
Over $200,000
6%
Over $200,000
Over $320,000
Over $400,000
6.5%
Over $250,000
Over $400,000
Over $500,000
6.9%
Over $500,000
Over $800,000
Over $1,000,000
6.99%
Over $1,000,000 Over $1,600,000 Over $2,000,000
-
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4 (NY)
3%
5%
5.5%
6%
6.5%
6.9%
8.82%
12.696%
$1.72
billion

38

There are several benefits to the above options:
Raising the top income tax rates would provide a substantial source of revenue that is only partially
restricted by the volatility cap. The above options are estimated to raise an additional $504 million to
$1.72 billion a year. Moreover, an estimated 45 percent of the revenue is exempt from the volatility
cap and the other 55 percent can fill the revenue shortfall in subsequent years through the BRF.86
Raising the top income tax rates would strengthen a progressive component of Connecticut’s
regressive tax system because it is based on ability to pay and would only apply to the top income
earners. The above options would only apply to single filers making more than $500,000 and joint
filers making more than $1 million. It is also possible to create additional income tax brackets at even
higher income levels—for example, on income above $2 million for single filers ($4 million for joint
filers) or on income above $5 million for single filers ($10 million for joint filers).
Raising the top income tax rates would not make Connecticut an outlier. As Table 14 shows, 18 states
currently have a higher combined top income tax rate than Connecticut when taking into account the
top statewide tax rate and the top local income tax rate in the state. Local income taxes—which
Connecticut does not have—are often overlooked and make some states appear to have a lower overall
top income tax rate than is the case (at least in some of the cities/towns in those states).87

Table 14. Top Combined State and Local Income Tax Rate
Top State
Top Local Top State and
Income Tax Income Tax Local Income
Rate
Rate
Tax Rate
1
California
13.30%
0.38%
13.68%
2
New York
8.82%
3.876%
12.696%
3
New Jersey
10.75%
1.00%
11.75%
4
Hawaii
11.00%
11.00%
5
Oregon
9.90%
0.6918%
10.5918%
6
Minnesota
9.85%
9.85%
7
Iowa
8.53%
1.00%
9.53%
8
District of Columbia
8.95%
8.95%
9
Maryland
5.75%
3.20%
8.95%
10
Vermont
8.75%
8.75%
11
Kansas
5.70%
2.50%
8.20%
12
Delaware
6.60%
1.25%
7.85%
13
Ohio
4.80%
3.00%
7.80%
14
Wisconsin
7.65%
7.65%
15
Kentucky
5.00%
2.50%
7.50%
16
Maine
7.15%
7.15%
17
South Carolina
7.00%
7.00%
18
Alabama
5.00%
2.00%
7.00%
19
Connecticut
6.99%
6.99%
20
Pennsylvania
3.07%
3.8809%
6.9509%
*See reference 87. Rates include top state income tax rate (2020) and top local income tax rate (2019).
Rank
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Raising the top income tax rates does not contribute to “millionaire tax flight.” The primary argument
against raising income taxes on the wealthy at the state level is simply that they will move to a state
with lower taxes. However, as demonstrated below, the empirical evidence does not support this
argument.88
Connecticut has raised the top income tax rate three times since 2009 and the number of millionaire
tax filers in the state has increased over that period. In 2009, Connecticut raised the top income tax
rate from five percent on income over $10,000 for single filers ($20,000 for joint filers) to 6.5 percent
on income over $500,000 for single filers ($1 million for joint filers); in 2011, it raised the top income
tax rate to 6.7 percent on income over $250,000 for single filers ($500,000 for joint filers); and in
2015, it raised the top income tax rate to 6.99 percent on income over $500,000 for single filers ($1
million for joint filers). Comparing 2008 (the year before the first tax increase) to 2018 (the most
recent year available), Table 15 shows that the number of tax filers making between $500,000 and
$1 million a year increased from 14,097 (0.98 percent of tax filers) to 20,491 (1.25 percent of tax
filers). Similarly, the number of tax filers making more than $1 million a year increased from 9,506
(0.66 percent of tax filers) to 11,975 (0.73 percent of tax filers).89

Table 15. Connecticut Tax Returns by Income Level, 2008-18
CT Adjusted Gross Income
$500,000 to $1,000,000
$1,000,001 and over

Number of Tax Returns
2008
2018
14,097
20,491
9,506
11,975

Percent of Total
2008
2018
0.98%
1.25%
0.66%
0.73%

*See reference 89.

Connecticut is primarily losing working- and middle-class families due to out-migration. Using a
different data source that provides an alternative breakdown of income groups, Table 16 shows that
from 2017 to 2018, the most recent years for which data are available, Connecticut lost 50,261 tax
filers to out-migration, and it gained 40,392 tax filers to in-migration, for net loss of 9,869 tax filers.90
This analysis confirms that the overall loss of tax filers due to net migrations is very small—it
accounts for less than 0.7 percent of all tax filers. Moreover, this analysis confirms that, of the 9,869
tax filers lost to net migration, 8,350 (or 85 percent) make less than $200,000 a year, meaning the
state is primarily losing working- and middle-class families. It is also important to keep in mind that
losing tax filers to net migration is not the equivalent of losing state income. As the Office of Policy
and Management explains, “Most people cannot take their income with them—when people move
due to change in employment generally their job (and associated wages) remain in the state and just
the person moves. In cases when a business leaves, some income may transfer to others in the state—
if a small business owner leaves, another small business owner may gain those customers keeping the
income in the state.”91
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Table 16. Connecticut Migration by Income Level, 2017-18
Adjusted Gross Income
$1 to under $10,000
$10,000 to under $25,000
$25,000 to under $50,000
$50,000 to under $75,000
$75,000 to under $100,000
$100,000 to under $200,000
$200,000 or more
Total

All
91,363
227,420
332,207
229,310
158,883
274,726
132,672
1,446,581

Number of Tax Returns
Outflow
Inflow
4,032
3,542
9,194
7,961
11,695
9,833
8,032
6,485
5,035
3,923
7,585
5,479
4,688
3,169
50,261
40,392

Net Migration
-490
-1,233
-1,862
-1,547
-1,112
-2,106
-1,519
-9,869

*See reference 91.

Differences in state income tax rates have little to no effect on migration. As the Center on Budget
and Policy Priorities (CBPP), a non-partisan budget organization, explains, “Relatively few
Americans relocate from state to state” and “[p]eople who do move are nearly as likely to move from
low-tax states to high-tax states.”92 Moreover, regarding Connecticut in particular, Table 17 shows
that three of the four most popular destinations for families leaving the state include New York,
Massachusetts, and California, which are generally considered high-tax states. Equally notable, the
four most popular destinations for families leaving Connecticut are also the four most popular starting
points for families moving to Connecticut, all of which suggests that taxes have little to no effect on
migration.93

Table 17. Connecticut Migration by State, 2017-18
Outflow
Number of
Rank
State
Tax Returns
New York
8,776
1
Florida
7,905
2
Massachusetts
5,465
3
California
2,887
4
North Carolina
2,331
5
New Jersey
1,923
6
Texas
1,828
7
South Carolina
1,647
8
Pennsylvania
1,623
9
Virginia
1,517
10
*See reference 93.
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Inflow
State
New York
Massachusetts
Florida
California
New Jersey
Rhode Island
Pennsylvania
Texas
North Carolina
Virginia

Number of
Tax Returns
12,591
4,824
3,663
1,927
1,922
1,529
1,269
1,220
1,047
1,046
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Options for Raising Wealth Taxes on the Wealthy
To simultaneously raise revenue to fund essential government services, combat rising wealth
inequality, and support the economy, Connecticut should establish and/or expand wealth taxes. The
following is an overview of three approaches: expand the estate and gift tax; establish a surcharge on
investment income; and establish a statewide property tax on mansions.

