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ECONOMIC ASSUMPTIONS OF THE GOVERNOR’S BUDGET

The National Economy

Nationally, economic indicators in 2015 were mixed. On the one hand, employment increased
on average by over 200,000 jobs per month, and the unemployment rate fell to 5.0% as of
December 2015 (on a preliminary basis). Moreover, the number of discouraged workers and
persons working part-time for economic reasons continued their downward trend in 2015, falling
50% and 35%, respectively, below their recession peaks. In other signs of growing strength in the
labor market, real hourly compensation picked up to an annual rate of 3.3 and 3.4% growth in the
second and third quarters of 2015, compared to an average of 1.1% in 2014.

On the other hand, retiring baby boomers and other demographic shifts continue to depress the
labor force participation rate, which has fallen to 38-year lows. As of December 2015, the labor
force participation rate was 62.6%, compared to a high of 67.3% in 2000 and 66.2% at the start of
2008. Labor force participation at the pre-recession rate would equate to approximately another 10
million participants in today’s workforce. After strong annualized growth in second quarter 2015
(3.9%), real gross domestic product (GDP) growth slowed to 2.0% in the third quarter, compared
to an average of 2.5% in 2014. A strong dollar and dampened exports from weak growth abroad
are contributing to weakness in GDP growth.

Growth in the consumer price index (inflation) inched lower, from 0.8% over 2014 to 0.7% over
2015. However, excluding the more volatile food and energy prices, inflation grew 2.1% over 2015.
In response to the strengthening labor market, and in anticipation of inflation picking up, the
Federal Reserve increased the federal funds target rate by 0.25% in December 2015. This is the
tirst rate increase since 2006, and ends the Federal Reserve’s seven year near-zero interest rate
policy. In announcing the rate increase, the Federal Reserve indicated subsequent increases will
be gradual and dependent on inflation and other economic indicators.!

2015 also brought budget stability to the nation, at least until the next presidential election.
President Obama signed a two-year budget deal in November 2015, a deal which averts a
government shutdown over the debt limit until March 15, 2017. The budget deal increases
discretionary spending equally on domestic and military programs by $80 billion over two years.
To achieve the increased discretionary spending, the bill lifts for two years budget caps put in
place by the 2011 Budget Control Act. The increased spending is projected to be offset by cuts
and revenue changes targeted to achieve $75.7 billion.#

i http://www.brookings.edu/research/opinions/2015/12/18-fed-liftoff-focus-on-trajectory-kohn

i https://www.washingtonpost.com/news/powerpost/wp/2015/10/27/whats-in-the-budget-deal/
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News from China has been rattling stock markets worldwide. China’s government is managing
a transition from an economy built on government driven infrastructure investment and
industrial / manufacturing output and related exports, to an economy driven by consumer
demand. The slowdown in China has been a growing issue since 2012, when annual GDP growth
tell by 1.7% to 7.8%. China’s GDP growth stands at 6.9% in the third quarter of 2015, the slowest
since the recession in 2009. Statistics released by China in August of 2015 included a dip in the
national manufacturing Purchasing-Managers Index, which caused the Standard & Poor’s 500
Index and the Dow Jones Industrial Average to fall 6.3% and 6.6%, respectively. Beijing
intervened using market controls, and eventually devalued the Yuan to keep export prices low.
Though markets initially recovered from the August dip, continuing skepticism regarding
Chinese economic growth, rising oil inventories, as well as oil’s fall to below $30 per barrel
further roiled markets in early 2016.

For the past decade the United States has experienced a significant rise in oil production, due in
large part to technological innovations in the area of shale oil fracking. To maintain market share
oil exporting countries have increased production, even as prices decline, as many of their
economies rely heavily on the export of such energy resources. All of this, in combination with a
reduction in demand from Europe and weakening economic growth in China and emerging
markets, has led to a historic oversupply in the oil market which is driving prices down. The price
of a barrel of Brent crude oil fell from a high of $115.19 on June 19, 2014 to $36.61 on December 31,
2015, a 68% drop. The lifting of international sanctions against Iran, and the ensuing potential new
source of oil in an already oversupplied market pushed Brent crude oil to a 12-year low of $27.36
in early January 2016.

The Connecticut Economy

Total seasonally adjusted nonfarm employment reached 1,700,700 in December 2015 (on a
preliminary basis). Nonfarm employment grew at the rate of 1.6% over the year, the fastest rate of
growth since 1999. Though Connecticut is still 0.7% below its pre-recession jobs peak of 1,713,000
in March 2008, private sector jobs have fully recovered to their pre-recession level. Private sector
jobs represent approximately 85% of total nonfarm jobs in Connecticut. Connecticut’s
unemployment rate was 5.2% in December 2015, down from a high of 9.2% in 2010, and down 1.1%
from December 2014.

Connecticut’s housing market continues to show signs of improvement, yet remains far below pre-
recession levels. Home sales in Connecticut have averaged about 43,000 sales per fiscal year over
the last three years (FY 2013 to FY 2015), up 13% from FY 2012 but still down by 43% from FY 2006.
The median sales price for existing homes is essentially unchanged since the end of the recession,
and remains down 15% from FY 2006. Housing permits, starts and completions have been
improving since FY 2013, averaging 5,400, 5,000 and 4,200, respectively, over the past three fiscal
years. However, all three indicators remain between 50 to 60% below FY 2006 activity.
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2015 brought dramatic changes to Connecticut’s corporate landscape. United Technologies sold
its helicopter division, Sikorsky Aircraft, to Lockheed Martin in July 2015 for $9.2 billion. Sikorsky
is the largest employer in Fairfield County with approximately 8,000 local employees. In April
General Electric (GE) announced its intention to divest GE Capital, which was eventually sold
piecemeal to a number of financial giants with a portion renamed to Synchrony Financial. In July
Synchrony Financial confirmed it would be keeping its headquarters in Stamford, just as GE
publicly began a nationwide search for new headquarters. InJanuary 2016, GE confirmed it would
be moving 200 of its estimated 800 headquarter employees to Boston, Massachusetts by the
summer of 2016. In November 2015, Marriott International announced the $12.2 billion acquisition
of Stamford-based Starwood Hotels & Resorts Worldwide. Combined, Marriott and Starwood
constitute the largest hotel company in the world.ii In other industry-shaping news, four out of
the nation’s five largest health insurance companies are awaiting federal and state approval on
mergers. Indianapolis-based Anthem’s $54 billion purchase of Connecticut-based Cigna would
result in the nation’s largest health insurance company. Following UnitedHealth Group,
Connecticut-based Aetna’s $37 billion purchase of Humana would result in the nation’s third-
largest health plan."

Economic Assumptions of the Governor’s Budget

The U.S. economy is projected to continue accelerating through FY 2017 with 3.0% growth in real
GDP. U.S. growth is then projected to slow to an average of 2.5% in FY’s 2019 and 2020. Inflation
is expected to increase in FY 2017 to 2.1% (which is the Federal Open Market Committee’s target
rate), and then remain relatively stable between 2.6% and 2.5% annual growth in FY’s 2018 to 2020.
The U.S. unemployment rate is projected to continue falling, reaching 4.9% by FY 2017, before
stabilizing. Housing starts are expected to slightly accelerate through FY 2018 before stabilizing.
U.S. new vehicle sales are projected to surpass their FY 2005 pre-recession peak of 17 million sales
by the end of FY 2016. New vehicle sales growth is then expected to stabilize at 1.1% growth
through FY 2018 before slightly falling.

Connecticut’s economy is expected to grow 2.6% in FY 2017, then decline to an average of 2.2%
growth in FY’s 2018 to 2020. Personal income growth in Connecticut is projected to slightly slow
to 3.8% in FY 2017, before picking up to an average of 4.5% in FY’s 2018 to 2020. Housing starts in
Connecticut are expected to continue to expand with 10.0% growth in FY 2017, continuing with
19.3% growth in FY 2018, before finishing out the forecast period with an average of 7.8% growth.

Connecticut is expected to recover all jobs lost due to the recession by the third quarter of 2016, six
and a half years after the recession ended and over two years after the U.S. fully recovered all jobs

i http://www.stamfordadvocate.com/business/article/The-business-year-in-review-6717871.php

v http://www.forbes.com/sites/brucejapsen/2015/10/19/antitrust-showdown-next-after-aetha-humana-shareholders-
approve-deal/#4d3134155ef7



http://www.stamfordadvocate.com/business/article/The-business-year-in-review-6717871.php
http://www.forbes.com/sites/brucejapsen/2015/10/19/antitrust-showdown-next-after-aetna-humana-shareholders-approve-deal/#4d3134155ef7
http://www.forbes.com/sites/brucejapsen/2015/10/19/antitrust-showdown-next-after-aetna-humana-shareholders-approve-deal/#4d3134155ef7
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lost to the recession. Connecticut’s nonagricultural employment is expected to finish off the current
fiscal year with a healthy 1.5% growth (24,700 jobs) before decelerating to 0.9% in FY 2017 (15,900
jobs) and further to 0.6% in FY 2018 (9,600 jobs). Connecticut's unemployment rate is projected to
decline to 5.2% by FY 2017 and drop down to 4.9% by the end of the forecast period in FY 2020.
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TABLE A-1
U.S. AND CONNECTICUT ECONOMIC INDICATORS

U.S. Real GDP CT Real GSP U.S. Housing Starts

(Billions) (Millions) (Millions) CT Housing Starts
Fiscal Year Value Growth Value Growth Value Growth Value Growth
2014 $15,751 2.1% $227.8 0.5% 1.0 8.7% 4,701 -13.1%
2015 $16,183 2.7% $230.4 1.2% 1.1 10.7% 4,855 3.3%
2016 $16,543 2.2% $234.4 1.7% 1.2 13.4% 5,531 13.9%
2017 $17,037 3.0% $240.5 2.6% 1.3 11.8% 6,083 10.0%
2018 $17,506 2.8% $245.8 2.2% 1.5 10.3% 7,258 19.3%
2019 $17,941 2.5% $250.9 2.1% 1.5 3.7% 7,872 8.5%
2020 $18,385 2.5% $256.6 2.3% 1.6 3.9% 8,442 7.2%
U.S. Employment CT Employment U.S. Unemployment CT Unemployment
(Millions) (Thousands) Rate Rate
Fiscal Year = Value Growth Value Growth Value Change Value Change
2014 137.6 1.8% 1,658.6 0.7% 6.8% -1.0 7.1% -1.0
2015 140.6 2.1% 1,678.5 1.2% 5.7% -1.1 6.3% -0.9
2016 143.2 1.9% 1,703.2 1.5% 5.0% -0.7 5.2% -1.1
2017 145.3 1.5% 1,719.1 0.9% 4.9% -0.1 5.2% 0.0
2018 147.0 1.2% 1,728.7 0.6% 4.9% 0.0 5.1% -0.1
2019 148.7 1.1% 1,736.2 0.4% 4.9% 0.1 5.0% -0.1
2020 150.3 1.0% 1,743.2 0.4% 5.0% 0.0 4.9% 0.0
Us. Co?jgemxer Price U.S. New Vehicle Sales CT Personal Income
(1982-84 = 100) (Millions) (Millions)
Fiscal Year  Value Growth Value Growth Value Growth
2014 235.0 1.6% 15.9 5.5% $227,889 1.2%
2015 236.7 0.7% 16.8 5.9% $237,132 4.1%
2016 238.0 0.5% 17.8 5.8% $246,456 3.9%
2017 243.1 2.1% 18.0 1.1% $255,820 3.8%
2018 249.4 2.6% 18.2 1.1% $267,857 4.7%
2019 255.9 2.6% 17.9 -1.6% $279,540 4.4%
2020 262.3 2.5% 17.5 -2.3% $291,671 4.3%



The following Table shows actual General Fund Revenue collections for fiscal 2015, estimated
revenue collections for fiscal 2016, and projected revenue collections for fiscal 2017 by major

sources.

STATE OF CONNECTICUT - GENERAL FUND REVENUES

Taxes
Personal Income Tax
Sales & Use Tax
Corporation Tax
Public Service Tax
Inheritance & Estate Tax
Insurance Companies Tax
Cigarette Tax
Real Estate Conveyance Tax
Oil Companies Tax
Alcoholic Beverages
Admissions and Dues
Health Provider Tax
Miscellaneous
Total Taxes

Less Refunds of Taxes

Less Earned Income Tax Credit

Less R&D Credit Exchange
TOTAL - Taxes Less Refunds
Other Revenues
Transfers Special Revenue
Indian Gaming Payments
License, Permits, Fees
Sales of Commodities & Services
Rents, Fines & Escheats
Investment Income
Miscellaneous

Less Refunds of Payments
TOTAL - Other Revenues
Other Sources
Federal Grants
Transfer From Tobacco
Transfers From/(To) Other Funds
TOTAL - Other Sources

TOTAL - General Fund
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REVENUE FORECAST

TABLE A-2

(In Millions of Dollars)

Projected
Revenue Propose Net
Actual At Revenue Projected
Revenue Rates Changes Revenue
FY 2015 FY 2016 FY 2016 FY 2016
$ 91510 $ 95700 $ - 9,570.0
4,205.1 4,230.3 - 4,230.3
814.8 950.4 - 950.4
276.8 287.4 - 287.4
176.7 217.4 - 217.4
220.6 226.5 - 226.5
358.7 365.9 - 365.9
186.0 194.7 - 194.7
61.7 61.7 - 61.7
38.4 38.3 - 38.3
455.0 672.4 - 672.4
19.0 19.7 - 19.7
$ 159639 $ 168347 $ - $ 16,834.7
(956.7)  (1,090.4) - (1,090.4)
(206.9) (127.4) - (127.4)
(7.9) (7.1) - (7.1)
$ 14,7923 $ 15,609.8 $ - $ 15,609.8
$ 3233 § 3364 $ - $ 3364
268.0 261.8 - 261.8
257.4 312.9 - 312.9
35.8 39.1 - 39.1
168.7 126.0 - 126.0
0.9 1.2 - 1.2
185.0 176.8 - 176.8
(64.3) (66.2) - (66.2)
$ 1,1749 $ 1,1880 $ - $ 1,188.0
$ 12412 $ 12170 $ - $ 1,217.0
97.4 108.6 - 108.6
(23.8) (69.5) - (69.5)
$ 13148 $ 1,256.1 $ - 1,256.1
$ 17,2820 $ 18,0539 $ -  $ 18,0539

Vi
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Projected
Revenue Proposed Net
At Current Revenue Projected
Rates Changes Revenue
FY 2017 FY 2017 FY 2017
$ 9821 § - $ 9829.1
4,092.2 0.2 4,092.4
904.6 - 904.6
295.3 - 295.3
174.6 - 174.6
229.7 - 229.7
368.6 - 368.6
199.7 - 199.7
62.2 1.9 64.1
39.0 - 39.0
676.1 - 676.1
20.1 - 20.1
$ 168912 $ 2.1 $ 16,8933
(1,101.5) - (1,101.5)
(133.6) - (133.6)
(8.5) - (8.5)
$ 156476 $ 2.1 $ 15,649.7
$ 351.0 $ - $ 3510
256.6 - 256.6
295.2 0.2 295.4
40.1 - 40.1
128.0 - 128.0
3.4 - 3.4
179.0 - 179.0
(67.1) - (67.1)
$ 1,186.2 $ 02 $ 1,186.4
$ 1,2736 $ (4.7) $ 1,2689
104.5 - 104.5
(61.4) 4.2 (57.2)
$ 1,316.7  $ (0.5 $ 13162
$ 181505 $ 1.8 $ 18,1523

Explanation of Changes

Sales Tax
Impact of the Alcoholic Beverages policy change.

Alcoholic Beverages
Eliminate minimum bottle pricing.

Licenses, Permits, and Fees
Increase certain Department of Labor filing fees.

Federal Grants
Revenue loss associated with expenditure reductions.

Transfers From/(To) Other Funds

Decrease transfer to the Mashantucket Pequot and
Mohegan Fund. Eliminate Tobacco Health Trust Fund
support for the Asthma Awareness Program and the Easy
Breathing Program.

Vii



Economic Report of the Governor

GENERAL FUND REVENUES FY 2016
TOTAL $ 18,053.9 MILLION*

Other Taxes

$2,084.0 10.7%
Corporation _—-_

$950.4 4.9%

Federal Grants]\

$1,217.0 6.3% Other Revenues & Tobacco
Settlement
$1,362.8 7.0%

Personal Income

$9,570.0 49.3%

* Refunds are estimated at $1,090.4 million, the Earned Income Tax Credit is estimated at $127.4 million, R&D Credit Exchange is estimated at
$7.1 million, Refunds of Payments are estimated at $66.2 million, and Transfers to Other Funds are estimated at $69.5 million in FY 2016.

Sales & Use
$4,230.3 21.8%

GENERAL FUND REVENUES FY 2017
TOTAL $ 18,152.3 MILLION*

Other Taxes
$2,067.2 10.6%

Personal Income
$9,829.1 50.4%
Sales & Use
$4,092.4 21.0%
Corporation
$904.6 4.6%

Federal Grants7

$1268.9 6.5% Other Revenues & Tobacco
Settlement
$1,358.0 7.0%

* Refunds are estimated at $1,101.5 million, Earned Income Tax Credit is estimated at $133.6 million, R&D Credit Exchange is estimated at $8.5
million, Refunds of Payments are estimated at $67.1 million, and Transfers to Other Funds are estimated at $57.2 million in FY 2017.

viii
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TABLE A-3
STATE OF CONNECTICUT
SPECIAL TRANSPORTATION FUND REVENUES
(In Millions)
Projected
Revenue  Proposed Net
Actual Current Revenue  Projected
Revenue Rates Changes  Revenue
Taxes FY 2015 FY 2016 FY 2016 FY 2016
Motor Fuels Tax $ 5166 $ 5168 $ - $ 5168
Oil Companies Tax 337.9 264.0 - 264.0
Sales & Use Tax - 123.4 - 123.4
Sales Tax DMV 83.9 89.7 - 89.7
Less Refunds of Taxes (7.2) (7.3) - (7.3)
TOTAL - Taxes Less Refunds $ 9311 $ 9866 $ - $ 986.6
Other Sources
Motor Vehicle Receipts $ 2495 $ 2524 5 - $ 2524
Licenses, Permits & Fees 145.4 140.2 - 140.2
Interest Income 6.9 7.7 - 7.7
Federal Grants 12.1 12.1 - 12.1
Transfers From (To) Other Funds 34.7 (6.5) - (6.5)
Transfer To TSB (15.0) - - -
Less Refunds of Payments (3.9) (3.7) - (3.7)
TOTAL - Other Sources $ 4298 $ 4022 $ - $ 4022
TOTAL -S.T.F. $ 1,3609 $ 1,3888 § - $ 1,388.8
FISCAL YEAR 2016
TOTAL $ 1,388.8 MILLION*
Licenses, Permits, Fees
Federal Grants $140.2 10.0%_:_ Motor Fuels Tax
$12.10.9% PR

=T

Sales Tax-DMV T ~—»_$516'8 36.7%

$89.76.4% \f’

Sales & Use Tax
$123.48.8%

Y y
QOil Companies " “'*x._q___h 4 p
$264.018.8% - ‘ﬁ/ [- Interest Income
- L $7.705%

Motor Vehicle Receipts
$252.417.9%

* Refunds are estimated at $11.0 million and, Transfers to Other Funds are estimated at $6.5 million in FY
2016.
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Explanation of Changes

Projected
Revenue  Proposed Net
Current  Revenue  Projected  jcenses, Permits and Fees
Rates Changes Revenue : : . :
FY 2017 FY 5017 FY 5017 Increase permit fees for oversize/overweight vehicles.
$ 5037 $ - $ 5037
283.7 - 283.7
260.6 - 260.6
90.3 - 90.3
(7.5) - (7.5)
$ 1,1308 $ - $ 1,130.8
$ 2551 $ - $ 2551
140.7 0.8 141.5
8.5 - 8.5
121 - 12.1
(6.5) - (6.5)
(3.8) - (3.8)

$ 4061 $ 08 $ 4069

$ 15369 $ 08 $ 1,537.7

FiscAL YEAR 2017

ToOTAL $ 1,537.7 MILLION*

Licenses, Permits, Fees
Federal Grants $141.59.1%

$12.10.8%

Sales Tax-DMV
$90.3 5.8%

Motor Fuels Tax
$503.732.4%

Sales & Use Tax
260.6 16.8%

Interest Income
$8.50.5%
QOil Companies
$283.718.2% Motor Vehicle Receipts

$255.116.4%

* Refunds are estimated at $11.3 million and, Transfers to Other Funds are estimated at $6.5 million
in FY 2017.

Xi
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IMPACT OF THE GOVERNOR'S BUDGET ON THE STATE'S ECONOMY

The traditional purpose of a governmental budget is threefold: it outlines necessary and desirable
public services, it estimates how much these services will cost, and it defines the resources that are
required to provide these services. The budget is a fundamental policy document of every level of
government. As proposed, enacted and implemented, it represents a consensus regarding what
government realistically can and ought to do.

The economic implications of governmental budgets are significant. Government expenditures and
investment at the federal, state and local levels are an important dimension of the national
economy, accounting for about 20% of the Gross Domestic Product. The spending and tax policies
of government profoundly influence the performance of the economy. Because the Governor's
budget will account for an estimated 7.2% of Connecticut’s Gross State Product in fiscal year 2017,
it is inevitable that state government's expenditure and revenue actions influence the state's
economy.

Expenditure Actions

General Government

Transportation: Ramp Up

Governor Malloy’s proposed revisions to the FY 2017 budget continue his commitment to
improving Connecticut’s transportation system through a multimodal approach to mitigate
congestion, improve capacity, and increase mode options and availability in an effort to stimulate
economic development for the state. With the passage of the five-year ramp up plan in the 2015
Legislative Session, the execution of the $10 billion plan ($3.8 billion planned state bonding, $3.2
billion federal funding, and the additional $2.8 billion in new authorized state bonding) has begun
across the various modes including roads, highways, bus, rail, maritime, and bike trails.

Major initiatives that are progressing include:

0 The $350 million reconstruction of 1-84 east of Waterbury.

0 Replacement of the Q Bridge on I-95 in New Haven.

0 Replacement of the Moses Wheeler Bridge on I-95 in Stratford.

0 Rehabilitation of the Merritt Parkway in Stamford.

0 Planning and engineering for the replacement of the 1-84 viaduct in Hartford, the
replacement of the MixMaster (Route 8 and I-84) interchange in Waterbury, and
modifications to I-91 connection to I-84 at the Charter Oak Bridge in Hartford.
Expansion of CTfastrak service.

o

0 Construction of a Cttransit bus maintenance and storage facility for the Waterbury
area.

Xii
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0 Completion of the Component Change Out Buildings — the facilities to maintain the
MS8 rail cars.

0 Replacement of the overhead wire and catenary system that powers the New Haven
Line’s electric trains.

0 Installation of Positive Train Control (PTC) systems to monitor train activity,
prevent collisions, and convey and enforce speed restrictions.

0 Replacement of the Northeast Corridor (NEC)/New Haven Line (NHL)
communication and signal system.

0 Implementation of the Hartford Line Program, a High-Speed Intercity Rail project
with an estimated $570 million cost.

0 Provide funding of $25 million for dredging and navigational work.

As with the capital progam, the operating budget for the Department of Transportation focuses on
all modes of transportation. To further the Governor’s commitment to a safe rail system, $6,145,000
is included for rail improvements and safety initiatives through Metro-North. These funds allow
for the hiring of positions for maintenance, rehabilitation, and quality assurance programs to assess
tracks and facilities.

Governor Malloy’s budget includes $250,000 to support the operations of the proposed Transit
Corridor Development Assistance Authority (TCDAA), which will coordinate economic
development within one-half mile of passenger rail or bus rapid transit stations. Also,
approximately $50,000 in additional funding is provided for the continued support of the
establishment of the Connecticut Port Authority.

Second Chance Society 2.0

Governor Malloy is proposing additional changes to the criminal justice system as an expansion of
his Second Chance Society initiative. These changes include bail reforms - including no money bail
for misdemeanors, expanding the youthful offender definition to include 18 through 20 year olds,
and raising the age of the juvenile justice system’s jurisdiction to include 18, 19 and 20 year olds.

The Governor is proposing to eliminate money bail for anyone charged only with a misdemeanor
except where a judge determines that the accused poses an immediate threat to the health or well-
being of another person or the general public. In addition, the Governor would allow every
defendant the opportunity to make a cash deposit of 10% of the bail set by a judge in order to be
released while awaiting trial. The accused would have the option of either making a 10% cash
deposit to be held by the court or of accessing the services of a bail bondsman.

Existing statute recognizes that while certain young people may belong in adult court, they should
still be afforded protection from lifelong stigma and an incentive not to reoffend. The Governor’s
proposal would expand the definition of the existing status of youthful offender to include 18
through 20 year olds. As under current law, youthful offender status does not apply to the most
serious crimes including murder and sexual assault and the most serious motor vehicle crimes.
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Governor Malloy recognizes that when young people make bad decisions, the trajectory of their
lives can change permanently and that the longer they spend in the criminal justice system, the
more likely they are to commit crimes. As such, in order to give young, low-risk offenders a Second
Chance, the Governor is proposing to raise the age of the juvenile justice system’s jurisdiction to
include, 18, 19 and 20 year olds. The Governor has designated the Juvenile Justice Planning and
Oversight Committee (JJPOC) as the stakeholder group responsible for overseeing implementation
during this new raise the age effort.

With crime at a 48-year low and recidivism down dramatically, prison population projections
indicate a continuing decline heading into FY 2017. As of January 1, 2016, the total inmate
population was 15,500 - down more than 600 offenders from the same time last year. The current
inmate population is substantially below the all-time high of 19,894 in 2008.

With expansion of the Governor’s Second Chance Society initiatives, the steps taken to improve
offender re-entry, and the continuing trends in declining crime and prison admissions; Governor
Malloy is proposing another prison closure in FY 2017. Current prison population projections allow
for the closure of additional facility wings and annexes early in FY 2017 followed by a full facility
by the end of the fiscal year. Less capacity will result in fewer posts and existing staff can be
redeployed to cover posts throughout the system currently being covered by overtime. Fewer
inmates and less facility costs will produce additional savings. It is estimated that $14.8 million in
staff and operating costs will be saved in FY 2017.

The Department of Correction has already taken steps to improve offender reentry, including a
streamlined centralized release unit, as well as the opening of the Cybulski Community
Reintegration Center - a recently rededicated 600-bed facility which specializes in preparing
offenders for reentry.

Education and Workforce Programs

Sustaining Support for Municipal Aid

Since taking office, Governor Malloy has demonstrated strong support for municipal aid, refusing
to shift the state’s fiscal problems onto municipalities. Given the planned increases in municipal
aid adopted during the 2015 legislative session, which are funded through a dedicated stream of
receipts from Sales Tax revenue, the Governor is proposing that many of the budgeted grants for
municipal aid be subject to the same level of across-the-board reductions faced by state agencies.
However, the Governor has held the line on critical Education Cost Sharing (ECS) grants by
maintaining the same ECS funding level as in FY 2016. The Governor’s recommended budget
continues to support new municipal revenue sharing through Select Payments in Lieu of Taxes
and funding for motor vehicle property tax relief. Additionally, this budget maintains municipal
capital funding and sustains commitments to retirement contributions and health service costs for
teachers as well as debt service for the very generous support provided to municipalities for school
construction, Town Aid Road and other capital grants.

Xiv



Economic Report of the Governor

A New Approach to Higher Education Funding

As the Planning Commission for Higher Education, the Outcomes Based Financing Task Force,
and the Higher Education Coordinating Council explore how the public systems of higher
education are funded, one thing is clear: the current block grant system needs to be rationalized.
The true General Fund support for public higher education is understated, and the state’s colleges
and universities are struggling with unfunded pension liabilities for tuition supported faculty and
staff.

The Governor’s budget proposes to move away from a roster-based system of funding, with all the
resulting fringe benefit complications. Instead, funding is appropriated in the form of a true block
grant, to be treated by higher education constituent units as a revenue source.

Additionally, the Governor proposes to establish a $2.3 million incentive fund in the Board of
Regents for outcomes-based funding. These funds would be used to support the state goal of
promoting student success for low-income students and reducing achievement gaps.

By establishing baselines, investing in best practices, and using metrics to measure outcomes, the
Governor is changing the way agencies are funded. The Governor is making these agencies more
accountable to the public and the legislature for their results, while ensuring that the most
vulnerable students have pathways for success.

Health and Human Services

To build on efforts to improve accountability for state resources, the Governor is recommending
conversion of grant-funded services under the Department of Developmental Services (DDS) to
fee-for-service payments to be billed to and paid by the Department of Social Services (DSS).
Transitioning the system of grants will help ensure the state is receiving federal reimbursement on
all eligible services while improving compliance with Medicaid billing, provider enrollment and
client eligibility. This transition will begin with funding that supports community residential
services for individuals with intellectual disabilities (ID).

Using the success of the Behavioral Health Partnership in improving health and cost outcomes for
children and adults in need of publicly-provided and funded behavioral health services as a model,
the Governor is proposing establishment of an ID Partnership. Together, the Departments of
Developmental Services and Social Services and the Office of Policy and Management will work to
develop a broader array of service options that would allow DDS to provide the appropriate
services based on acuity, at the right time and cost. The Partnership will also explore options for
private and other third party payments, develop supportive housing models tailored to persons
with intellectual disabilities, explore the potential for management of ID services by an
administrative services or managed care organization and develop strategies to address and fund
the DDS waiting list.
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Lastly, in order to right-size publicly-provided services for individuals with intellectual
disabilities, DDS will continue efforts to downsize Southbury and the regional centers and develop
a timetable for potential closure or conversion of public facilities. The budget reflects $6.2 million
in savings from the anticipated conversion of 30 state-operated residential community living
arrangements (CLAs) to privately-operated CLAs during FY 2017.

Autism Lead Agency Responsibilities

To reflect the recent expansion in autism coverage under the Medicaid State Plan of medically
necessary services for members under age 21 with autism spectrum disorder, lead agency
responsibilities and the supporting resources are being transferred from DDS to DSS. The Early
Childhood Autism Waiver is being discontinued to reflect the identical coverage being offered
under the Medicaid State Plan.

Capital Proposals

The Governor is proposing $279 million in additional general obligation (GO) bond authorizations
in FY 2017. These proposed bond authorizations are in addition to those that were previously
authorized by the General Assembly and become effective in FY 2017, which include $1.87 billion
for various projects and programs, $266.4 million for the Next Generation Connecticut/ UConn
2000 program, $95 million for the CSCU 2020 program, $21.1 million for the Bioscience
Collaboration Program, $25 million for the Bioscience Innovation Fund and $20 million over the
biennium for various other programs authorized in prior legislation. These authorizations are
offset by the cancellation of $385.4 million in GO bond authorizations from prior years in order to
remain within the statutory debt limit.

New proposed GO bond authorizations are:

e $8 million for transit-oriented development;

e $15 million for grants to nonprofit health and human service providers for capital
improvements;

e $5million for renovations and improvements at the Department of Veterans” Affairs;

e $181 million for renovations and a new parking garage at the State Office Building;

e $10 million for the Department of Economic and Community Development programs;

e $60 million to replace the central utility plant and utility distribution systems at York
Correctional Insitution in East Lyme .

The Governor is also proposing $60 million in additional special tax obligation bond authorizations
for bus and rail projects. This funding is in addition to the $693.3 million previously authorized in
FY 2017 for the Department of Transportation’s regular program for maintaining and improving
our highways and transit systems and the $520.2 million previously authorized to implement
projects under the Let’s Go CT! long-term transportation plan.
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Revenue Proposals

Over the past few years, the State of Connecticut enacted revenue and spending policies which
addressed a projected annual shortfall of $3.2 billion in FY 2012 and another $1.1 billion projected
shortfall in FY 2016. These shortfalls reflected the tepid economic recovery that both the nation and
Connecticut experienced emerging from the Great Recession. General Fund revenue growth, when
adjusted to remove the impact of various tax changes, from FY 2011 through the projected FY 2017
budget will only achieve a 2.3% per annum growth rate. Inflation over that same time period will
grow by 1.6% per annum, resulting in real revenue growth of only 0.7% per annum. This level of
growth is insufficient to fund government services. With that in mind, the Governor’s proposed
budget seeks to maintain balance by focusing exclusively on the expenditure side of the budget to
align the expenditure growth rate to the state’s revenue growth rate. As such, the FY 2017 budget
revisions contain no major revenue initiatives. The December 2015 Special Session of the legislature
did enact some substantial tax reform in the area of business taxation. This included placing an
overall cap on any potential additional tax burden derived from the state’s switch to a unitary
method of taxation, instituting single factor apportionment based upon sales for all industries, and
gradually increasing the cap on the use of certain tax credits. These changes will take some time to
digest and be studied for their efficacy in generating sufficient revenue while enhancing the state’s
competitiveness.

The FY 2017 budget revisions contain some limited revenue measures. First, the Governor
continues his commitment to modernize Connecticut’s liquor laws in order to make them more
consumer friendly and increase competitiveness with our neighboring states. Over the past few
years, the state has enacted changes to allow for the retail sale of alcohol on Sundays and certain
holidays while expanding the allowable daily hours of operation. This year the Governor is
proposing to eliminate minimum bottle pricing. This change is expected to result in additional
general fund revenue of $2.1 million. In late December the State Tax Panel issued their final
recommendations. Although many of those recommendations will have to wait for a time when
the state’s revenue picture improves, the Governor’s budget proposal does include some initiatives
related to the Tax Panel’s recommendations. These include placing a maximum cap on the amount
a decedent’s estate will have to remit to the Probate Court to fund their services and exempting the
first $10,000 of personal property from the local property tax. In addition, the Department of
Revenue Services is moving forward with examining business taxation in the state, including the
apportionment method for income derived from the sale of services, and methods to enhance nexus
determinations under the sales tax for remote sales. Overall, these revenue actions are modest, but
reflect the Administration’s policy to concentrate on the cost structure of the state.

Conclusion

Governor Malloy remains committed to a fiscally responsible state government which lives within
the state’s means and promotes Connecticut’s quality of life. The Governor’s proposed changes to
the fiscal year 2017 budget address the fiscal and economic realities facing the state. The Governor’s
budget is balanced, represents limited growth over prior years, and remains below the statutory
spending cap.
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INTRODUCTION

This report fulfills the requirements of Section 4-74a of the General Statutes which stipulates that:

"The budget document shall include the recommendations of the Governor concerning
the economy and shall include an analysis of the impact of both proposed spending and
proposed revenue programs on the employment, production and purchasing power of
the people and industries within the state.”

This report is also designed to provide a brief profile of the State of Connecticut, the economy of
the state, revenues and economic assumptions that support the Governor's budget, and an
analysis of the impact of both proposed spending and proposed revenue programs on the
economy of the State of Connecticut.

The report focuses on eight areas including: (1) the general characteristics of the state; (2) the
profile of employment in the state; (3) an in-depth analysis of important Connecticut sectors; (4)
the performance indicators the United States, the New England region, and Connecticut; (5) a
discussion of the most important revenue sources; (6) the economic assumptions of the
Governor's budget and a numerical comparison of some of the important indicators used in the
preparation of the Governor's budget; (7) the revenue forecasts of the General Fund and the
Special Transportation Fund; and (8) the expected impact of the Governor's budget on the
economy of the State of Connecticut.
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EXECUTIVE SUMMARY

Highlights included in this report are as follows:

Population

Between 2000 and 2010, Connecticut’s population grew at a rate of 4.9%, faster than the 3.8%
population growth in New England but trailing behind the 9.7% of the U.S. In 2015, Connecticut’s
population experienced a year over year decline of an estimated 3,876 residents. Connecticut
continues to experience net outmigration, with a deficit of 53,498 between 2008 and 2013. At the
time of the 2010 census, the relative size of Connecticut’s elderly population (age 65+) exceeded
both New England and the U.S., while its younger age cohorts, those under 45, trailed the nation
as a whole. Population projections indicate that by 2025 the age 65 and over cohort will grow by
54.5% while the working age population will decline 0.5%, resulting in Connecticut’s aged
dependency ratio increasing by 54.1% by 2025.

Housing

Connecticut’s housing market indicators remain mixed. Following a sharp decline in fiscal year
2014, housing starts in Connecticut increased by 2.8% in fiscal year 2015. Median existing home
prices increased 0.8% in Connecticut in calendar year 2014, significantly lower than the U.S. as a
whole, which saw median home prices increase 5.7%. Calendar 2014 was the second year that
median existing home prices in Connecticut experienced a year-over-year increase since the start
of the housing crisis. Thirty year mortgage rates remain extremely low, decreasing to 3.9% in
November of 2015, and delinquency and foreclosure rates have declined to their lowest level since
2007. Homeowner equity as a percentage of home values improved to 54.6% in 2014, reaching
their highest level since 2006.

Employment

In FY 2015 Connecticut gained 19,892 non-farm jobs, representing a 1.2% growth in jobs. During
the recent financial crisis, Connecticut lost approximately 100,000 non-farm jobs, and as of fiscal
year 2015 had regained 72,500. Manufacturing remains an important sector of Connecticut’s
economy, representing 9.5% of all non-farm jobs in fiscal year 2015. Connecticut continues to see
a decline in manufacturing employment, decreasing 1.0% in FY 2015, while the U.S. experienced
slight growth in manufacturing employment. Nonmanufacturing employment gained 21,475
jobs, or 1.4%, in FY 2015, trailing the U.S.”s growth of 2.2% and New England’s growth of 1.6%.
The largest growth in nonmanufacturing employment in Connecticut came in the services sector,
which gained 15,833 jobs or a 2.1% increase over the prior year. In FY 2015, Connecticut’s
unemployment rate averaged 6.3%, higher than the U.S. at 5.7% and New England at 5.4%.
Connecticut’s unemployment rate has decreased by 2.8 percentage points from fiscal year 2011,
when unemployment stood at an average of 9.1%.
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Energy

Energy markets continued to experience significant changes in 2015, as an abundance of supply
in the oil market, driven in part by the North American energy boom, drove down the price of oil
and gasoline during the second half of the year. In 2014, the United States continued to be the
world’s largest supplier of oil. In 2013 Connecticut consumed 3.2 thousand BTU’s per 2009
chained dollar of GDP, making it one of the most energy efficient states relative to output. Overall,
Connecticut is 32.3% below the nation’s per capita energy consumption and ranks 5% in energy
efficiency per capita. In 2014, Connecticut residents consumed 398.9 gallons of gasoline per capita,
lower than the national average of 432.4 gallons. Connecticut’s energy efficiency is likely due in
part to the high relative price of energy in the state. In 2013 Connecticut’s overall energy costs
were 30% higher than the national average and its electricity prices were 55% higher than the
national average.

Export Sector

Exports play a crucial role in the economy. The U.S. trade deficit in 2014 was $389.5 billion, down
from $376.8 billion in 2013. Total trade exports grew 74.4% from 2005 to 2014, while trade imports
have grown 39.9% over the same period. Connecticut exports totaled $15.9 billion and accounted
for 6.4% of GSP in 2014. Over the past five years, Connecticut’s exports have decreased by an
average of 0.2%. Transportation equipment, nonelectrical machinery and computer and
electronic equipment are Connecticut’'s largest exporting industries and comprise 66.9% of
exports in 2014.

Defense Industry

Prime defense contracts tend to be a leading indicator of Connecticut’s economic activity. In
federal fiscal year (FFY) 2014, Connecticut contractors were awarded $13.2 billion in defense
related prime contracts, up 32.0% from the $10.0 billion awarded in FFY 2013. However, as
defense contract awards normally take several years to complete, the 3-year moving average is a
better reflection of actual production activities. In FFY 2014, this average was $12.0 billion.

Retail Trade

Connecticut’s retail trade in FY 2015 totaled $54.8 billion, a 1.1% increase over FY 2014. Growth
in durable sales outpaced growth in non-durable sales in FY 2015, at 1.4% and 0.9% respectively.
U.S. E-commerce sales continued their rapid growth, increasing an estimated 14.6% compared to
a 2.6% increase in traditional retail sales. Connecticut retail trade as a percentage of disposable
income decreased slightly to 27.8% in FY 2015 from 27.8% in FY 2014.
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Nonfinancial Debt

Total nonfinancial debt grew 126.9% between 2000 and 2014, far outpacing GDP growth of 68.7%.
Federal indebtedness grew 253.1%, state and local government debt grew 144.4%, business debts
grew 82.6% and household debts grew 92.6%. Connecticut’s state government debt outstanding
at the end of FY 2013 was $32.4 billion, up from $32.0 billion in FY 2012 and $30.5 billion in FY
2011. Connecticut per capita state government debt was $8,991 in FY 2013, compared to $8,505 in
FY 2011 and far above the fifty state average of $3,590 in FY 2013.

Gross State Product

In calendar year 2014, Connecticut’s real GSP increased 1.0% to $228.9 billion in 2009 dollars,
falling behind the U.S. and New England which saw increases of 2.2% and 1.6% respectively. Per
capita real GSP in Connecticut was 29% higher than that of the U.S.

Personal Income

In fiscal year 2015, real personal income in Connecticut increased 3.3%, compared to 3.9% growth
in the U.S. and 3.8% growth in New England. Connecticut’s increase in real personal income in
2015 followed a slight decline in 2014 and represented the highest growth since fiscal year 2007.
In FY 2015, Connecticut possessed the highest per capita personal income in the nation at $66,011,
a growth of 4.2% over FY 2014.

Economic Forecast

Connecticut’s personal income is expected to increase 3.9% in FY 2016 and 3.8% in FY 2017 to
$246,456 and $255,820 respectively. Connecticut is projected to add 24,700 jobs in FY 2016 and
15,900 jobs in FY 2017, or a respective 1.5% and 0.9% growth. The unemployment rate is projected
to decline to 5.2% in FY 2016 and remain at that level in FY 2017.
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GENERAL CHARACTERISTICS OF THE STATE OF CONNECTICUT

Connecticut, settled in 1633, became the fifth state to ratify the United States Constitution in 1788.
The state is the most southern of the New England states, located on the northeast coast and
bordered by Long Island Sound, New York, Massachusetts and Rhode Island. Connecticut enjoys
a favorable location within New England and the rest of the Eastern seaboard as rail, truck, air
transport and ports in the region provide easy access to local and regional markets in this country,
Canada, and even Europe and South America. Over one-quarter of the total population of the
United States and more than 50% of the Canadian population live within a 500-mile radius of
Connecticut.

Connecticut is highly urbanized with a population density of 738 persons for each of its 4,842.4
square miles of land, compared with 87 persons per square mile of land for the United States
(3,531,905 square miles), based on 2010 census figures. Hartford, the capital, is a center for the
insurance industry and a major service center for business and commerce. Industrial activity in
the state is concentrated in two regions: the Naugatuck valley, extending from Bridgeport north,
and a belt extending from Hartford west to New Britain and Bristol, and south to New Haven.

Connecticut is a mature and highly developed state, whose primary resources are the energies
and skills of its citizens who have benefited from the state's rich historical heritage and have

continued its tradition of economic, social and cultural growth.

Census Information

The census is taken on April 1 of each census year. The 2010 Census of Population and Housing
was the 23rd in a series that began in 1790 (with a count of four million residents in 18 states).

TABLE 1
CENSUS POPULATION COUNTS
(In Thousands)
United States New England Connecticut
Year Number % Growth Number % Growth Number % Growth
1930 123,203 16.3 8,166 10.3 1,607 16.3
1940 132,165 7.2 8,437 3.3 1,709 6.3
1950 151,326 14.5 9,314 10.3 2,007 17.4
1960 179,323 18.5 10,509 12.8 2,535 26.3
1970 203,302 13.4 11,847 12.6 3,032 19.6
1980 226,542 114 12,349 4.2 3,108 2.5
1990 248,710 9.8 13,207 6.9 3,287 5.8
2000 281,422 13.2 13,923 5.4 3,406 3.6
2010 308,746 9.7 14,445 3.8 3,574 4.9

Source: U.S. Bureau of the Census
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In 2010, the population in the 50 states and the District of Columbia totaled 308.7 million people.
Since 1930, the population has risen in all three data series for all decades. However, since 1970,
the rate of population growth in Connecticut and New England has been significantly lower than
the prior three decades and lower than the nation for recent periods.

In the United States, the resident population, which excludes armed forces overseas, increased
from 281,421,906 in 2000 to 308,745,538 in 2010, an increase of 9.7%, and the lowest rate of increase
since the 1930s. New England's population increased 3.8% from 2000 to 2010, also experiencing
its slowest growth since the 1930s. Within New England, only Connecticut and New Hampshire
experienced growth significantly higher than the regional average.

During the last few decades, the heavily populated states experienced a slowdown in the growth
of their populations. This phenomenon was common in New England, the Middle Atlantic, the
East North Central and the West North Central regions. The fastest growing states were those in
the West, the South, the Pacific and the southern portion of the Mountain regions. The overall
apportionment of seats in the U.S. House of Representatives generally changes as a result of each
decennial census. Also, Connecticut’s federal aid levels for certain grants will continue to fall as
the state’s estimated population size, relative to the nation’s, decreases each year.

Resident population in Connecticut, according to figures from the 2010 census, was 3,574,097, an
increase of 168,532 from the 3,405,565 figure of 2000. This represented growth of 4.9% for the
decade, slower growth than was experienced by the nation as a whole for the fourth consecutive
decade, but faster growth than New England for the first time since the 1960s. Between 2000 and
2010, the state’s growth rate was the sixteenth lowest in the nation.

TABLE 2
COUNTY POPULATION IN CONNECTICUT

2000 2000 2010 2010 Percent

County Census Percent Census Percent Change
Fairfield 882,567 25.9 916,829 25.7 3.9
Hartford 857,183 25.2 894,014 25.0 4.3
Litchfield 182,193 5.3 189,927 5.3 4.2
Middlesex 155,071 4.6 165,676 4.6 6.8
New Haven 824,008 24.2 862,477 24.1 4.7
New London 259,088 7.6 274,055 7.7 5.8
Tolland 136,364 4.0 152,691 4.3 12.0
Windham 109,091 3.2 118,428 3.3 8.6
TOTAL 3,405,565 100.0 3,574,097 100.0 4.9

Source: U.S. Bureau of the Census

In the time since the 2010 census, Connecticut has experienced slow population growth. From
2014 to 2015, the state actually experienced a slight decline in population, for the second
consecutive year. Following the Great Recession, migration around the country was hampered.
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However, Connecticut continued to experience net-outmigration during this time, putting
downward pressure on population growth. The migration of population to and from Connecticut
over the last few decades generally parallels the performance of the state’s economy, rising during
expansion and declining during recession. Connecticut counties experiencing faster growth
during the 2000s generally were those not dominated by large urban areas.

The national population is estimated monthly by the United States Bureau of the Census for total
population which includes armed forces overseas, resident population and civilian population.
Population growth is a primary long-run determinant of the potential expansion path of the
economy from both the supply and demand sides of the economy. The growth of the population
and its composition have profound impacts on the labor force, education, housing, and the
demand for consumer goods and services.

Annual estimates of population as of mid-calendar year for each state are vital for comparing
standards of living through per capita income, productivity through per capita Gross State
Product, or a state's private activity bond limitation which, under federal law, is capped at a level
dependent upon the size of the population. Estimates are prepared by the U.S. Bureau of the
Census based on the number of births and deaths as well as a variety of factors to approximate
net migration changes. These factors can include Medicare enrollees, motor vehicle registrations,
building permits, licensed drivers, and school enrollments. To comply with the Connecticut
General Statutes concerning state aid to municipalities, the Department of Public Health also
prepares an annual mid-year estimate of population based on the number of births, deaths and
school age population.

TABLE 3
MID-YEAR POPULATION
(In Thousands)
Mid United States New England Connecticut
Year Number % Growth Number % Growth Number % Growth
2006 298,380 1.0 14,246 0.2 3,517 0.3
2007 301,231 1.0 14,279 0.2 3,527 0.3
2008 304,094 1.0 14,340 0.4 3,546 0.5
2009 306,772 0.9 14,404 0.4 3,562 0.5
2010 309,347 0.8 14,468 0.4 3,580 0.5
2011 311,719 0.8 14,527 0.4 3,590 0.3
2012 314,103 0.8 14,580 0.4 3,594 0.1
2013 316,427 0.7 14,637 0.4 3,597 0.1
2014 318,907 0.8 14,690 0.4 3,595 (0.1)
2015 321,419 0.8 14,728 0.3 3,591 (0.1)

Source: U.S. Bureau of the Census

In addition to naturally occurring births and deaths, the size of the total population is also a
product of migration, the number of households and individuals moving into and out of the state.
The Internal Revenue Service (IRS) publishes data on changes in filing addresses used by federal
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income tax filers in successive years, and changes in number of individuals claimed on a return
can be used to estimate migration between states. This data shows that between 2008 and 2013
Connecticut experienced net outmigration of 53,498 residents with the largest net outflow to the
state of Florida followed by North Carolina. Connecticut experienced a net gain in population
from the state of New York.
TABLE 4
SIGNIFICANT MIGRATION PATTERNS IN STATE POPULATION

Changes in Connecticut’s Population Due to Migration Between 2008 and 2013

Major Sources of In Major Destinations of Out States with Greatest Impact
Migration to Connecticut Migration from Connecticut On Connecticut Migration
New York 85,354 New York (59,223) New York 26,131
Massachusetts 29,843 Florida (49,192) Florida (19,744)
Florida 29,448 Massachusetts (35,870) North Carolina (8,083)
New Jersey 16,721 California (19,413) Massachusetts (6,027)
California 15,145 North Carolina (16,608) Texas (5,958)
Other States 127,531 Other States (174,416) Other States (36,999)
Outside US 10,835 Outside US (13,653) Outside US (2,818)
Total In 314,877 Total Out (368,375) Total Net (53,498)

Source: Internal Revenue Service

The 2000 and 2010 census counts are available for each of the 169 cities and towns in
Connecticut. Using that information, it is possible to identify those growing at the fastest rates
as well as the slowest growing municipalities in the state as seen in the following table.

TABLE 5
FASTEST AND SLOWEST GROWING MUNICIPALITIES IN CONNECTICUT
Fastest Growing Municipalities Slowest Growing Municipalities
Population Population
City/Town 2000 2010 % Change City/Town 2000 2010 % Change
Oxford 9,821 12,683 29.1% Cornwall 1,434 1,420 -1.0%
Mansfield 20,720 26,543 28.1% North Canaan 3,350 3,315 -1.0%
Sterling 3,099 3,830 23.6% Old Saybrook 10,367 10,242 -1.2%
Union 693 854 23.2% Enfield 45,212 44,654 -1.2%
Ellington 12,921 15,602 20.7% Branford 28,683 28,026 -2.3%
Lyme 2,016 2,406 19.3% East Hampton 13,352 12,959 -2.9%
Middlebury 6,451 7,575 17.4% Bridgewater 1,824 1,727 -5.3%
Haddam 7,157 8,346 16.6% Salisbury 3,977 3,741 -5.9%
Warren 1,254 1,461 16.5% Sharon 2,968 2,782 -6.3%
Canton 8,840 10,292 16.4% Sherman 3,827 3,581 -6.4%
State Average Growth 4.9%

Source: U.S. Bureau of the Census
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Households

Demand for goods and services depends upon the level of household income and the total
number of households. The number of households is a function of household size and population:
for example, for a given population, as the size of the household declines, the number of
households increases, which causes higher demand for housing and automobiles as well as
household goods and services.

The number of households in Connecticut in 2010 was 1,371,087, up 5.3% from the 2000 Census
estimate, and up 3.6% from the 2005 count. This is not unexpected in that it reflects the slow
growth of Connecticut’s population over the last several years. Family households include a
householder and one or more other persons living in the same household who are related by
birth, marriage or adoption. Non-family households include a householder living alone or with
non-relatives.

TABLE 6
HOUSEHOLDS
(In Thousands)
Households % Change
Calendar Year U.S. Connecticut During Period U.S. Connecticut

2000 105,480 1,302 2000-2005 5.3% 1.7%

2005 111,091 1,324 2005-2010 5.1% 3.6%

2010 116,716 1,371 2000-2010 10.7% 5.3%

Source: U.S. Bureau of the Census
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Between 1990 and 2010, the relatively stable population, the increasing number of households,
and the changing mix in the types of households in Connecticut resulted in a decrease in average
population per household in the state.

The decline in household size can be considered an indicator of social change. Society is adjusting
its mores to fit the demands of new generations including delaying marriage, both delaying and
having fewer children, and the establishment of one or two person households by career minded
men and women. Other social changes that result in smaller households are the increase in the
elderly population and the increasing number of one parent families that are the consequence of
the general rise in the number of divorces.

Age Cohorts

According to the latest data available, the distribution of Connecticut’s population between age
cohorts is somewhat different from that of the U.S. average. The state has a lower concentration
of persons aged 18 to 44 years than either New England or the nation as a whole, and a higher
concentration of persons aged 65 and over (especially 85 and over) than the nation as a whole.
Growth in this older age cohort in Connecticut will accelerate as baby boomers age. The aging
population will put pressure on state spending requirements, which could be exacerbated by state
revenues that are not growing at the same rate as during the late 1990s. The National Center for
Health Statistics estimated average life expectancy at birth to be 78.7 years in 2010, up from 73.7
years in 1980, 75.4 years in 1990, and 76.8 years in 2000. As life spans continue to increase
nationally, this trend will impact retirement, social security, pension systems, health care, and
other similar requirements.

TABLE 7
POPULATION DISTRIBUTION BY AGE IN 2010
(In Thousands)

O0tol7 18to24 25to44 45to64 65 + 85+ Total

United States 74,181 30,672 82,135 81,489 40,268 5,493 308,746
% of Total 24.0 9.9 26.6 26.4 13.0 1.8 100
New England 3,151 1,429 3,689 4,135 2,042 324 14,445
% of Total 21.8 9.9 25.5 28.6 14.1 2.2 100
Connecticut 817 327 905 1,019 507 85 3,574
% of Total 229 9.1 25.3 28.5 14.2 24 100

Source: U.S. Bureau of the Census

Population Projections

The U.S. Bureau of the Census publishes population projections for the United States, while the
Connecticut State Data Center at the University of Connecticut produces projections for the state.
Based on these projections, the elderly population (those 65 years and over) will continue to grow
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substantially. The ratio of workers aged 20 to 64 to persons over the age of 65 is projected to
decrease 35.7 percent, from 4.2 workers in 2010 to 2.7 workers in 2025.

TABLE 8
PROJECTIONS OF THE POPULATION IN CONNECTICUT
(Mid-Year Resident Population In Thousands)

2000 2010 2015 2020 2025 % Change

Age Group Census Census Proj. Proj. