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Executive Summary

As addressed in our recent tax report—“Steps To A Fairer Tax System”—half of Connecticut’s families
in 2021 had difficulty paying their usual expenses (e.g., food, housing, utilities). The problem has
continued in 2022 and appears to be getting worse. In January, 53 percent of the state’s families had
difficulty paying their usual expenses, and the percentage was even higher for certain subgroups,
especially working-class and lower-middle-class families (78 percent and 62 percent), Black and
Latino/a/x families (77 percent and 74 percent), and families with children (65 percent).

Although Connecticut has the second highest level of per capita personal income in the U.S., making
it exceptionally wealthy overall, many families consistently struggle because Connecticut also has the
second highest level of income inequality and a substantial racial income gap, meaning a small,
disproportionately white portion of the population primarily benefits from the state’s overall wealth.
Specifically, in the immediate term, income inequality and the racial income gap make it difficult for
working- and middle-class families, especially families of color, to make ends meet; and over time,
through both the “investment” and “stress” pathways, income inequality and the racial income gap
negatively impact the children from working- and middle-class families, especially families of color,
in “virtually every dimension, from physical and mental health, to educational attainment and labor
market success, to risky behaviors and delinquency.” These problems in turn weaken Connecticut’s
economy and thereby decrease the state’s ability to make critical investments and pay down long-term
obligations, which ultimately hurts all of the state’s families.

Our recent report showed that Connecticut’s approach to taxation contributes to the above problems.
The report also showed that making Connecticut’s tax system fairer requires tax reform, transparency,
and timely support, all of which, in simple terms, would put more money in the pockets of working-
and middle-class families, especially families of color.

This companion report provides a detailed overview of one especially problematic component of the
tax system: Connecticut is the only high cost of living state in the U.S. with an income tax that does
not adjust for family size or child care expenses, which makes the state’s unfair tax system even more
unfair for working- and middle-class families with children, especially those that require child care. In
addition to making it harder for families with children to make ends meet compared to the average
family, the lack of tax support for the high and growing cost of raising children directly contributes to
the state’s slow economic growth by slowing the state’s population growth, which is a function of both
a declining natural rate of population change (i.e., the birth rate minus the death rate) and a negative
net migration rate (i.e., the number of families moving to the state minus the number of families
leaving).
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Figure 1. Federal and State Income Tax for the Average Middle-Class Family
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*Data from relevant federal and state authorities and author’s calculations.

For a basic overview of the problem, Figure 1 shows what Connecticut’s average middle-class family
pays in the federal income tax and the state income tax, and it also shows what the family would pay
if it moved to two other high cost of living states: New York and California, the first and fourth most
popular destinations, respectively, for families that leave Connecticut. The key finding is that the
federal income tax, New York’s income tax, and California’s income tax all adjust for family size and
child care expenses, meaning a family’s income tax decreases if it has children and, even more so, if it
has child care expenses. This is because the high cost of raising children lowers a family’s “ability to
pay,” which is the foundational principle of the income tax. Connecticut’s income tax, however,
violates this principle. As a result, Connecticut’s average middle-class family with two children pays
nearly as much in the state income tax as the federal income tax; it pays more in the state income tax
than the federal income tax if it has child care expenses; and its state income tax burden would decrease
considerably if it moved to New York or California. Put in more general terms, in failing to adjust for
family size or child care expenses, Connecticut’s tax system makes it more difficult for families to have
children and incentives families that already have children to leave the state, neither of which is helpful
to generating an “economic comeback” that is premised on growing the number of tax payers.

To show in detail the unfair burden that Connecticut’s income tax places on families with children and
to provide options to correct the problem, this report proceeds in four sections. The first section
provides an overview of the high and growing cost of raising children. The second and third sections
show how the federal income tax and most state income taxes provide support for the high and growing
cost of raising children. The fourth section provides options for a Connecticut child tax credit that
would make the tax system more supportive of families with children and thereby bring Connecticut
more in line with other states and the federal income tax.
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Just Facts
The High and Growing Cost of Raising Children

The current average cost of raising a child in the U.S. is $15,390 a year, and in Northeast, which
includes Connecticut, the average cost is even higher at $16,990 a year.

The current average high cost of raising a child for all families is based on spending $3,370 a year on
child care for young children. This significantly understates the current high cost of raising a child for
families that require full-time child care because those families spend an average of $12,520 a year on
child care alone.

Due to the growing cost of health care, child care, and education, growth in the cost of raising a child
over the last two decades has outpaced growth in the typical family’s income, making it increasingly
unaffordable to raise a child, especially for families that require full-time child care.

