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Connecticut’s residents cannot afford to wait while its political leaders bicker over the size of the
state budget deficit. Connecticut should establish a formal mechanism to forge consensus on the
revenue forecast which helps establish the budgetary baseline for the upcoming biennium. If the
relevant principals fail to reach consensus after a comprehensive, public process, then a respected
non-partisan agency should be authorized to issue the official revenue forecast for both the
executive and legislative branches.
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The Challenge. On February 2, 2009, Governor M. Jodi Rell delivered a televised address to the
residents of Connecticut describing the grim budget outlook: “The red ink for the next two years —
the period covered by my proposed budget — is nearly $8 billion.”" On the same day, the non-
partisan Office of Fiscal Analysis (OFA) released updated budget projections for the General Fund
and Transportation Fund that pegged the impending deficit at $8.7 billion over two years.2 While the
Governor’s and OFA’s revenue estimates (and hence their projected budget deficits) differed, the
size of the discrepancy was within the realm of reasonable disagreement. Modest differences in
economic assumptions and technical details could easily produce this result.

Two days later, however, the Governor released a budget proposal that forecast a $6 billion deficit
for the biennium.” Since that time, the state Capitol has assumed an “air of unreality.”* Democratic
leaders have argued publicly that the Governor revised her deficit projection downward to avoid
specifying unpopular spending cuts or tax increases.” More than 98 percent of the divergence
between the OPM and OFA deficit projections is attributable to differences in projected revenue.’
The Governor maintains that the revenue forecast chosen by her Office of Policy and Management
(OPM) is correct.” On February 18, the senior budget analysts from OPM, OFA, and the
Comptroller’s Office met to settle the dispute but failed to reach agreement.8

As a result of this impasse, Connecticut’s political leaders have wasted weeks wrangling over the size
of the deficit rather than the difficult policy decisions necessary to bring the budget into balance.
Without structural change, this inter-branch conflict over the size of the deficit may not resolve itself
in a reasonable, neutral fashion. Under current state law, the General Assembly’s Committee on
Finance, Revenue, and Bonding adopts official statements of estimated revenue.” The executive and
legislative branches do not cooperatively develop and adopt an official consensus estimate of the
budgetary outlook," and there is no mechanism that requires the two branches to agree.

* This issue brief was prepared through the Yale Law School Legislative Advocacy Clinic under the supervision of J.L.
Pottenger, Jr., Nathan Baker Clinical Professor of Law, and Shelley Geballe, Visiting Clinical Lecturer and Distinguished
Senior Fellow at Connecticut Voices for Children.
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Consensus revenue forecasting as a budgetary best practice. While taxing and spending are
inherently political endeavors, the budget forecasting process can be designed to avoid partisan
manipulation. Most states in the country have successfully adopted reforms that partially insulate the
forecasting process from political pressure. According to the National Association of State Budget
Officers, twenty-six states rely on a formal “consensus forecast process” which typically brings
together the governor; legislature; non-partisan agencies, boards, or commissions; and outside
consultants to develop an agreed-upon budgetary baseline before the more politically-charged
budget discussions begin.'' The federal government assigns the task of developing an official
budgetary baseline to a respected non-partisan agency: the Congressional Budget Office.”” Both
mechanisms represent viable and intelligent alternatives to Connecticut’s present system.

New York provides an excellent model for Connecticut. New York law requires the Chair and
Ranking Member of the Senate Finance Committee, the Chair and Ranking Member of the
Assembly Ways & Means Committee, and the Governor’s Director of the Budget to annually
convene a joint-legislative executive hearing at the end of February for the purpose of reaching
consensus on the economic and revenue forecast." By March 1, the Director of the Budget, the
Secretary of the Senate Finance Committee, and the Secretary of the Assembly Ways & Means
Committee are required to issue a joint report with a consensus forecast of the economy and
receipts for the current and following fiscal year. If these parties fail to reach consensus, the State
Comptroller is authorized and required to issue an official estimate of receipts by March 5."*

Massachusetts and Rhode Island both utilize consensus forecasting but omit an enforcement
mechanism by an independent third party if the stakeholders fail to reach agreement. In
Massachusetts, a joint legislative-executive hearing is convened by the governor’s Secretary of
Administration & Finance and the Chairpersons of the House and Senate Committees on Ways &
Means. Following the hearing, the parties establish a consensus estimate regarding tax revenue that is
then incorporated into both the Governor and Legislature’s version of the budget.”” In Rhode
Island, a public revenue conference is held every six months that involves the Rhode Island State
Budget Officer, the Senate Fiscal Advisor, and the House Fiscal Advisor. At this conference, the
principals reach a consensus estimate for revenues for the current and following fiscal years. These
estimates become the official estimate of anticipated revenue for the state."

Connecticut should adopt the best practices from its neighboring states. Connecticut should
establish a formal mechanism to forge consensus on the budgetary baseline for the upcoming
biennium. If the relevant principals fail to reach consensus after a comprehensive, public process,
then a respected non-partisan agency should be authorized to issue the official revenue forecast.