Expand the Estate and Gift Tax
As previously discussed, the estate tax applies to the transfer of wealth when one dies, and the gift
tax applies to the transfer of wealth while alive, meaning the estate and gift tax is simply a tax on the
transfer of wealth to individuals that did not earn that wealth themselves. Moreover, although this tax
only applies to the wealthy—and is only one of two progressive taxes in Connecticut—policymakers
have significantly dismantled it over the last decade and a half. As Table 18 shows, before the Great
Recession of 2007–09, Connecticut taxed all estates worth more than $2 million at a rate of 5.1 percent
and it taxed the wealthiest estates—those worth more than $10.1 million—at a rate of 16 percent.
However, under current law, the estate tax is scheduled to apply only to estates worth more than $10
million, the top rate is down to 12 percent, and a new $15 million payment cap limits the maximum
liability for estates worth more than $100 million—all of which operates as a tax cut for wealthy.94

Table 18. Parameters for the Estate and Gift Tax Under Current Law
Value of Taxable
Estate or Gift
$0 to $2,000,000
Over $2,000,000
Over $2,100,000
Over $2,600,000
Over $3,100,000
Over $3,500,000
Over $3,600,000
Over $4,100,000
Over $5,100,000
Over $6,100,000
Over $7,100,000
Over $8,100,000
Over $9,100,000
Over $10,100,000*
Payment Cap

Exemption and Tax Rates by Year
2005-09 2010 2011-17 2018
2019
2020
2021
2022
2023
Exempt
Exempt
5.085%
7.2% Exempt
8%
Exempt 7.2%
Exempt
8.8%
7.2%
7.2%
Exempt
9.6%
7.2%
7.2%
Exempt
9.6%
7.2%
7.2%
7.2%
Exempt
10.4%
7.8%
7.8%
7.8%
7.8%
Exempt
11.2%
8.4%
8.4%
8.4%
8.4%
12%
9%
9%
10%
10%
10%
12.8%
9.6%
9.6%
10.4% 10.4% 10.4%
13.6% 10.2% 10.2% 10.8% 10.8% 10.8% 10.8%
14.4% 10.8% 10.8% 11.2% 11.2% 11.2% 11.2%
15.2% 11.4% 11.4% 11.6% 11.6% 11.6% 11.6% 11.6%
16%
12%
12%
12%
12%
12%
12%
12%
12%
None
None None* $20 mil $15 mil $15 mil $15 mil $15 mil $15 mil

*$20 million payment cap went into effect in 2016.
**See reference 94.
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Table 19. Options for Expanding the Estate and Gift Tax
Value of Taxable
Estate or Gift
$0 to $2,000,000
Over $2,000,000
Over $3,000,000
Over $4,000,000
Over $5,000,000
Over $6,000,000
Over $7,000,000
Over $8,000,000
Over $10,000,000
Over $15,000,000
Over $25,000,000
Payment Cap
Additional Revenue

Exemption and Tax Rates
Option 1
Option 2
Option 3
Exempt
Exempt
7.2%
Exempt
7.8%
7.8%
8.4%
8.4%
10%
11%
11%
11%
12%
12%
12%
13%
13%
13%
14%
14%
14%
15%
16%
14%
16%
17%
14%
16%
18%
None
None
None
$108 million $135 million $162 million

*See reference 95 for data source.

Table 19 provides an overview of three options for expanding the estate and gift tax:
Option 1: Lower the exemption to $5 million, increase the top tax rate to 14 percent, and remove the
$15 million payment cap. This option is estimated to raise an additional $108 million a year.
Option 2: Lower the exemption to $3 million, increase the top tax rate to 16 percent, and remove the
$15 million payment cap. This option is estimated to raise an additional $135 million a year.
Option 3: Lower the exemption to $2 million, increase the top tax rate to 18 percent, and remove the
$15 million payment cap. This option is estimated to raise an additional $162 million a year. 95

There are several benefits to the above options:
Expanding the estate and gift tax would provide a substantial source of revenue that is entirely exempt
from the volatility cap. The above options are estimated to generate an additional $108 million to
$162 million a year on average over the next three years relative to the current law. Moreover, the
estate and gift tax is entirely exempt from the volatility cap. 96
Expanding the estate and gift tax would strengthen a progressive component of Connecticut’s
regressive tax system because it is based on ability to pay and would only apply to wealthy families.
The expansion of the estate and gift tax would only apply to estates worth more than $2 million
(option 3), $3 million (option 2), or $5 million (option 1). It is also possible to adjust and/or mix the
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components from the proposed options. For example, policymakers could lower the exemption to $2
million, raise the top rate to 16 percent, and keep the payment cap or increase it.
Expanding the estate and gift tax would help to tax a major source of wealth and income for the
wealthiest that would otherwise go untaxed due to the step-up in basis. As CBPP explains,
Under current state and federal law, people who inherit assets such as stocks, bonds, or real
estate pay no taxes on any appreciation of those assets that occurred before they inherited
them. (Technically, the value of those assets is “stepped up” from the original purchase price
to their value on the date of inheritance.) As a result, a large share of capital gains are never
taxed.
For example, 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 used to help compensate for stepped-up basis by taxing assets at the time
they were inherited. But most states no longer have an estate tax, and the tax thresholds in
states that do have the tax are generally so high that very few estates actually owe it.
Stepped-up basis primarily benefits the wealthiest families because they have the most
unrealized capital gains. Also, they can afford to hold on to their assets until they die and
pass them on to their heirs rather than use them to pay expenses in retirement.97

Expanding the estate and gift tax would reverse its dismantling over the last decade and a half. The
estate tax exemption was $2.1 million or lower in all but one year between 2005 and 2018, the top
rate was 16 percent before 2010, and there was no payment cap before 2016, meaning the proposed
components would basically restore the dismantled tax.98 Moreover, research shows that having an
estate tax does not adversely impact a state’s ability to generate revenue due to the relocation of its
wealthy residents. For example, a study by the Federal Reserve Bank of San Francisco finds that for
Connecticut in particular “the revenue benefit of having an estate tax [is] 26% larger than the revenue
cost” due to relocation.99
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Establish a Surcharge on Investment Income (Capital Gains, Dividends, and Interest)
Capital gains are the profit from the sale of an investment, such as real estate or shares of stock.
Dividends are the distribution of a company’s profits to its shareholders. And interest is a payment
for the use of funds over a period of time. This means that capital gains, dividends, and interest are
all income but derived from invested wealth and therefore are included here as another approach to
taxing wealth. Table 20 provides an overview of three options for establishing a surcharge on
investment income.
Option 1: Establish a one percentage point investment income surcharge on the portion of income
exceeding $500,000 for single filers ($1,000,000 for joint filers). For example, based on the current
tax rate of 6.99 percent on income over $1,000,000 for joint filers, investment income above that level
would be taxed at a rate of 7.99 percent. This option is estimated to raise $167 million a year.
Option 2: Establish a one percentage point investment income surcharge on the portion of income
exceeding $500,000 for single filers ($1,000,000 for joint filers), and increase the surcharge to two
percentage points on the portion of income exceeding $1,000,000 for single filers ($2,000,000 for
joint filers). For example, based on the current tax rate of 6.99 percent on income over $1,000,000
for joint filers, investment income above that level would be taxed at a rate of 7.99 percent and
investment income above $2 million would be taxed at a rate of 8.99 percent. This option is estimated
to raise $313 million a year.
Option 3: Establish a two percentage point investment income surcharge on the portion of income
exceeding $500,000 for single filers ($1,000,000 for joint filers). For example, based on the current
tax rate of 6.99 percent on income over $1,000,000 for joint filers, investment income above that level
would be taxed at a rate of 8.99 percent. This option is estimated to raise $334 million a year.100

