THE STATE OF
WORKING
CONNECTICUT

Rising Unemployment,
Higher Prices, and Federal
Cuts to Public Benetits

EXECUTIVE SUMMARY

Patrick R. O’Brien, Ph.D.
Research and Policy Director

August 2026




Executive Summary

Connecticut’s economy, labor force, and wages have grown far more slowly than in the U.S. as a
whole for decades, and in most cases more slowly than in even the slow-growing Northeast. That
long-term slow growth has harmed the state’s workers and households in two ways: by limiting the
growth of their earnings from work and overall income, and by weakening the state’s fiscal capacity
to provide support, especially for low- and middle-income households who most need that support.

Three new problems are compounding the long-term problems. First, over the past year, from June
2025 to June 2026, the state’s unemployment rate rose faster than in any other state, to a level tied for
the highest in the nation. Equally concerning, much of that unemployment has become long-term,
outlasting the state’s regular unemployment insurance benefits, and the broadest measure of labor
underutilization averaged nearly twice the official unemployment rate, indicating that the official
measure substantially understates how many workers the labor market is failing. Second, prices rose
sharply again during the first half of 2026, especially in the Northeast, adding to the permanently
higher price level from the last round of inflation, the highest in more than four decades. Third, the
federal government enacted major cuts to public benefits in 2025 that are going into effect just as
more workers and households need those benefits. In Connecticut, the cuts to health care and food
assistance are estimated to total nearly $1 billion in fiscal year 2027 and more in later years. Together,
these new problems worsen the same two long-term harms, further limiting the growth of earnings
and overall income, and further weakening the state’s capacity to provide support.

This year’s edition of The State of Working Connecticut reviews the new and long-term problems and
presents policy options to respond to both. Organized into three groups based on their most direct
effects, the policy options would protect workers from the new problems, make wages fairer, and
make major household expenses more affordable. Together, the policy options would increase the
purchasing power of workers’ earnings and overall income and help to grow the labor force and
economy, which in turn would strengthen the fiscal capacity the state needs to provide more support.

To develop the case for the policy options, the report includes four sections. The first section examines
economic growth using three measures: jobs, output, and income. Jobs are generally households’
primary source of income, health insurance, and retirement savings, and job growth together with
labor productivity growth drives output and income growth. The key job growth findings include:

e From 1990 through 2025, Connecticut’s job growth was the slowest of all 50 states, leaving it
with 633,000 fewer jobs than if its growth had kept pace with the nation.

e From 1990 through 2025, Connecticut shifted from manufacturing toward health care and other
services, losing more than 150,000 manufacturing jobs while adding nearly 179,000 education
and health services jobs, now the state’s largest industry and the source of more than all of the net
job gain during the current economic cycle.
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Output growth is the primary source of higher earnings from work over the long run, and it shows
whether the economy is growing through more work or more productive work. The key output growth
findings include:

e From 2007 through 2025, Connecticut’s hours worked growth ranked 46th among the states, due

to slow job growth, and its labor productivity growth ranked 48th, due in part to the types of new
jobs added.

e From 2007 through 2025, Connecticut had the second-slowest real output growth of all 50 states,
due to both slow job and labor productivity growth, leaving a gap equal to $124.5 billion in less
real output than if the state’s growth had kept pace with the nation.

Income growth, which flows from output growth, increases the resources households rely on to make
ends meet, and personal income growth—one specific measure of income—directly impacts the
state’s fiscal controls and relative debt burden, which together largely determine the state’s fiscal
capacity to provide support. The key personal income growth findings include:

e From 1990 through 2025, Connecticut’s personal income growth ranked 43rd among the states,
due in part to weak job and labor productivity growth, leaving a gap equal to $96.8 billion in less
total personal income that harms the state’s households, operating through both slower growth in
earnings and overall income, and reduced state fiscal capacity to provide support.

e From 1990 through 2025, Connecticut’s personal income shifted away from earnings from work,
due in part to weak job and labor productivity growth, and toward government transfers, making
the state’s restrictive fiscal controls more dependent on federal action at a time of major federal
cuts to public benefits.

The second section of the report examines the labor force and unemployment, two measures that
together capture the supply of workers and their ability to find jobs. The labor force determines the
number of workers available to fill jobs and produce output, and its growth has two components,
growth in the working-age population and the change in the share of that population participating in
the labor force. The key labor force findings include:

e From 1990 through 2025, Connecticut’s labor force growth was the second-slowest of all 50
states, due to both slow growth in the working-age population and a decline in the labor force
participation rate, leaving a gap equal to 555,300 fewer workers than if the state had kept pace
with the nation.

e From 1990 through 2025, Connecticut’s labor force aged substantially, as older workers increased

by 233,000, while prime-age workers decreased by 83,100, driven by declines in both the
population and the participation rate.
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Within the labor force, unemployment measures the workers who are looking for jobs but cannot find
them, and it is an immediate, major threat to workers’ earnings, especially for low- and middle-
income households, who tend to have less in savings to offset lost earnings. The key unemployment
findings include:

e Over the past year, Connecticut’s unemployment rate increased by 1.3 percentage points to 5.2
percent, equal to 97,600 workers, in June 2026, the largest increase of all 50 states and tied for
the highest rate, at a time of expanded work requirements for public benefits.

e Over the past year, through June 2026, Connecticut experienced several other major
unemployment problems: the average rate was substantially higher for certain demographic
groups than the 4.8 percent overall average monthly rate, reaching 12.4 percent for younger
workers and 11.1 percent for Black workers; nearly one in three unemployed workers was out of
work longer than the maximum 26 weeks of regular unemployment insurance benefits; and the
broadest measure of labor underutilization averaged 8.7 percent, or 168,100 workers, nearly
double the official measure.