Since the late 1990s, the National Advisory Council on State and Local Budgeting has recommended
that states establish a consensus revenue forecasting system.'” The Council argues that “[a] process
that provides for developing consensus on the revenue forecast is more likely to remove the forecast
from ongoing dispute and keep the budget process on track.” In 2003, Connecticut’s Program
Review and Investigations Committee completed an exhaustive evaluation of Connecticut’s budget
process and proposed the creation of a special budget committee comprised of the “majority and
minority leadership of both chambers and the leadership of the appropriations and finance
committees” that would meet prior to the start of the regular session to adopt “an estimate of
revenue available under the existing tax structure....”
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Consensus forecasting is viewed favorably by bond rating agencies. In connection with its
2003 report, the Program Review & Investigations Committee conducted interviews with
representatives from the three major bond rating agencies: Fitch, Moody’s, and Standard & Poor’s.
The rating agencies reported that states with the highest bond ratings typically exhibit structural
balance, rapid responses to shortfalls, and good forecasting.” A simple review of the current ratings for
general obligation bonds issued by each of the fifty states reveals a positive correlation between a
state’s use of consensus revenue forecasting and the quality of the rating received for its general
obligation bonds. While mere association does not demonstrate causation, it “should come as no
surprise that the states with the best credit ratings use [consensus revenue forecasting].”"” The
adoption of consensus revenue forecasting is consistent with a political system that is capable of
confronting a realistic picture of its budget situation.

Table 1 provides the credit ratings assigned by Moody’s Investor Services for the general obligation
bonds of each state as of May 2008. Table 2 provides a description of Moody’s credit rating scale.
Only nine states were assigned Moody’s highest quality rating (“Aaa”). According to the National
Association of State Budget Officers, eight of those states had consensus revenue forecasting
processes in place in 2008. States with consensus revenue forecasting featured an average rating
slightly worse than Aa2, as compared to states without consensus revenue forecasting, which carried
an average rating slightly worse than Aa3. Connecticut carries a rating of Aa3, which is the bottom
rung of the second tier of “investment grade” bonds. This rating places Connecticut in the bottom
third of all fifty states.”” Moody’s currently lists Connecticut as one of the twelve states with the
largest projected budgetary gaps as a percentage of annual revenues for fiscal year 2010.”

A decline in a state’s bond rating can have dramatic effects on its cost of debt service. Table 3
presents data on municipal general obligation bond yields as of March 3, 2009. Based on this market
data, a state with a bond rating of A2 that issues a ten year general obligation bond for $100 million
will face total interest payments that are $13.1 million dollars greater than the payments required by
a state with a Aaa rating. Indeed, a state with an A2 rating (like Louisiana) will face interest payments
that are $11.1 million dollars greater than the payments required by a state with an Aa2 rating (like
Massachusetts).” A rather dramatic difference in yield requirements is observable between the
second and third tiers (Aal, Aa2, and Aa3 versus Al, A2, and A3).

The risk of poor credit ratings is not limited to higher interest payments. Given the fragility of the
current credit markets, a lower credit rating may limit access to bonding altogether. As recently as
this Fall, multiple states reported difficulty accessing the municipal bond market to obtain the short-
term financing they required. The New York Times reported that Massachusetts “fell $170 million
short of the $400 million it had sought in the credit market to make a routine quarterly aid payment
to cities and towns. Louisiana and New Mexico both postponed multimillion-dollar bond sales in
the face of the quivering market.”” In October 2008, California’s governor publicly contemplated
requesting a loan from the federal government.”

Now is certainly not the time for Connecticut’s leaders to play games with the size of the deficit.
The stakes are simply too high. Connecticut’s political leaders should act swiftly to enact a formal
mechanism for adopting a revenue outlook that is binding on both the Governor and the General
Assembly.
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Table 1. Moody’s Credit Rating
States With

for State General Obligation Bonds (2008).25

States Without

Consensus Revenue Forecasting Consensus Revenue Forecasting
State Credit Rating State Credit Rating
Delaware Aaa Georgia Aaa
Maryland Aaa Minnesota Aal
Missouri Aaa Nevada Aal
North Carolina Aaa Ohio Aal
South Carolina Aaa Texas Aal
Utah Aaa Alabama Aa2
Vermont Aaa Alaska Aa2
Virginia Aaa Arkansas Aa2
Florida Aal Hawaii Aa2
Indiana Aal Idaho Aa2
Iowa Aal Montana Aa2
Kansas Aal New Hampshire Aa2
New Mexico Aal Oregon Aa2
Tennessee Aal Pennsylvania Aa2
Washington Aal Arizona Aa3
Kentucky Aa2 Connecticut Aa3
Massachusetts Aa2 llinois Aa3
North Dakota Aa2 New Jersey Aa3
Maine Aa3 Oklahoma Aa3
Michigan Aa3 West Virginia Aa3
Mississippi Aa3 Wisconsin Aa3
New York Aa3 California Al
Rhode Island Aa3
Louisiana A2
Nebraska No general obligation | Colorado No general obligation
Wyoming debt South Dakota debt
Table 2. Moody’s Credit Rating Scale.26
Aaa Issuers or issues rated Aaa demonstrate the strongest creditworthiness
relative to other US municipal or tax-exempt issuers or issues.
Aal Issuers or issues rated Aa demonstrate very strong creditworthiness relative
Aa2 to other US municipal or tax-exempt issuers or issues.
Aa3
Al Issuers or issues rated A present above-average creditworthiness relative to
A2 other US municipal or tax-exempt issuers or issues.
A3
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Table 3. Municipal General Obligation Bonds Yields (March 3, 2009).%7

Years to Maturity Aaa Aa2 A2
1 0.57 0.67 1.92
5 2.24 2.44 3.60
10 3.20 3.40 4.51
15 4.10 4.29 5.24
30 4.84 4.98 5.72

Table 4. Total Additional Debt Service Required for $100M General Obligation Bond
Relative to States with Aaa Rating (2009).28

Years to Maturity Aa2 relative A2 relative
to Aaa to Aaa
1 $0.1 M $1.4 M
5 $1.0 M $6.8 M
10 $2.0 M $13.1 M
15 $2.9 M $17.1 M
30 $4.2 M $26.4 M
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