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Income Inequality in Connecticut
The average wealthy family in 
Connecticut has a pre-tax income 
of nearly $3.1 million. Moreover, 
the focus on the top one percent 
(i.e., average wealthy family) rather 
than the top 0.1 percent or top 0.01 
percent significantly understates the 
level of income inequality due to the 
exponential increase in income at 
the top of the distribution. 

In comparison to the average wealthy 
family, the average working-class 
family in Connecticut has a pre-tax 
income of about $22,500 and the 
average middle-class family has a 
pre-tax income of about $97,400. 

A Historical and 50-State Overview of Income Inequality
Income inequality has been rising for several decades in the United States, and Connecticut has the 
second highest level out of all 50 states during this period of historic income inequality.

Ranking of Pre-Tax Income Inequality,  2019

A substantial racial income gap further exacerbates income inequality for families of color, which 
disproportionately fall into the working class. Specifically, the median Black and Latino households 
have pre-tax incomes of about $49,000, compared to a pre-tax income of about $86,000 for the 
median white household.

Connecticut’s Pre-Tax Income Distribution, 2019
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The Impact of Connecticut’s Unfair—or Regressive—Tax System
Connecticut’s unfair tax system exacerbates income inequality and the racial income gap.

Problems with Connecticut’s Income Tax and Proposals to Reform It
Connecticut’s income tax exemption provides little or no support for some working-class families and 
most middle-class families. Moreover, because the tax exemption is not indexed for inflation, “tax 
exemption creep” operates as a built-in annual tax increase on working- and middle-class families.

Connecticut’s income tax brackets generate the largest increase in the effective tax rate in the middle 
of the income distribution rather than at the top, which increases the unfair burden on middle-class 
families. Moreover, because the tax brackets are not indexed for inflation, “tax bracket creep” operates 
as a built-in annual tax increase on working- and middle-class families.

Connecticut’s personal tax credit provides little or no support for many middle-class families. 
Moreover, because the tax credit is not indexed for inflation and does not adjust for the number of 
dependents, “tax credit creep” operates as a built-in annual tax increase on working- and middle-class 
families and families with children pay an especially unfair share.

Connecticut’s income tax gap is likely substantial—a starting estimate of 19 percent or $2.6 billion 
a year. It also likely makes the income tax less fair in primarily benefitting the wealthy and further 
increasing the burden on working- and middle-class families.

To reduce the unfair tax burden on working- and middle-class families, policymakers could:
• Inflation index the key components of the income tax (exemption, brackets, and personal 

credit)

• Establish the Connecticut child tax credit (CT CTC) and index it to inflation

The Impact of Connecticut’s Regressive State and Local Tax System
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Connecticut’s Current Income Tax

Connecticut’s Income Tax If Key Components Were Initially Indexed To Inflation

Connecticut’s Income Tax When Including the Proposed Child Tax Credit
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To offset the reduction in the unfair tax burden on working- and middle-class families, policymakers 
could:

• Increase the current top tax rate that applies to single filers making more than $500,000 and 
married filers making more than $1 million

• Add a new top tax rate that would only apply to even wealthier families (e.g., single filers 
making more than $1 million and married filers making more than $2 million)

• Provide additional funding for the Department of Revenue Services to decrease the state’s 
income tax gap

• Require the Department of Revenue Services to focus its increased tax compliance oversight 
on the wealthy (single filers making more than $500,000 and married filers making more 
than $1 million), which is the group that likely benefits the most from the income tax gap

Revenue Impact of Connecticut’s Tax Gap if It Mirrors the Federal Tax Gaps

Impact of CT’s Income Tax on the Wealthy
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Top State Income Tax Rate and Economic Growth Rate, 2001–2020

Connecticut’s Tax Transparency Problem
Connecticut’s tax incidence report is considerably out of date at this point. Moreover, independent of 
its outdatedness, Connecticut’s tax incidence report provides limited information.

Connecticut provides no tax incidence estimate of proposed and passed tax legislation. Relatedly, the 
state’s new budget included a mix of extended and built-in tax increases on working- and middle-
class families notwithstanding the general belief that there was no “broad-based tax increase.”

Connecticut provides no tax gap estimate.

Tax Transparency Proposal
To increase tax transparency, which is essential 
to reducing the unfair tax burden on working- 
and middle-class families, policymakers 
could: 

• Require the DRS to either (1) confirm 
that it has sufficient capacity to provide 
comprehensive tax incidence and tax 
gap reports on a regular basis or (2) 
release a report before the start of the 
next legislative session detailing the 
additional capacity that is necessary. 
Once the tax analysis capacity issue is 
addressed, require the DRS to provide 
comprehensive tax incidence and tax 
gap reports on a regular basis.
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Minnesota’s Tax Incidence: Effective Tax Rate by Population Decile, 2018–2023

Connecticut’s Tax Credit Payment Problem
Connecticut’s tax credits are not as effective as they could be in helping families make ends meet 
because the timing of the payments does not align with the needs of many working- and middle-class 
families, especially working-class families, which disproportionately includes families of color.

Difficulty Paying Usual Household Expenses in Connecticut, 2021
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Timely Support Proposal
To provide timely support that will help working- and middle-class families make ends meet, 
policymakers could: 

• Require the DRS to either (1) confirm that it has sufficient capacity to setup and administer a 
timely support program or (2) release a report before the start of the next legislative session 
detailing the additional capacity that is necessary. Once the tax administration capacity issue 
is addressed, require the DRS to setup and administer for both the existing CT EITC and, if 
established, the proposed CT CTC a timely support program that ensures extensive access, 
provides a range of timely support options, and limits the use of reconciliation.

Timely Support Option for CT EITC and Proposed CT CTC


