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JUST FACTS
Connecticut’s economy has serious problems. From the Great Recession through the coronavirus pandemic-
induced recession—a period that included the longest economic expansion on record—Connecticut ranked 
49th out of 50 in state-level growth in economic output, and in fact the state’s economic output decreased 
overall. Over the same period, the distribution of wages in Connecticut’s economy remained highly 
inequitable, exceeding even the high level in the U.S. as a whole. This combination of a shrunken economy 
with a highly inequitable distribution has weakened both the state’s fiscal standing and the standard of 
living for most families. The purpose of this report, which proceeds in three sections, is to highlight the 
depth and scope of state’s economic problems and to provide policy options to address those problems. 

Cumulative Real Economic Output Growth, 2007-2009The first section provides an 
overview of Connecticut’s 
economic output. The key takeaway 
is that Connecticut’s economic 
output would be more than 25 
percent larger today if it had simply 
grown at the same rate as the 
U.S. as a whole since 2007. This 
substantial gap in economic output 
growth deprives the state of billions 
of dollars a year that it could use 
to pay down long-term obligations 
and provide support for working- 
and middle-class families. Also 
troubling, Connecticut’s shrunken 
economy is on track to grow slower 
than the U.S. economy. 

Time Estimates to Close the Current Job Shortfall Based on Past Job Growth

CONNECTICUT VOICES FOR CHILDREN: STaTE OF WORkINg CONNECTICUT, 2021 | JUST FaCTS



The second section provides 
an overview of Connecticut’s 
economic distribution. The 
key takeaway is that wage 
inequality has been rising for 
several decades and is even 
greater in Connecticut than the 
U.S. as a whole. For example, 
if wages for all workers had 
grown at the same rate since 
1979 as for workers at the top, 
the typical overall worker in 
Connecticut would have made 
$29.52 an hour in 2020 rather 
than $24.65, an increase of 
$4.87 an hour (or $10,130 a 
year). Even worse, some groups 
of workers are harmed by the 
combination of rising wage 
inequality and substantial wage 

Real Hourly Wage by Percentile, 1979-2020

gaps due to systemic racism and other forms of discrimination in the labor market. For example, if there 
was no racial wage gap and if wages for all workers had grown at the same rate as for workers at the top, the 
typical Hispanic worker in Connecticut would have made $29.52 an hour rather than $17.36, an increase of 
$12.16 an hour (or $25,293 a year).

Wage Gaps in Connecticut
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The third section provides policy options for using Connecticut’s budget to address the state’s economic 
problems. The key takeaway is that tax and spending policies that support working- and middle-class 
families, especially families of color, also provide the greatest support for the economy. It is therefore 
possible for the state to boost economic growth by reforming and/or increasing its budget in ways that 
support the most disadvantaged families. 

For example, a $1 tax cut in the 
form of the child tax credit (CTC) 
has an estimated expansionary 
effect on economic output equal to 
$1.25. The CTC has a high fiscal 
multiplier because it primarily 
benefits working-class families and 
middle-class families, two groups 
with a relatively high marginal 
consumption rate. In contrast, a 
$1 tax increase in the form of a 
dividends and capital gains tax has 
an estimated contractionary effect 
on economic output equal to $0.38. 
A tax on investment income has 
a low fiscal multiplier because it 
primarily applies to the wealthy, a 
group with a relatively low marginal 
consumption rate and a relatively 
high marginal savings rate.

Put together, tax reform comprised of a child tax credit and an equal-sized tax on dividends and capital 
gains would be revenue neutral (i.e., it would not increase or decrease the state’s overall tax revenue when 
excluding the positive effect of the program on economic growth) and it would address the state’s main 
economic problems: it would boost the economy because the expansionary effect of the tax cut component 
is significantly larger than the contractionary effect of the tax increase component; and it would support 
working- and middle-class families, especially families of color, by decreasing their disproportionate tax 
burden.

Fiscal Multipliers, 2021