The high and growing cost of raising a child, especially for families that require full-time child care,
has contributed to a decline in the natural rate of population change, which has slowed population
growth in the U.S. and even more so in Connecticut. This in turn has contributed to slow economic
growth in the U.S. and even slower growth in Connecticut, which hurts all of the state’s families.

Support for the High and Growing Cost of Raising Children: The Federal Income Tax

The federal income tax adjusts for family size through the child tax credit (CTC), lowering the income
tax burden for a family with children compared to a family with the same income but no children.

The federal income tax also adjusts for child care expenses through the child and dependent care tax
credit (CDCTC), further lowering the income tax burden for a family with children and full-time child
care expenses compared to a family with the same income and same number of children but no child
care expenses.

Support for the High and Growing Cost of Raising Children: State Income Taxes

Connecticut is one of only four states with an income tax—and one of only two states with an
independent income tax—that does not adjust for family size or child care expenses to help offset the
high and growing cost of raising children.

Connecticut is the only high cost of living state with an income tax that does not adjust for family size
or child care expenses to help offset the high and growing cost of raising children.

Connecticut’s average middle-class family with no children pays nearly twice as much in the federal
income tax than the state income tax. However, due to the federal CTC and lack of a state CTC, the
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same family with two children pays nearly as much in the state income tax as the federal income tax;
and due to the federal CTC and CDCTC and lack of a state CTC and CDCTC, the same family with
two children and child care expenses pays more in the state income tax than the federal income tax.

If Connecticut’s average middle-class family moved to New York, its overall state income tax burden
would be lower due to a tax cut of up to $750 per child.

If Connecticut’s average middle-class family moved to California, its overall state income tax burden
would be lower due to a tax cut of up to $590 per child.

Options for the Connecticut Child Tax Credit (CT CTC)

Option 1. Establish a CT CTC that is a phased-in $420 refundable credit or $600 nonrefundable credit.
Option 2. Establish a CT CTC that is a $450 refundable credit with no phase in.

Option la/ 2a. Inflation index either CT CTC option.

Either CT CTC option would make Connecticut’s tax system fairer, which would help working- and
middle-class families with children make ends meet, especially if the state provides timely support.

Either CT CTC option could be combined with the existing Connecticut earned income tax credit (CT
EITC) to provide a more equal or an even greater level of timely support to working-class families,

which struggle to make ends meet at a higher rate and disproportionately includes families of color.

Either CT CTC option would provide support for over 600,000 children, including up to 95,000
children living in poverty, which disproportionately includes children of color.

Either CT CTC option would help grow Connecticut’s economy, which would benefit all of the state’s
families.

Either CT CTC option could be funded over the medium to long term by closing or reducing
Connecticut’s estimated $2.6 billion income tax gap.
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Options for the Connecticut Child Tax Credit

This portion of our longer report provides options for establishing a Connecticut Child Tax Credit (CT
CTC) that would help to offset the high and growing cost of raising of children and bring Connecticut’s
income tax more in line with other state income taxes, especially those in other high cost of living states
like New York and California. Although some states include both a child tax credit (CTC) and child
and dependent care tax credit (CDCTC), we recommend first establishing a CTC because it would help
a larger number of families and allows for greater flexibility in how the support is used.

Below is an overview of options for a CT CTC, an overview of timely support for both options, and
cost estimates.

Option 1. Establish a CT CTC that is a phased-in $420 refundable credit or a $600 nonrefundable credit.
Following the release of our 2020 report tax report that recommended establishing a CT CTC and
provided several options, the Connecticut Finance, Revenue, and Bonding Committee passed a revenue
package in 2021 that included a CT CTC consisting of a phased-in $420 refundable credit or $600
nonrefundable credit per child under the age of 17 and up to a maximum of three children. The design
of this proposed CT CTC incorporates features of both the TCJA- and ARPA-based federal CTC. Like
the TCJA-based federal CTC, it includes a phase-in and is partially refundable. Like the APRA-based
credit, it has no initial income threshold. To understand how this proposed CT CTC works, consider a
married tax filer with two children: the credit phases in as the tax filer’s income increases to $18,667;
the tax filer receives the maximum refundable credit of $840 ($420 per child) if their income is between
$18,677 and $49,750; the nonrefundable portion of the credit phases in as the tax filer’s income
increases to $53,000; the tax filer receives the maximum nonrefundable credit of $1,200 ($600 per
child) if their income is between $53,000 and $200,000; the credit phases out as the tax filer’s income
increases to $210,000; and the tax filer receives no credit if their income exceeds that amount.

Option 2. Establish a CT CTC that is a $450 refundable credit with no phase in.

Our 2020 tax report also included a proposal for a fully refundable CT CTC with no phase in. To make
the cost of options here about the same we have modified the earlier proposal. Specifically, option 2 is
a $450 refundable credit per child under the age of 17, with no limit on the number of children and no
phase in, and the phase out begins for single tax filers making more than $100,000 and married tax
filers making more than $200,000. This proposal is more like the ARPA-based credit. To understand
how it works, consider a married tax filer with two children: the tax filer receives a refundable credit
of $900 ($450 per child) if their income is less than $200,000; the credit phases out as the tax filer’s
income increases to $210,000; and the tax filer receives no credit if their income exceeds that amount.

Option la/ 2a. Inflation index either CT CTC option.

Our 2022 tax report showed how the failure to inflation index the key components of the income tax—
exemption, brackets, and credits—has operated as a hidden annual tax increase on working- and
middle-class families. Inflation indexing either CT CTC option would prevent this process.
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Either CT CTC option would make Connecticut’s tax system fairer, which would help working- and
middle-class families with children make ends meet, especially if the state provides timely support. As
noted in the introduction, 53 percent of Connecticut’s families had difficulty paying their usual
expenses this past January, and the percentage was even higher for certain subgroups, especially
working-class and lower-middle-class families (78 percent and 62 percent), Black and Latino/a/x
families (77 percent and 74 percent), and families with children (65 percent). This is due in part
Connecticut’s historic level of income inequality, a substantial racial income gap, and an unfair tax
system that exacerbates both problems. Establishing a CT CTC would help correct those problems by
making Connecticut’s tax system fairer. Importantly, under options 1 and 2, the average working-class
family would receive a larger tax cut as a percent of its income than the average middle-class family,
and both would receive a larger tax cut than the average upper-class and wealthy families that receive
no tax cut. Likewise, the median Black and Latino/a/x households would receive a larger tax cut as a
percent of their income than the median white household. Both options would therefore make the tax
system fairer and help lower-income families make ends meet, especially if the state provides timely
support. However, as shown, option 2 would be even more effective because all of the qualifying
families would receive the same support in dollars.

Either CT CTC option could be combined with the existing Connecticut earned income tax credit (CT
EITC) to provide a more equal or an even greater level of timely support to working-class families,
which disproportionately includes families of color. As detailed in our 2022 tax report, the CT ETIC
provides the average working-class family with two children a refundable tax credit of about $1,820,
and it provides the median Black household with two children and the median Latino/a/x household
with two children about $320 and $300, respectively. In contrast, the average middle-class family and
the median white household do not qualify for the CT EITC. Therefore, policymakers could either (1)
combine the existing CT EITC and CT CTC option 1 to ensure that working-class families and the
median Black and Latino/a/x households receive a more equal level of timely support in dollars
compared to middle-class families and the median white household, or (2) combine the existing CT
EITC and CT CTC option 2 to ensure that working-class families and the median Black and Latino/a/x
households receive an even greater level of timely support in dollars because a higher percentage of
those families are having difficulty paying their usual expenses.

Either CT CTC option would provide support for over 600,000 children, including up to about 95,000
children living in poverty, which disproportionately includes children of color. The Institute on
Taxation and Economic Policy (ITEP), a nonprofit, nonpartisan think tank, estimates that over 600,000
children would benefit from CT CTC option 1 and even more would benefit from option 2 due to the
removal of the limit on the number of credits per family. Additionally, the U.S. Census Bureau
estimates that in Connecticut 101,000 children (14 percent) live in poverty, including 24,000 Black
children (27 percent) and 53,000 Latino/a/x children (29 percent). Of the children living in poverty, an
estimated 96,000 are under age 17 and would potentially qualify for support under either CT CTC
option because neither option includes an income threshold. However, option 2 would provide
substantially more support for children living in poverty because even families with very low incomes
would receive the full credit for each child compared to only part of the credit under option 1.
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Either CT CTC option would help grow Connecticut’s economy, which would benefit all of the state’s
families. Based in large part on variation in the consumption and savings practices of families at
different income levels, the “fiscal multiplier”—the ratio of the change in economic output to the
change in government spending or taxes—varies substantially for different policies. In particular, a
fiscal multiplier greater than one means that economic output increases by more than a dollar for each
additional dollar in government spending or tax cuts due to the direct effect on economic output as well
as the positive indirect effects that arise when the direct effect spreads throughout the economy. As
detailed in our 2021 economic report, Moody’s Analytics—the firm that provides economic projections
for Connecticut’s Office of Fiscal Analysis—estimates that a $1 tax cut in the form of the CTC has an
estimated expansionary effect on economic output equal to $1.25. This means that establishing a $300
million CT CTC would increase the state’s economic output by $375 million, though the net effect
would ultimately depend on how the CT CTC is funded. In addition to this short-term economic boost,
establishing a CT CTC would help grow Connecticut’s economy over the medium- to long-term by
making it more affordable for working- and middle-class families to stay here and have more children,
which in turn would benefit all of the state’s families by increasing the tax base for making critical
investments and paying down long-term obligations.

Either CT CTC option could be funded over the medium to long term by closing or reducing
Connecticut’s estimated $2.6 billion income tax gap. In the short term, Connecticut has a projected
budget surplus that could fund either CT CTC option. Moreover, as detailed in our 2022 tax report,
Connecticut has an estimated $2.6 billion annual income tax gap due to a combination of “opaque
income sources that accrue disproportionately to higher earners” and the limited, decreasing resources
available to the Connecticut Department of Revenue Services to ensure tax compliance. Closing or
even reducing a portion of Connecticut’s income tax gap would be sufficient to fund either CT CTC
option and would further make the tax system fairer because the wealthy are likely the primary
beneficiaries of the current income tax gap.

Cost Estimate for Connecticut Child Tax Credit Options

Option OFA Estimate ITEP Estimate
Establish a CT CTC that is a phased-in $420
refundable credit or $600 nonrefundable credit
Establish a CT CTC that is $450 refundable credit
with no phase in

$300 million $279 million
- $275 million

Add inflation indexing, 2 percent to 4 percent - $9 million to $19 million

*Data from the Institute on Taxation and Economic Policy (ITEP) and the CT Office of Fiscal Analysis (OFA).
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Connecticut Child Tax Credit Options

Option 1. Phased-In $420 Refundable Credit or $600 Nonrefundable Credit
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*Data from CT General Assembly, CT Department of Revenue Services and author’s calculations.
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Timely Support Overview for Connecticut Child Tax Credit Options

Working- and Middle-Class Families, Married Tax Filers

Option 1 Option 2
1 Child 2 Children 3 Children 1 Child 2 Children 3 Children

Average Working-Class Family

Income $22,500 $22,500 $22,500 $22,500 $22,500 $22,500
CT CTC: Total In Dollars $420 $840 $1,013 $450 $900 $1,350
CT CTC: Percent of Income 1.9% 3.7% 4.5% 2.0% 4.0% 6.0%
Bimonthly Support (6 payments) $70 $140 $169 $75 $150 $225
Monthly Support (12 payments) $35 $70 $84 $38 $75 $113
Average Middle-Class Family
Income $97,400 $97,400 $97,400 $97,400 $97,400 $97,400
CT CTC: Total In Dollars $600 $1,200 $1,800 $450 $900 $1,350
CT CTC: Percent of Income 0.6% 1.2% 1.8% 0.5% 0.9% 1.4%
Bimonthly Support (6 payments) $100 $200 $300 $75 $150 $225
Monthly Support (12 payments) $50 $100 $150 $38 $75 $113

Median Household by Race and Ethnicity, Married Tax Filers

Option 1 Option 2
1 Child 2 Children 3 Children 1 Child 2 Children 3 Children

Median Black Household

Income $48,900 $48,900 $48,900 $48,900 $48,900 $48,900
CT CTC: Total In Dollars $600 $840 $1,260 $450 $900 $1,350
CT CTC: Percent of Income 1.2% 1.7% 2.6% 0.9% 1.8% 2.8%
Bimonthly Support (6 payments) $100 $140 $210 $75 $150 $225
Monthly Support (12 payments) $50 $70 $105 $38 $75 $113
Median Latino/a/x Household
Income $49,200 $49,200 $49,200 $49,200 $49,200 $49,200
CT CTC: Total In Dollars $600 $840 $1,260 $450 $900 $1,350
CT CTC: Percent of Income 1.2% 1.7% 2.6% 0.9% 1.8% 2.7%
Bimonthly Support (6 payments) $100 $140 $210 $75 $150 $225
Monthly Support (12 payments) $50 $70 $105 $38 $75 $113
Median White Household
Income $85,.800  $85,800  $85,800 $85,.800  $85,800  $85,800
CT CTC: Total In Dollars $600 $1,200 $1,800 $450 $900 $1,350
CT CTC: Percent of Income 0.7% 1.4% 2.1% 0.5% 1.0% 1.6%
Bimonthly Support (6 payments) $100 $200 $300 §75 $150 $225
Monthly Support (12 payments) $50 $100 $150 $38 $75 $113

*Data from CT General Assembly, CT Department of Revenue Services and author’s calculations.
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