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In the decade following the 2007-2008 global financial crisis and the ensuing Great Recession,
the state of Connecticut experienced what a former secretary of the Office of Policy and
Management described in 2014 as a state of “permanent fiscal crisis.” Despite increases to state
sales and income taxes in 2011 and 2015, Connecticut’s revenues repeatedly fell short of projec-
tions, requiring multiple years of funding reductions and mid-year rescissions.

Between 2008 and 2018, Connecticut adopted a series of responsible budgeting practices, includ-
ing a transition to GAAP accounting and a commitment to fully funding the actuarially required
contributions to state’s pension funds, a practice recommended by the Society of Actuaries Blue
Ribbon Panel.? These measures put additional pressures on Connecticut’s strained budget, as the
state sought to correct the mistakes of decades past. However, it was the decade-long economic
recovery and substantial volatility in critical revenue sources that led to a period of profound and
sustained fiscal uncertainty between 2008 and 2018.

In 2017, in response to the years of shortfalls, midyear deficit projections, and declining con-
fidence in Connecticut’s fiscal future, the General Assembly enacted a set of “fiscal guardrails”
intended to constrain future spending and ensure responsible future budgeting practices. These
measures included (1) a revised spending cap, which tightened an existing restriction on annual
increases to appropriations; (2) a volatility cap, which limited the amount of revenue the state
could appropriate from its most volatile revenue sources; (3) a revenue cap, which limited the
amount of projected revenue available for appropriation, requiring a “cushion” to be built into
every budget; and (4) bonding caps, which limited the amount that the state could borrow or
allocate on the state bond agenda.

To bind the hands of future legislatures, the statute passed in 2017 also included a so-called bond
lock provision, requiring the Treasurer to include covenants in new bond issuances pledging that
Connecticut would maintain the guardrails, subject to certain conditions.

Together, these caps represent a broad and overlapping set of budget controls. Their adoption
coincided with an accelerating economic recovery and, during and following the COVID-19
pandemic, a substantial increase in revenues from multiple sources. As a result, the fiscal guard-
rails have helped Connecticut to build a Budget Reserve Fund, or “rainy day fund,” currently at
its statutorily allowed maximum of $4.1 billion, or 18 percent of the General Fund budget.? The
guardrails have also helped Connecticut to avoid the operating deficits requiring midyear or
mid-biennium cuts that had become common in the previous decade.

999

1 “Sen. Harding: Abandoning Fiscal Discipline Will Return CT to ‘Permanent Fiscal Crisis,” State Senator
Stephen Harding, Connecticut Senate Republicans, 2024, https://ctsenaterepublicans.com/2024/08

sen-harding-abandoning-fiscal-discipline-will-return-ct-to-permanent-fiscal-crisis/.
2 “Implementation of Generally Accepted Accounting Principles,” Laura Cummings, Legislative Fellow, 2009, https://www.cga.
ct.gov/2009/rpt/2009-R-o0111.htm.

3 Keith M. Phaneuf, “CT Now Sitting on $4.1 Billion Budget Reserve,” CT Mirror, July 23, 2024, http://ctmirror.org/2024/07/23

ct-budget-reserve-guardrails-pension/.
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In addition, the guardrails have allowed Connecticut to make substantial supplemental pay-
ments of approximately $8.6 billion on unfunded pension liabilities, which the Office of Policy &
Management estimates will save approximately $730.6 million per year in pension contributions.*
This is important given Connecticut’s $35.1 billion of unfunded pension liabilities, one of the
highest rates of debt in the country.’

At the same time, the guardrails have imposed increasingly stringent limits on the state’s abil-
ity to use existing revenues to meet current needs or make future-oriented investments. The
guardrails have placed billions of dollars of revenue “out of reach” for the General Assembly as
legislators confront demands for additional investment in a number of areas including, among
others, childcare and early childhood education, K-12 education, higher education, non-profit
and nursing home support, infrastructure, and Medicaid costs, along with likely future increases
in state employee salaries following the 2025 wage reopener in state employee contracts.

With increasing concerns about unmet needs, and annual surpluses above the volatility cap
cumulatively approaching $10 billion over the last seven years, there is a growing chorus of
voices calling for reform to Connecticut’s fiscal guardrails.® That debate will likely grow louder
in the coming months as Connecticut faces its first budget in recent years without the benefit of
American Rescue Plan Act (ARPA) funds to supplement state revenues.

This series of briefing papers aims to contribute to an informed and data-driven examination of
Connecticut’s fiscal guardrails. “An Overview of the Caps” provides an introduction to the guard-
rails as they are currently designed.

“Stakes of the Debate” takes a deeper look at both
(a) the looming challenge Connecticut faces as the exhaustion of ARPA funds, increasing
costs, and the fiscal guardrails together leave the state with a substantial current services
budget gap despite projecting sizeable surpluses that are “off limits” for appropriation and

(b) Connecticut’s long-term liabilities, which remain daunting.

“The Volatility Cap: A Closer Look” and “The Spending Cap: A Closer Look” examine in greater
detail the design of the volatility cap and spending cap, respectively, and offer alternatives to the
current design.

Finally, “Impact of the Caps” reviews the effect that the guardrails have had, both in strengthen-
ing Connecticut’s long-term fiscal position and in constraining budgetary flexibility and shaping
spending trends.

4 “Fiscal Accountability Report Fiscal Years 2025-2028,” Jeffrey R. Beckham, Office of Policy and Management,
2024, https://portal.ct.gov/-/media/opm/budget/fiscalaccountability/opm-2024-fiscal-accountability-report-final.

pdfrev=62biee2e4449447aae844475a9a500c7&hash=C76D46300CDD088FFD55F6A0sE6CA60C, 52; “Treasurer Russell

Deposits $608.2 Million Volatility Transfer into State Pension Funds,” The Office of Treasurer Erick Russell, State of Connecticut’s
Treasurer’s Office, 2024, https://portal.ct.gov/ott/newsroom/news/news-releases/volatilitytransfer fy24.

5 “Fiscal Accountability Report Fiscal Years 2025-2028,” 31.
6 “Fiscal Accountability Report Fiscal Years 2025-2028, 50.
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These papers do not advocate for a particular course of action, nor do they provide an in-depth
analysis of the contractual, constitutional, or political constraints to adjusting the guardrails,
which are formidable. State statute provides a mechanism for making adjustments in extraordi-
nary circumstances, year by year. In addition, the threshold of the volatility cap can be adjusted
by a vote of three-fifths of the General Assembly. However, as a result of the bond lock, struc-
tural changes to the guardrails likely must wait until after 2028. Moreover, certain changes to the
spending cap would require an amendment to the state constitution.

Notwithstanding those constraints, these papers seek to offer a framework for considering future
adjustments that continue to protect fiscal discipline while recognizing that there was no magic,
and arguably little science, behind the guardrails’ initial design.

Modifications to the existing spending cap, revenue cap, and volatility cap can be understood as
falling into one of three categories: changes to calculation of the base, changes to the calculation
of the growth rate or adjustment, or changes to the consequences of reaching the cap. The first
two of those possible adjustments each receive more substantial treatment in this series in the
context of the volatility and spending caps:

1. Moditying the volatility cap by (a) narrowing and broadening the tax revenues that make up
the base of the cap, (b) applying alternative deflators to the existing base, and (c) employing
a dynamic model (a rolling average) to set the threshold rather than pegging the cap to an
arbitrary initial year threshold

2. Modifying the spending cap by (a) allowing for increases pegged to prior year spending
cap thresholds rather than actual prior year spending, thus eliminating the downward shift
that resulted from insufficient revenues in FY16-FY18 (which would require constitutional
amendment); or (b) making a one-time adjustment to the spending cap base to account for
that same downward shift

Throughout these papers, we accept the fundamental premise that the guardrails have played
an important role in stabilizing Connecticut’s fiscal position, growing the Budget Reserve Fund,
and strengthening the state’s grievously underfunded pension funds. We also embrace the prop-
osition that examining the design of Connecticut’s fiscal guardrails is a worthwhile endeavor.
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