The third section of the report examines prices and wages, the two measures that together largely
determine workers’ purchasing power. Unlike rising unemployment, which severely harms the
workers who lose their jobs, rising prices erode the wages of nearly all workers as well as the real
value of state support that is not indexed to inflation, and those losses tend to last because prices rarely
come back down. The key price findings include:

e During the current economic cycle, year-over-year price increases peaked in 2022 at the highest
level in more than four decades, and rose sharply again during the first half of 2026, leaving prices
up 29.1 percent in the U.S. and 28.0 percent in the Northeast since February 2020—matching in
less than 6.5 years the total increase over the nearly 14 years prior to the pandemic.

e Rising prices fall hardest on the households least able to afford them because low- and middle-
income households spend much larger shares of their incomes, and because the categories with
above-average inflation—including food and housing—account for a majority of that spending.

Wages, the other half of purchasing power, are the hourly pay for work, and, together with hours
worked, largely determine earnings, which in turn are generally the primary source of income for
workers in low- and middle-income households. When real, or inflation-adjusted, wages grow, each
hour of work buys more, making it easier to afford living in the state. The key wage findings include:

e From 1990 through 2025, Connecticut’s real wages grew more slowly than the nation’s wages
throughout the wage distribution, but since 2019 the pattern has reversed for low- and middle-
wage workers, helping to partially offset the long-term shortfall and reduce the state’s high level
of wage inequality.
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e Many workers in Connecticut benefit from substantial wage premiums, led by education, hours
worked, and experience, all of which are larger than in the U.S., but many workers in the state are
also harmed by substantial gender, racial, and ethnic wage gaps, which are also larger than in the
U.S.

Responding to the new and long-term problems, the fourth section of the report presents policy
options organized into three groups. Whereas the preceding sections identify major economic
problems, this section identifies specific policies that fall short in responding to those problems, which
the policy options are designed to help address. The first group, protecting workers from the new
problems, includes four policy options: strengthen the unemployment insurance system by increasing
coverage, increasing benefits, and restructuring and increasing financing; prevent automatic tax
increases by inflation indexing the income tax; provide tax relief to help offset higher prices; and
protect public benefits from the expanded federal work requirements. The state’s new problems are
especially important to address because rising unemployment and higher prices further limit workers’
earnings and what those earnings can buy, and the federal cuts increase the need for support that the
state’s slow growth has already restricted. The key findings supporting the policy options include:

e Under the state’s current unemployment insurance system, most unemployed workers do not
receive benefits; for the limited share of workers who do, the benefits replace only a portion of
their prior wages, in some cases well below half; and the taxes funding the system are regressive
while the trust fund holds one of the smallest reserves in the nation, equal to only about one month
of benefits during a recession.

e The state income tax is not indexed to inflation, so when wages increase only to keep pace with
prices, workers pay more of their income in taxes even though their purchasing power has not
increased.

e The state’s existing tax credits provide only limited or no support to many low- and middle-
income households, because the Property Tax Credit is not refundable and does not apply to rent,
the Earned Income Tax Credit provides workers without qualifying children only a small fraction
of what it provides workers with children, and the state has no Child Tax Credit.

e Federal cuts and expanded work requirements put many households at risk of losing food
assistance and health care benefits—totaling nearly $1 billion in fiscal year 2027 and more in later
years—just as rising unemployment and higher prices increase the need for those benefits.

The second group, making wages fairer, includes four policy options: strengthen enforcement of the
state’s wage and workplace standards; expand limits on noncompete agreements for most workers;
increase overtime pay protections for salaried workers; and establish predictable scheduling
protections for hourly workers. These policy options would help address the state’s major wage
problems, consisting of slow long-term wage growth throughout the wage distribution, with the
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important exception of recent gains for low- and middle-wage workers that have only partially offset
the long-term shortfall; a high level of wage inequality; and substantial gender, racial, and ethnic
wage gaps. The key findings supporting the policy options include:

e The state’s capacity to enforce even existing wage and workplace standards, let alone new
protections, has not kept pace with the complaints workers file, reducing the wage gains the
standards are designed to provide.

e Noncompete agreements cover an estimated 20 percent of all workers, often regardless of their
job duties, suppressing wage growth by limiting the ability of workers to negotiate higher pay,
move to better jobs, or start businesses.

e The salary thresholds for overtime pay protections are so outdated that a full-time minimum wage
worker in the state now earns nearly the federal threshold, suppressing wage growth for the many
salaried workers who can be required to work extra hours with no additional pay.

e Unpredictable schedules make it difficult for many hourly workers to arrange child care, hold a
second job, or pursue additional education, limiting their current earnings and paths to higher
wages.

The third group, making major household expenses more affordable, includes two policy options:
make housing more affordable and make child care more affordable. These policy options would help
address the high costs of housing and child care, which make it harder for workers to move to or
remain in the state and afford raising children, slowing the growth of the labor force and, in turn, the
economy. Making wages fairer, the focus of the preceding group, would also help by improving the
financial return to work, but that return depends not only on what workers earn but also on what their
earnings can buy. The key findings supporting the policy options include:

e Housing is the largest expense for most households and a major driver of the state’s above-average
cost of living, and even with the state’s higher wages, it is less affordable in Connecticut than in
the nation.

e For households with young children, child care is often another major expense and driver of the
state’s above-average cost of living, and even with the state’s higher wages, it is less affordable
in Connecticut than in the nation.

Policymakers could adopt any of the individual policy options from these three groups, but many of
the options reinforce one another and would therefore be more effective together, protecting workers
from the new problems now while beginning to address the long-term problems that have harmed the
state’s workers and households for decades. The full report develops the case for the policy options
in detail.
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