Table 20. Options for Establishing a Surcharge on Investment Income
Income by Tax Filing Status
Single
Head of Household
Joint
Over $500,000
Over $800,000
Over $1,000,000
Over $1,000,000
Over $1,600,000
Over $2,000,000
Annual Revenue

Surcharge Rates on Investment Income
Option 1
Option 2
Option 3
1%
1%
2%
1%
2%
2%
$167 million $313 million $334 million

*Revenue estimates provided by the Institute on Taxation and Economic Policy.
**See reference 100.
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There are several benefits to the above options:
Establishing a surcharge on investment income would provide a substantial source of revenue that is
only partially restricted by the volatility cap. The above options are estimated to provide between
$167 million to $334 million a year. Moreover, based on the most recent revenue projection, the
estimated additional revenue capacity under the volatility cap is $90 million in FY 2021, $202 million
in FY 2022, and $125 million in FY 2023.101
Establishing a surcharge on investment income would strengthen a progressive component of
Connecticut’s regressive tax system because it would be based on ability to pay and would only apply
to wealthy families. The above options would only apply to single filers making more than $500,000
and joint filers making more than $1 million. It is also possible to increase the surcharge at even
higher income levels. For example, policymakers could establish a higher surcharge on investment
income above $2 million for single filers ($4 million for joint filers) or above $5 million for single
filers ($10 million for joint filers).
Establishing a surcharge on investment income would help to offset the step-up in basis that primarily
benefits the wealthy. As previously noted, “Under current state and federal law, people who inherit
assets such as stocks, bonds, or real estate pay no taxes on any appreciation of those assets that
occurred before they inherited them. (Technically, the value of those assets is ‘stepped up’ from the
original purchase price to their value on the date of inheritance.) As a result, a large share of capital
gains are never taxed.”102 However, establishing an investment income surcharge would help to offset
the step-up in basis by increasing the rate on investment income that is taxed. Moreover, Andrew
Mellon, the conservative Treasury secretary for three Republican presidents—Warren Harding
(1921–23), Calvin Coolidge (1923–29), and Herbert Hoover (1929–33)—made an effective case for
taxing investment income at a higher rate, explaining in his 1924 treatise, Taxation: The People’s
Business, “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. Surely we can afford to make
a distinction between the people whose only capital is their mental and physical energy, and the people
whose income is derived from investments.”103
Establishing a surcharge on investment income would partially reverse a tax cut for wealthy families
in Connecticut. Before expanding the personal income tax to wage income in 1991, Connecticut taxed
capital gains income at 7 percent and dividends 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 to but never exceeding 6.99 percent. This means
the expansion of the personal income tax provided a substantial tax cut for the wealthiest families,
whose income is disproportionally based on investments.104 As CBPP explains regarding the
distribution of investment income in the U.S., “About 80 percent of capital gains go to the wealthiest
5 percent of taxpayers; 69 percent go to the top 1 percent of taxpayers.”105
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Establish a Statewide Property Tax on Mansions
The local property tax is the largest regressive tax component and establishing a progressive statewide
tax that only applies to mansions would raise substantial revenue and make Connecticut’s tax system
fairer. Table 21 provides an overview of four options:
Option 1: Establish a one percent statewide property tax on the portion of the market value of each
home in excess of $1.5 million. For example, if a home is valued at $3.62 million—the estimated
average for homes in Connecticut worth more than $2 million—the one percent tax rate applies only
to the final $2.12 million of the home’s value. This option is estimated to raise $331 million a year.
Option 2: Establish a one percent statewide property tax on the portion of the market value of each
home in excess of $1.5 million and increase the tax rate to 1.5 percent on the portion in excess of $2
million. For example, if a home is valued at $3.62 million, the first $1.5 million of its value is not
taxed, the next $500,000 is taxed at one percent, and the final $1.62 million is taxed at 1.5 percent.
This option is estimated to raise $449 million a year.
Option 3: Establish a 1.5 percent statewide property tax on the portion of the market value of each
home in excess of $1.5 million and increase the tax rate to two percent on the portion in excess of $2
million. For example, if a home is valued at $3.62 million, the first $1.5 million of its value is not
taxed, the next $500,000 is taxed at 1.5 percent, and the final $1.62 million is taxed at 2 percent. This
option is estimated to raise $614 million a year.
Option 4: Establish a two percent statewide property tax on the portion of the market value of each
home in excess of $1.5 million. For example, if a home is valued at $3.62 million, the two percent
tax rate applies to the final $2.12 million of the home’s value. This option is estimated to raise $663
million a year.106

Table 21. Options for Establishing a Statewide Property Tax on Mansions

$1.5 to $1.99 million
$2 million or more
$1.5 to $1.99 million
$2 million or more

Number of
Homes
9,351
14,551
9,351
14,551

3

$1.5 to $1.99 million
$2 million or more

9,351
14,551

4

$1.5 to $1.99 million
$2 million or more

9,351
14,551

Option
1
2

Home Value

Average
Average
Home Value Taxable Portion
$1.75 million
$0.25 million
$3.62 million
$2.12 million
$1.75 million
$0.25 million
$3.62 million
$0.50 million
$1.62 million
$1.75 million
$0.25 million
$3.62 million
$0.50 million
$1.62 million
$1.75 million
$0.25 million
$3.62 million
$2.12 million

Tax Rate
1.0%
1.0%
1.0%
1.0%
1.5%
1.5%
1.5%
2.0%
2.0%
2.0%

Annual
Revenue
$331 million

$449 million

$614 million

$663 million

*See reference 106.

CT Voices for Children

47

There are several benefits to the above options:
Establishing a statewide property tax on mansions would provide a substantial and stable source of
revenue that is entirely exempt from the volatility cap. The above options are estimated to provide
between $331 million to $663 million a year. Moreover, this tax would be entirely exempt from the
volatility cap.107 Regarding the benefits of property taxes in general, CBPP explains, “It is helpful for
states and localities to use a variety of taxes that exhibit different properties across the business cycle
and tax different aspects of residents’ behavior. Property taxes have historically been more stable
than income or sales taxes; if they do decline in recessions, they usually do so with a lag, even as
other revenue sources are recovering. And they are, at least in part, a tax on wealth rather than income
or consumption, adding diversity to revenue sources.”108
Establishing a statewide property tax on mansions would add a progressive component to
Connecticut’s regressive tax system because it would be based on ability to pay and would only apply
to wealthy families. The above options only apply to owner-occupied homes worth more than $1.5
million, which accounts for 2.7 percent of all owner-occupied homes and 1.7 percent of all occupied
housing units in Connecticut. However, it is possible to expand the tax to high-value rental units or
other types of high-value property. It is also possible to adjust the tax so that it has an even higher
exemption and/or more progressive tax rate structure. For example, the tax could be designed to apply
only to property worth more than $2 million and/or the tax rate structure could be designed to increase
from one percent on the portion above $2 million to 1.25 percent on the portion above $3 million to
1.5 percent on the portion above $4 million and so on. Moreover, to ensure that the tax does not
excessively burden families that live in expensive homes but have relatively low or moderate incomes,
it could include a circuit breaker that limits the maximum payment as a percent of income. As ITEP
explains, a property tax circuit breaker “protects taxpayers from a property tax ‘overload’ just like an
electric circuit breaker: when a property tax bill exceeds a certain percentage of a taxpayer’s income,
the circuit breaker reduces property taxes in excess of this ‘overload’ level.” 109
Establishing a statewide property tax on mansions would not contribute to “mansion tax flight.” As
CBPP succinctly puts it, “houses can’t be easily moved across borders to avoid taxation, unlike other
types of wealth such as stocks, bonds, or bank accounts.”110 Moreover, Connecticut’s housing market
is the strongest it has been in more than a decade due to an influx of “New Yorkers fleeing the city”
during the coronavirus pandemic, which makes it an opportune time to establish a mansion tax.111
Establishing a statewide property tax on mansions would be easy to implement relative to many other
new wealth taxes. Because the tax would simply add a progressive component to the regressive local
property tax system already in place, it would not require substantial new administrative support or a
substantial period of time to implement. As CBPP explains, “Home values are easier to measure than
other forms of wealth: recent sales of similar properties in the same locality can often be identified,
and housing ownership is usually publicly available information. In contrast, the value of an
ownership interest in a closely held business can be very difficult to estimate accurately.”112

CT Voices for Children

48

Options for Lowering Taxes on Working- and Middle-Class Families
To further combat rising income and wealth inequality and further support the economy, Connecticut
should establish and/or expand tax credits for working- and middle-class families. The following is
an overview of three approaches: expand the earned income tax credit, expand the property tax credit,
and create a child tax credit.

Expand the Connecticut Earned Income Tax Credit
The federal earned income tax credit (EITC) is a refundable tax credit designed primarily to support
working-class families. As Table 22 shows, eligibility for and the amount of the EITC are based on
several factors, including earned income level, number of children, and marital status.113

Table 22. The Earned Income Tax Credit and Expansion Options
Family Size
Childless
1 Child
2 Children
2+ Children

Family Size
Childless
1 Child
2 Children
2+ Children

Rate
7.65%
34%
40%
45%

Rate
7.65%
15.98%
21.06%
21.06%

Phase-In
Income Range
Single Tax Filers
$0 to $7,030
$0 to $10,540
$0 to $14,800
$0 to $14,800

Income Range
Married Tax Filers
$0 to $7,030
$0 to $10,540
$0 to $14,800
$0 to $14,800

Phase-Out
Income Range
Single Tax Filers
$8,790 to $15,820
$19,330 to $41,756
$19,330 to $47,440
$19,330 to $50,954

Income Range
Married Tax Filers
$14,680 to $21,710
$25,220 to $47,646
$25,220 to $53,330
$25,220 to $56,844

Maximum Credit
Family Size
Expansion Options
Federal CT (23%)
30%
40%
50%
Childless
$538
$124
$161
$215
$269
1 Child
$3,584
$824
$1,075
$1,434
$1,792
2 Children
$5,920
$1,362
$1,776
$2,368
$2,960
2+ Children
$6,660
$1,532
$1,998
$2,664
$3,330
Additional Cost
$34 mil $82 mil $130 mil
Include ITIN Filers
$49 mil $102 mil $155 mil
*Revenue estimates provided by the Institute on Taxation and Economic Policy.
See reference 113 and 115.
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Figure 17. The Earned Income Tax Credit, Married Tax Filers
$7,000
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Tax Credit
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$60,000

Earned Income
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*See references 113 and 115.

For a further explanation of the key parameters, Figure 17 shows how the EITC operates for married
tax filers. For example, the EITC operates as follows for married tax filers with three children: the
credit increases by $0.45 for each dollar of earned income from $0 up to $14,800; the maximum credit
of $6,660 is provided to those with earned income from $14,800 up to $25,220; and the credit
decreases by $0.2106 for each dollar of earned income from $25,220 up to $56,844, at which point
the credit is entirely phased out.
Like many states, Connecticut has a refundable EITC that mirrors the federal EITC, currently at the
rate of 23 percent. For example, the maximum CT EITC for married families with three children is
$1,532 (i.e., 23 percent of the maximum federal credit). 114
Table 22 presents three options for expanding the CT EITC to support working-class families:
Option 1: Restore the CT EITC to 30 percent, the level at which it was set when enacted in 2011. This
is estimated to cost an additional $34 million a year, or an additional $49 million if the expansion
includes immigrants who pay and file taxes with an Individual Tax Identification Number (ITIN) but
who are currently excluded from the EITC.
Option 2: Increase the CT EITC to 40 percent. This is estimated to cost an additional $82 million a
year, or an additional $102 million if the expansion includes ITIN filers.
Option 3: Increase the CT EITC to 50 percent. This is estimated to cost an additional $130 million a
year, or an additional $155 million if the expansion includes ITIN filers.115
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Table 23. Benefit Distribution of Expanding the CT EITC (Option 2)
Group
Working Class
Middle Class
Upper Class
Wealthiest

Pre-Tax Income
Range
Average
$0 to $53,418
$26,709
$53,419 to $202,859
$128,139
$202,860 to $681,861
$442,361
$681,862 and up
$3,092,389
Group

Pre-Tax Income

Median Household
Median Black Household
Median Hispanic Household

$76,106
$47,856
$45,730

Additional Benefit from CT EITC
1 Child
2 Children 2+ Children
$569
$953
$1,079
$0
$0
$0
$0
$0
$0
$0
$0
$0
Additional Benefit from CT EITC
1 Child
2 Children 2+ Children
$0
$0
$0
$0
$196
$322
$52
$272
$398

*See reference 116.

