
Budget Lesson to Learn from 
Connecticut 

 
Gov. Reynolds and others have been highlighting hopes for comprehensive 
tax reform for the next legislative session. We are hoping for enough 
cooperation from the budget picture and tax revenues by December so that 
we could simplify the tax code, even cutting taxes, to make Iowa more 
competitive with other states. We will be examining every aspect of tax 
structure, including tax credits, during our work on this. 
 
As we consider possible tax cuts, some are saying that the budget situation 
in Kansas shows that the tax cuts implemented by Gov. Sam Brownback 
and the legislature’s Republicans have failed. Pointing to a few economic 
indicators to bolster their argument they minimize the fact that other 
factors such as low agricultural commodity prices and a strong dollar which 
hurts crop exports play a big part in that state’s economy. Their argument 
also relies on the premise that the more tax money government has to 
spend, the more demand there is for goods from government employees 
and contractors and the better the economy does. That, however, is only a 
short-term phenomenon, not a long-term principle. More government 
spending does not spur the economy in the long run, only in the short run. 
You cannot spend your way to prosperity. Increased government spending 
in fact ends up becoming a drag on the economy. 
 
Curiously, they have ignored the state of Connecticut that followed the 
liberal playbook by raising taxes on high-income earners.  That state finds 
itself in 2017 with a massive budget hole and the targeted taxpayers fleeing 
the state.  The question that needs to be asked across America is what went 
wrong? 
 
Since the Great Recession of 2008, Connecticut has gone to the taxpayers 
twice to resolve their state government’s need for additional revenue.  In 
both 2011 and 2015, the Democrat-controlled legislature passed income tax 
hikes targeted at higher-income residents.  Democrat Governor Dan Malloy 
promised taxpayers that if they paid just a little more, state government 
would do its part by reducing spending.  The tax increases happened, but 
the fiscal belt-tightening did not. 
  
Elected officials in the state entered 2017 once again facing a budget 
dilemma.  Despite the two tax hikes, revenue in Connecticut was not 
meeting expenses.  The state budget director described Connecticut as 



being in a “state of permanent fiscal crisis”.  Budget officials predicted that 
revenue would be $3 billion short of built-in expenditures for the biennial 
budget that would need to be passed. 
 
How did legislative Democrats and their supporters respond to 
Connecticut’s growing fiscal crisis?  By calling for even greater tax increases 
to be imposed.  They put forward a plan that would enact a third round of 
income tax hikes, which would raise the state’s top income tax rate to its 
highest level ever.  The remaining taxpayers wouldn’t be spared, as the 
state’s sales tax would be increased and local governments would be 
allowed to assess property taxes at 100 percent of a property’s value.  No 
Connecticut taxpayer was left out of this increase in the tax burden.  
 
Connecticut’s situation took a turn for the worse on May 1, when the state 
revenue figures showed that income tax collections were nearly half a 
billion dollars less than had been forecast. In addition, the state now faces a 
$5.1 billion shortfall in FY 2018 and 2019.   
 
Why is this happening to a state that has followed the liberal playbook and 
raised taxes on the rich?  Because taxpayers are leaving Connecticut.   
The migration out of the state isn’t just limited to residents with high 
incomes.  Many businesses are choosing to pull up stakes and take their 
jobs to more business-friendly locations.  A number of investment firms 
running so-called hedge funds have left Connecticut for places like Florida, 
where there is no income tax. And just recently, the insurance giant Aetna 
announced that they would be moving their corporate headquarters out of 
Hartford.  Long known as the insurance capitol of America, the city now 
finds that only one major insurer calls Hartford home.   
 
The message residents and businesses in Connecticut have been sending to 
their leaders was succinctly given by the editorial board of the Hartford 
Courant in April - “Enough With the Tax Hikes”.   
 

State Budget Picture 
 

State revenue experienced a disappointing end to the month of May, as 
revenue growth for FY 2017 was below the 2.7 percent growth the Revenue 
Estimating Conference had projected at their last meeting in March.   
 
In its report on revenue, the nonpartisan Legislative Services Agency noted 
that actual collections through May were $97.1 million below the forecasted 
level.  This is how the media is saying the state revenue could be $100 



million less than projected.  But that number is not the final number – the 
fiscal year does not end until June 30 and the books do not officially close 
until August 30.   
 
If state revenues do not meet the REC projection, the Governor does have 
the ability to use up to $50 million of the Economic Emergency Fund (EEF) 
to fill the gap.  Those funds would have to be repaid to the EEF in FY 
2018.  Any amount below the REC estimate would be in addition to the 
$131 million which was borrowed from the Cash Reserve Fund to meet the 
current year’s budget.  
 
State revenue figures do fluctuate on a daily basis and has varied 
significantly, even in the past few weeks.  The figure’s fluidity has made it 
very difficult for anyone to predict how revenue growth will finish up this 
fiscal year, which ends on June 30th.   
 
Some are using the recent revenue figures to say the state has a cash flow 
issue and we may not pay our bills on time.  That is not accurate.  The June 
payment for Medicaid services and the final state school aid payment to 
districts for the fiscal year have been made.  These are the state’s two 
biggest outlays and they were made on time.  Also the state’s reserve funds 
still have around $600 million, which is used during the year for those 
times when outflows exceed revenue.  The state is paying its bills and will 
continue to do so. 
 
Feel free to contact me with ideas, thoughts, and concerns. I want to hear 
what you are thinking and will listen to your input. Together we will work 
to make a difference for the future of Iowa. 
  
Thank you again very much for all your support and for the honor of 
representing you! 
  
Sincerely, 
 

Sandy 
 
 
 


