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Connecticut’s Tax Comeuppance.
With the rich tapped out, the state may resort to Puerto Rico bonds.

The Aetna insurance company has been based in Hartford, Conn., since 1853, but this week it said it
is looking to move to another state. Governor Dannel Malloy has pledged to match other states’
financial incentives, but taxpayer money can’t buy fiscal certainty and a less destructive business
climate. That’s the real problem in Connecticut, which saw GE vamoose to Boston last year and
which even Mr. Malloy now seems to recognize.

“As a huge Connecticut employer and a pillar of the insurance industry, it must be infuriating to feel
like you must fight your home state policymakers who seem blind to the future,” Mr. Malloy wrote in
a May 15 letter to Aetna CEO Mark Bertolini. “The lack of respect afforded Aetna as an important
and innovative economic engine of Connecticut bewilders me.”

Now he tells us. Gov. Malloy has spent two terms treating business as a bottomless well of cash to
redistribute to public unions. Now that his state is losing millionaires and businesses, he has seen
the light. But the price of his dereliction will be steep.

Last month the state Office of Fiscal Analysis reduced its two-year revenue forecast by $1.46 billion.
Since January the agency has downgraded income-tax revenue for 2017 and 2018 by $1.1 billion
(6%). Sales- and corporate-tax revenue are projected to fall by $385 million (9%) and $67 million
(7%), respectively, this year. Pension contributions, which have doubled since 2010, will increase by
a third over the next two years. The result: a $5.1 billion deficit and three recent credit downgrades.

According to the fiscal analyst, income-tax collections declined this year for the first time since the
recession due to lower earnings at the top. Many wealthy residents decamped for lower-tax states
after Mr. Malloy and his Republican predecessor Jodi Rell raised the top individual rate on more
than $500,000 of income to 6.99% from 5%. In the past five years 27,400 Connecticut residents,
including Ms. Rell, have moved to no-income-tax Florida, and seven of the state’s eight counties have
lost population since 2010. Population flight has depressed economic growth—Connecticut’s real
GDP has shrunk by 0.1% since 2010—as well as home values and sales-tax revenues.

Corporate revenues also took a hit after General Electric relocated to Boston. Mr. Malloy then
offered tax breaks to hedge funds and companies to stay in Connecticut, which has further eroded
revenue.

The Governor—a slow learner—seems finally to have accepted that raising taxes on the wealthy is a
dead fiscal end. Democrats are now proposing higher taxes on tobacco, expanding casinos and
eliminating some tax breaks, though they don’t want to touch an exemption for teacher pensions.
The state teachers union warns that axing the exemption would impel retired teachers to relocate. A
quarter of pension checks are currently sent out of state.

Mr. Malloy is also seeking $1.6 billion in concessions from unions, which would be easier to achieve
if collective bargaining weren’t mandated by law. He’s suggested increasing municipal pension
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contributions and cutting state-revenue sharing, both of which could drive up property taxes and
imperil insolvent cities like Hartford. Mr. Malloy’s budget includes a $50 million bailout for Hartford
to prevent bankruptcy, which might occur in any case if Aetna—its fourth largest taxpayer—leaves.

The state treasurer has advocated “credit bonds” securitized by income-tax revenues to reduce the
state’s borrowing costs. Investors beware: Puerto Rico tried something similar with its sales tax, and
bondholders might not get back a penny. Maybe Democrats should follow Jerry Seinfeld’s advice to
George Costanza and do the opposite of the instinct that has brought the state so low: Cut taxes.
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