There are several benefits to the above options:
Expanding the CT EITC would strengthen a progressive component of Connecticut’s regressive tax
system because the credit is based on income level and number of children and would benefit
working-class families, who have the highest effective tax rate. As Table 23 shows, of the four
income groups, only an average working-class family would benefit by expanding the EITC. For
example, increasing the EITC to 40 percent would provide an additional $569, $953, or $1,079 for a
working-class family with one child, two children, or more than two children, respectively. 116
Expanding the CT EITC would especially benefit families of color, who have lower incomes and
higher effective tax rates on average. As Table 23 shows, expanding the CT EITC to 40 percent
would provide an additional $196 for a family with two children and an income equal to the median
Black household, and it would provide an additional $322 for the same family with three children.
Expanding the CT EITC would reverse a tax increase on working-class families. Connecticut reduced
the CT EITC from a high of 30 percent to a low of 23 percent, the current rate since 2017. This has
effectively operated as a tax increase on working-class families.117
Expanding the CT EITC would reduce poverty and boost economic growth. As CBPP explains, “The
EITC reduces poverty by supplementing the earnings of low-wage workers and by rewarding work.
… Moving out of poverty is particularly important for young children. Research has found that lifting
low-income families’ income when a child is young not only tends to improve a child’s immediate
well-being, but is associated with better health, more schooling, more hours worked, and higher
earnings in adulthood. A burgeoning literature links EITC receipt to improved school performance
and higher college attendance rates.”118 Moreover, as noted, research shows that a $1 tax cut in the
form of the EITC has an overall direct and indirect expansionary effect on economic output equal to
$1.24, making it a highly effective policy for stimulating the economy.119
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Expand the Connecticut Property Tax Credit
The Connecticut property tax credit (PTC) is a nonrefundable state income tax credit designed
primarily to help ease the high property tax burden for working- and middle-class families. As Table
24 shows, eligibility for the credit is currently limited to tax filers who are seniors or who have a
dependent, and the amount of the credit is based on several factors, including income level, the
amount of property tax paid, and tax filing status. 120
For a further explanation of the key parameters, the CT PTC operates as follows for married tax filers
with at least one dependent: the maximum credit is $200 if the family makes $70,500 or less, if the
family pays at least $200 in property taxes, and if the family has at least $200 in state income tax
liability; the credit decreases by $30 (or 15 percent) for every $10,000 above the income threshold of
$70,500; and the credit is entirely phased out once the family makes more than $130,500.
Since the creation of the CT PTC in the 1990s, Connecticut has restricted its eligibility, reduced the
maximum credit, lowered the income levels at which it phases out, and increased the phase out rate,
all of which has significantly weakened the credit. For example, taxpayers who had been eligible for
this support in the past, benefitting collectively from more than $350 million in property tax relief in
the mid-2000s, have had that support reduced by more than 80 percent, to $63 million.121

Table 24. The Connecticut Property Tax Credit
Eligibility
(1) Property owners with a dependent, paid property taxes equal to or greater than
credit amount, and have income tax liability equal to or greater than credit amount.
(2) Property owners 65 years or older, paid property taxes equal to or greater than
credit amount, and have income tax liability equal to or greater than credit amount.
Income Range
Single Tax Filers
Married Tax Filers
$0 to $49,500
$0 to $70,500
$49,501 to $59,500
$70,501 to $80,500
$59,501 to $69,500
$80,501 to $90,500
$69,501 to $79,500
$90,501 to $100,500
$79,501 to $89,500
$100,501 to $110,500
$89,501 to $99,500
$110,501 to $120,500
$99,501 to $109,500
$120,501 to $130,500
$109,501 and up
$130,501 and up
Annual Cost

Maximum
Credit
$200
$170
$140
$110
$80
$50
$20
$0
$63 million

*See reference 120.
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Table 25. Options for Expanding the Connecticut Property Tax Credit
Eligibility
(1) All property owners that paid property taxes equal to or greater than credit amount.
(2) All renters that paid property taxes (20% of rent) equal to or greater than credit amount.
Income Range
Single Tax Filers
Married Tax Filers
$0 to $99,000
$0 to $141,000
$99,001 to $119,000
$141,001 to $161,000
$119,001 to $139,000
$161,001 to $181,000
$139,001 to $159,000
$181,001 to $201,000
$159,001 to $179,000
$201,001 to $221,000
$179,001 to $199,000
$221,001 to $241,000
$199,001 to $219,000
$241,001 to $261,000
$219,001 and up
$261,001 and up
Additional Cost

Maximum Credit
Option 1
Option 2
Option 3
$300
$500
$750
$255
$425
$638
$210
$350
$525
$165
$275
$413
$120
$200
$300
$75
$125
$188
$30
$50
$75
$0
$0
$0
$345 million $585 million $864 million

*Revenue estimates provided by the Institute on Taxation and Economic Policy. See reference 122.

Table 25 provides an overview of three options for expanding the CT PTC to support working- and
middle-class families:
Option 1: Increase the maximum CT PTC to $300 and make it refundable, double the income
threshold, restore eligibility to non-seniors and childless tax filers, and extend the credit to renters.
This is estimated to cost an additional $345 million a year.
Option 2: Increase the maximum CT PTC to $500 and make it refundable, double the income
threshold, restore eligibility to non-seniors and childless tax filers, and extend the credit to renters.
This is estimated to cost an additional $585 million a year.
Option 3: Increase the maximum CT PTC to $750 and make it refundable, double the income
threshold, restore eligibility to non-seniors and childless tax filers, and extend the credit to renters.
This is estimated to cost an additional $864 million a year.122
There are several benefits to the above options:
Expanding the CT PTC would strengthen a progressive component of Connecticut’s regressive tax
system because it is based on income level and property taxes paid and would benefit working- and
middle-class families, who have high effective tax rates. As Table 26 shows, of the four income
groups, only working- and middle-class families would benefit by expanding the CT PTC to $500
and increasing eligibility. For example, increasing the CT PTC would provide an additional $300 for
a family that owns its home (assuming it qualifies for the existing credit) and an additional $500 for
a family that rents, which is the most common housing status at an income of $26,709.123
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Table 26. Benefit Distribution of Expanding the CT PTC to $500 (Option 2)
Group
Working Class
Middle Class
Upper Class
Wealthiest

Pre-Tax Income
Range
Average
$0 to $53,418
$26,709
$53,419 to $202,859
$128,139
$202,860 to $681,861
$442,361
$681,862 and up
$3,092,389

Group

Pre-Tax Income

Median Household
Median Black Household
Median Hispanic Household

$76,106
$47,856
$45,730

Additional Benefit from PTC
Renter
Owner
$500
$300
$500
$480
$0
$0
$0
$0

Additional Benefit from PTC
Renter
Owner
$500
$330
$500
$300
$500
$300

Majority Housing
Status
Renter (1.3x)
Owner (3.8x)
Owner (8.5x)
Owner (8.5x)

Majority Housing
Status
Owner (2.3x)
Owner (1.1x)
Owner (1.1x)

*See reference 123. This benefit distribution excludes the effect of the property tax credit for vehicles.

Expanding the CT PTC would especially benefit families of color, who have lower incomes and
higher effective tax rates on average. As Table 26 shows, expanding the CT PTC to $500 and
increasing eligibility would provide an additional $330 for a family that owns its home and has an
income equal to the median household (assuming the family qualifies for the existing credit); and it
would provide an additional $300 for a family that owns its home and has an income equal to the
median Black or Hispanic households (assuming the family qualifies for the existing credit).
However, the expanded CT PTC would provide an additional $500 for a family at any of the above
income levels that rents its home rather than owns it and is therefore currently excluded. This
especially benefits families of color because at the income level for the median Black and Hispanic
households there are 1.1 times more homeowners than renters, whereas at the income level for the
median overall household there are 2.3 times more homeowners than renters, meaning families of
color will benefit at a higher percentage from the additional $500 credit for renters.
Expanding the CT PTC would reverse a tax increase on working- and middle-class families. Since
the creation of the CT PTC in the 1990s, Connecticut has restricted the eligibility, reduced the
maximum credit, lowered the income levels at which it phases out, and increased the phase out rate,
all of which has effectively operated as a tax increase on working- and middle-class families.
Expanding the CT PTC would reduce poverty and boost economic growth. Including renters and
making the CT PTC refundable (meaning tax payers receive a refund for the portion of the credit that
exceeds their income tax liability) will help the state’s neediest residents. As the Tax Policy Center
explains, if tax credits are “not refundable, low-income households most in need of assistance would
not benefit from them.”124 Moreover, CBPP notes that refundable tax credits “deliver high bang-forthe-buck stimulus because the money flows to lower-income people, who tend to spend rather than
save what modest income they have in order to meet basic needs.”125
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Create the Connecticut Child Tax Credit
The federal child tax credit (CTC) is a partially refundable tax credit designed primarily to help ease
the high cost of raising children, especially for working- and middle-class families. As Table 27
shows, eligibility for and the amount of the CTC are based on several factors, including earned income
level, tax filing status, and number of qualifying children. Moreover, the maximum credit per child is
$2,000 but only $1,400 is refundable, which is referred to as the additional child tax credit (ACTC). 126
For a further explanation of the key parameters, Figure 18 shows how the CTC operates in two
different cases. First, for a single tax filer with one child, the CTC operates as follows: the credit
increases by $0.15 for each additional dollar of earned income from $2,500 up to $11,833, at which
point the maximum refundable credit of $1,400 is reached; the non-refundable portion phases in for
each additional dollar of earned income from $12,400 up to $18,400, at which point the maximum
overall credit of $2,000 is reached; and the credit decreases by $0.05 for each additional dollar of
earned income from $200,000 up to $240,000, at which point the credit is entirely phased out.
Second, for a married tax filer with two children, the CTC operates as follows: the credit increases by
$0.15 for each additional dollar of earned income from $2,500 up to $21,167, at which point the
maximum refundable credit of $2,800 is reached ($1,400 per child); the non-refundable portion
phases in for each additional dollar of earned income from $24,800 up to $36,800, at which point the
maximum overall credit of $4,000 is reached; and the credit decreases by $0.05 for each additional
dollar of earned income from $400,000 up to $480,000, at which point it is entirely phased out.

Table 27. The Child Tax Credit
Tax Filer Status Credit Type
Single
Married
Tax Filer
Status
Single
Married

ACTC / CTC
ACTC / CTC
Credit Type
ACTC / CTC
ACTC / CTC

Phase-In
Rate
Income Level
15%
above $2,500
15%
above $2,500
Phase-Out
Rate
Income Level
5%
above $200,000
5%
above $400,000

Maximum Credit
Per Child
Single / Married ACTC (Refundable)
$1,400
Single / Married
CTC
$2,000

Tax Filer Status

Credit Type

*See reference 126.
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Figure 18. The Child Tax Credit
$4,500
$4,000
$3,500

Tax Credit

$3,000
$2,500
$2,000
$1,500
$1,000
$500
$0
$0

$100,000

$200,000

$300,000

$400,000

$500,000

Earned Income
Single Filer, One Child

Married Filer, Two Children

*See reference 126.

Unlike the EITC, Connecticut does not have a state-level CTC that mirrors the federal credit.
Moreover, unlike most states, Connecticut does not provide any tax break, such as a child exemption
or deduction, that is specifically designed to ease the financial burden of raising children.
Table 28 presents several options for creating a CT CTC to support working- and middle-class
families:
Option 1: Create a CT CTC at 30 percent of the federal CTC. This is estimated to cost $381 million
a year. (Creating it at 40 percent—Option 1a—is estimated to cost $506 million.)
Option 2: Create a CT CTC at 30 percent of the federal CTC, make it fully refundable, and eliminate
the phase in. This is estimated to cost $449 million a year. (Creating it at 40 percent—Option 2a—is
estimated to cost $598 million.)
Option 3: Create a CT CTC at 30 percent of the federal CTC, make it fully refundable, eliminate the
phase in, and replace the phase out with a hard cap at $200,000 for single filers and $400,000 for joint
filers. This is estimated to cost $443 million a year. (Creating it at 40 percent—Option 3a—is
estimated to cost $591 million.).127
It is important to note that the current parameters of the CTC are temporary under the Tax Cut and
Jobs Act. To avoid a considerable scheduled shift in the federal CTC after 2025, the CT CTC could
be created based on one of the above options without officially mirroring the federal CTC. 128
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Table 28. Options for Creating the CT Child Tax Credit

1
2
3

Maximum Credit Per Child
Phase In
Phase Out
Rate
Total Refundable
30%
$600
$420
15% above $2,500 5% above $200k ($400k)
30%
$600
$600
None
5% above $200k ($400k)
30%
$600
$600
None
Hard Cap at $200k ($400k)

1a
2a
3a

40%
40%
40%

Option

$800
$800
$800

$560
$800
$800

Annual Cost
$381 million
$449 million
$443 million

15% above $2,500 5% above $200k ($400k) $506 million
None
5% above $200k ($400k) $598 million
None
Hard Cap at $200k ($400k) $591 million

*Revenue estimates provided by the Institute on Taxation and Economic Policy. See reference 127.

There are several benefits to the above options:
Creating the CT CTC would add a progressive component to Connecticut’s regressive tax system
because the tax credit is based on income level and number of children and would primarily benefit
working- and middle-class families. As Table 29 shows, of the four income groups, an average
working-class family and an average middle-class family would benefit the most by creating a CT
CTC. For example, creating the CT CTC at 30 percent with no phase in (option 2) would provide
$1,200 for a working- or middle-class family with two children and $565 for an upper-class family.
Also, if desirable, it is possible to replace the phase out with a hard cap (option 3), which would
eliminate the benefit for a family making more than $400,000 a year.129
Creating a CT CTC that is fully refundable would especially benefit families of color, who have lower
incomes and higher effective tax rates on average. As Table 29 shows, all three median households
receive the maximum credit. This is because option 2 makes the CT CTC fully refundable, meaning
families receive the maximum credit even if it exceeds their income tax liability. This would
especially benefit families of color, who tend to have lower incomes and tax liability and so would
be more likely to receive only a partial credit if it were non-refundable.130

Table 29. Benefit Distribution of Creating the CT CTC (Option 2)
Group
Working Class
Middle Class
Upper Class
Wealthiest

Pre-Tax Income
Range
Average
$0 to $53,418
$26,709
$53,419 to $202,859
$128,139
$202,860 to $681,861
$442,361
$681,862 and up
$3,092,389
Group

Pre-Tax Income

Median Household
Median Black Household
Median Hispanic Household

$76,106
$47,856
$45,730

Additional Benefit from CT CTC
2 Children 3 Children
1 Child
$600
$1,200
$1,800
$600
$1,200
$1,800
$0
$565
$1,165
$0
$0
$0
Additional Benefit from CT CTC
2 Children 3 Children
1 Child
$600
$1,200
$1,800
$600
$1,200
$1,800
$600
$1,200
$1,800

*See reference 129.
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Creating the CT CTC would make Connecticut more in line with the majority of states, which provide
tax breaks to offset the cost of raising children. Unlike most states, Connecticut has no tax exemption,
deduction, or credit to adjust for family size and help offset the considerable cost of raising children.
This means that a household with children pays essentially the same amount in the state income tax
as a household without children that earns the same income despite the fact that the former household
has less disposable income because it spends significantly more on food, clothing, health care and
other necessities. And this is especially troubling in Connecticut due to the high cost of child care
compared to most other states.131
Creating the CT CTC would reduce poverty and boost economic growth. As CBPP explains regarding
the federal CTC, “[It] is a powerful weapon against poverty. It lifted approximately 4.3 million people
out of poverty in 2018, including about 2.3 million children, and lessened poverty for another 12
million people, including 5.8 million children. It lifts even more families with children out of poverty
when combined with the Earned Income Tax Credit” because many “low-income families are
ineligible for other tax-based assistance for children.”132 Moreover, as noted, research shows that a
$1 tax cut in the form of the CTC has an overall direct and indirect expansionary effect on economic
output equal to $1.38, making it a highly effective policy for stimulating the economy. 133
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Putting Together a Tax Reform Program
As noted at the opening, the objective here is not to recommend any specific tax increase or tax cut
but rather provide a range of options showing policymakers that it is possible and beneficial to use
tax reform to address several of the state’s major economic problems. To further demonstrate, this
part of the report provides an example tax reform program.
There are two basic approaches to putting together a tax reform program:
(1) Policymakers can raise a combination of income and wealth taxes on the wealthy in order to
simultaneously raise revenue to fund essential government services, combat rising income and wealth
inequality, and support the economy. As Table 30 summarizes, there are four categories of income
and wealth taxes. Based on the options presented, raising the income tax would only apply to single
filers making more than $500,000 a year (joint filers making more than a $1 million); expanding the
estate and gift tax would only apply to multi-million dollar estates; establishing an investment income
surcharge would only apply to investment income for single filers making more than $500,000 a year
(joint filers making more than a $1 million); and establishing a statewide property tax on mansions
would only apply to the portion of homes worth more than $1.5 million.

Table 30. Options for Raising Income and Wealth Taxes on the Wealthy
Income or Wealth Floor Total Tax
for Tax Increase
Revenue
Expand Income Tax
1
$500,000 / $1 million
$504 million
2
$500,000 / $1 million
$1.01 billion
3
$500,000 / $1 million
$1.21 billion
4
$500,000 / $1 million
$1.72 billion
Expand Estate and Gift Tax
1
$5 million
$108 million
2
$3 million
$135 million
3
$2 million
$162 million
Create Investment Income Surcharge
1
$500,000 / $1 million
$167 million
2
$500,000 / $1 million
$313 million
3
$500,000 / $1 million
$334 million
Create Statewide Property Tax on Mansions
1
$1.5 million
$331 million
2
$1.5 million
$449 million
3
$1.5 million
$614 million
4
$1.5 million
$663 million
Option

Volatility Cap
Restriction

Unrestricted Tax Revenue

Partial
Partial
Partial
Partial

$226.8 million + capacity below cap
$454.5 million + capacity below cap
$544.5 million + capacity below cap
$774 million + capacity below cap

None
None
None

$108 million
$135 million
$162 million

Partial
Partial
Partial

$90-$167 million
$90-$202 million
$90-$202 million

None
None
None
None

$331 million
$449 million
$614 million
$663 million

*Unrestricted income tax revenue is based on estimated withholding portion (45 percent) plus estimated additional
capacity below the volatility cap: $90 million in FY 2021, $202 million in FY 2022, and $125 million in FY 2023.
Unrestricted investment income surcharge revenue is based on estimated additional capacity below the volatility cap.
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Table 31. Options for Lowering Taxes on Working- and Middle-Class Families
Option

Tax Cut Range

Total Tax Revenue

CT Earned Income Tax Credit
1
$0 to $50,954 / $56,844
$34 million ($49 million w/ ITIN)
2
$0 to $50,954 / $56,844
$82 million ($102 million w/ ITIN)
3
$0 to $50,954 / $56,844
$130 million ($155 million w/ ITIN)
CT Property Tax Credit
1
$0 to $219,000 / $261,000
$345 million
2
$0 to $219,000 / $261,000
$585 million
3
$0 to $219,000 / $261,000
$864 million
CT Child Tax Credit
1
$2,500 to $200+k / $400+k $381 million ($506 million at 40%)
2
$0 to $200+k / $400+k
$449 million ($598 million at 40%)
3
$0 to $200k / $400k
$443 million ($591 million at 40%)

Refundable

Fiscal
Restrictions

Yes
Yes
Yes

None
None
None

Yes
Yes
Yes

None
None
None

Partially
Yes
Yes

None
None
None

(2) Policymakers can raise a combination of income and wealth taxes on the wealthy and also lower
taxes for working- and middle-class families in order to simultaneously raise revenue to fund essential
government services, combat rising income and wealth inequality, and support the economy. This
second approach adds a tax cut component that provides more support for working- and middle-class
families and therefore more effectively combats income and wealth inequality and more effectively
supports the economy. As Table 31 summarizes, there are three categories of tax cuts. Based on the
options presented, expanding the Connecticut Earned Income Tax Credit (CT EITC) would benefit
working-class families (single filers making up to $50,954 a year and joint filers making up to $56,844
a year); expanding the Connecticut Property Tax Credit (CT PTC) would benefit working- and
middle-class families (single filers making up to $219,000 a year and joint filers making up to
$261,000 a year); and creating the Connecticut Child Tax Credit would benefit working-class,
middle-class, and a portion of upper-class families (single filers making up to $200,000 a year and
possibly more depending upon the number of children and the design of the phase out, and joint filers
making up to $400,000 a year and possibly more depending upon the number of children and design
of the phase out).
In addition to the two basic approaches to tax reform, it is important to consider three supplemental
instruments: the Budget Reserve Fund (BRF), support from the federal government, and borrowing
(which has recently received increased attention).134
The Budget Reserve Fund can effectively supplement a tax reform program. Connecticut law provides
three situations for employing the BRF: (1) it can fill a deficit in the immediately preceding budget
based on the determination of the Comptroller; (2) it can fill a deficit in the current budget if a
consensus revenue estimate projects a decline in General Fund revenues of one percent or more; and
(3) it can fill a deficit in the upcoming budget if the consensus revenue estimate projects a decline in
CT Voices for Children

60

General Fund revenues of one percent or more. This flexibility in employing the BRF as well as its
substantial size make it an effective instrument to supplement a tax reform program. Moreover, by
replenishing the BRF, restricted revenue from a tax reform program will strengthen this key
instrument.135
Support from the federal government can supplement a tax reform program but it is an unreliable
instrument. The federal government provided support to state and local governments earlier this year
and could do so again. However, this is not under the state’s control and the possibility and size of
support is difficult to estimate with any degree of confidence. For example, the Wall Street Journal
recently reported that the Biden administration “will confront an economic recovery that appears to
be losing momentum and uncertain prospects for additional stimulus from Congress.”136
The state’s capacity to borrow is severely restricted, and borrowing is a regressive instrument in the
absence of tax reform. Connecticut law limits the total amount of debt issued to no more than 1.6
times the General Fund tax revenue, and once the total debt reaches 90 percent of the limit the
governor must submit a recommendation for reducing it. Together with the projected decline in
revenue, these restrictions severely limit the state’s capacity to borrow. For example, the Office of
Fiscal Analysis reports that the state has the “capacity to authorize a net of $198 million of new
[general obligation] bonds to match 90% of the debt limit in FY 22,” the first year of the new biennium
budget. Moreover, borrowing is a regressive instrument in the absence of tax reform because the new
debt will ultimately be paid through a regressive tax system that disproportionately burdens workingand middle-class families.
Taking into account the various tax options and above instruments, it is possible to develop a wide
range of tax reform programs. Consider the example presented in Table 32:
Income tax option 2 would raise the current top tax bracket to 8.99 percent over $500,000 for single
filers ($1 million for joint filers) and it would create a new top tax bracket of 9.99 percent over $1
million for single filers ($2 million for joint filers). This is estimated to raise $1.01 billion in annual
revenue, which includes $656.5 million in unrestricted revenue ($454.5 million from withholding
plus $202 million from additional estimates and finals capacity below the volatility cap) and $353.5
million in restricted revenue that would replenish the BRF.
Estate tax option 2 would lower the exemption to $3 million, increase the top tax rate to 16 percent,
and eliminate the payment cap. This is estimated to raise $135 million in annual revenue, all of which
is exempt from the volatility cap.
Mansion tax option 3 would create a 1.5 percent statewide property tax on the portion of the market
value of each owner-occupied home in excess of $1.5 million, and the rate would increase to two
percent on the portion in excess of $2 million. This is estimated to raise $614 million in annual
revenue, all of which is exempt from the volatility cap.

CT Voices for Children

61

Connecticut Earned Income Tax Credit (CT EITC) option 2 would increase the state credit to 40
percent of the federal credit and include ITIN filers. This is estimated to cost an additional $102
million a year.
Connecticut Child Tax Credit (CT CTC) option 2 would create a state credit that is fully refundable,
has no phase in, and is equal to 30 percent of the maximum federal credit. This is estimated to cost
$449 million a year.

Table 32. Example Tax Reform Program
Option

New Parameters

Total

Revenue
Unrestricted

Restricted

Tax Increase
Income Tax Top rate of 9.99% over $1 million for single filer
$1.01 billion
Option 2
($2 million joint filer)

$454.5 million
$202 million

Estate Tax
Option 2

Exemption of $3 million, top rate of 16%,
no payment cap

$135 million

$135 million

Mansion Tax
Option 3

1.5% over $1.5 million, 2% over $2 million

$614 million

$614 million

$1.759 billion $1.4055 billion

$353.5 million

$353.5 million

Tax Cut
CT EITC
Option 2

Increase to 40%, include ITIN filers

-$102 million

-$102 million

CT CTC
Option 2

Create at 30%, make fully refundable, and
eliminate phase in

-$449 million

-$449 million

-$551 million

-$551 million

Tax Reform Program
Total
$1.208 billion $854.5 million $353.5 million
*Estimated additional estimates and finals income tax revenue capacity below the volatility cap is $202 million in FY
2022 and $125 million in FY 2023.

Table 33. Example Implementation of Tax Reform Program

Projected Deficit
Tax Reform Program Revenue
Budget Reserve Fund Revenue
Final Balance

General Fund (in millions)
2021
2022
2023
-$854.5
-$2,067.0
-$2,230.4
$1,303.5
$777.5
$854.5
$763.5
$1,452.9
$0.0
$0.0
$0.0

Restricted Revenue Deposit
Final Balance

Budget Reserve Fund (in millions)
2021
2022
2023
$353.5
$430.5
$2,158.4 $1,748.4
$726.0
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Together with the BRF, the example tax reform program is sufficient to fill the projected deficits for
the current fiscal year and upcoming biennium budget (fiscal years 2022-23) and it would also leave
the state in a stronger financial position moving forward. Consider the example implementation of
the tax reform program presented in Table 33:
Fiscal Year 2021: The BRF fills the deficit for the current fiscal year, bringing the balance of the BRF
down from $3.0129 billion to $2.1584 billion. That closes the current biennium budget (fiscal years
2020-21).
Fiscal Year 2022: The tax reform program is phased in. Specifically, all of the tax increases and the
increase of the CT EITC go into effect. This raises a total of $1.3035 billion in unrestricted revenue
($1.4055 billion from the tax increases minus $102 million for increasing the CT EITC). Combined
with $763.5 million from the BRF, that fills the budget deficit. Moreover, $353.5 million in restricted
revenue replenishes the BRF, bringing its balance to $1.7484 billion at the end of the fiscal year.
Fiscal Year 2023: The tax reform program is fully implemented. Specifically all of the tax increases
and the increase of the CT EITC remain in effect, and the creation of the CT CTC also goes into
effect. This raises a total of $777.5 million in unrestricted revenue ($1.3285 billion from the tax
increases minus $551 million for increasing the CT EITC and creating the CTC). Combined with
$1.4529 billion from the BRF, that fills the budget deficit. Moreover, $430.5 million in restricted
revenue ($353.5 million plus $77 million due to the reduced additional capacity below the volatility
cap) replenishes the BRF, bringing its balance to $726 million at the end of the fiscal year.137
This example tax reform program and the preceding analysis demonstrate that it is possible and
beneficial for policymakers to pass a budget that maintains government spending on essential
services, combats income and wealth inequality, supports the economy, and leaves the state in a
stronger fiscal position moving forward. In particular, the tax increase component of the example
program would ensure that the Connecticut government maintains spending on essential services at a
time when those services are more needed than ever. As noted, the U.S. Census Bureau reports that
11.8 percent of Connecticut residents are experiencing food scarcity, 20.7 percent are facing the
likelihood of eviction or foreclosure in the next two months, 27.4 percent are having difficulty paying
for usual household expenses, and 31.2 percent expect someone in their household to have a loss in
employment income in the next 4 weeks.138 Moreover, the tax credits component of the example
program would provide an additional $1,800 for a family with three children at the median household
income level, and it would provide an additional $2,122 for a family with three children at the median
Black household income level. This would help to ease the high cost of raising children, especially
for spending on necessities, such as food, housing, and child care. Lastly, by supporting the state’s
working- and middle-class families, the example tax reform program as a whole would boost
economic growth, which in turn would benefit all of Connecticut’s families.
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Conclusion
The combination of three major economic problems in Connecticut severely threatens the well-being
of the state’s working- and middle-class families, especially those of color. First, Connecticut’s
economy has a highly unjust distribution of income and wealth in general as well as a highly unjust
distribution of income and wealth by race. This economic injustice is important not simply in its own
right but because of the ways in which it harms children from working- and middle-class families in
the areas of educational success, health, economic mobility, and more. Second, Connecticut’s
regressive tax system exacerbates pre-tax income inequality and thereby contributes to wealth
inequality. Moreover, by decreasing the income and wealth available for working- and middle-class
families to spend and increase economic demand, Connecticut’s regressive tax system slows
economic growth, which hurts all of the state’s families. Third, the ongoing coronavirus pandemicinduced recession is accelerating the rise of economic injustice and causing substantial budget deficits
that are creating considerable pressure to cut government spending on essential services at a time
when government support is more needed than ever.
These major economic problems provide policymakers an opportunity to step back and consider
sweeping proposals. In particular, this report shows that it is possible and beneficial to pass a fair tax
reform program that raises income and wealth taxes on the wealthy and also cuts taxes on the working
and middle class, all of which would simultaneously raise revenue to fund essential government
services, combat rising income and wealth inequality, and support the economy.
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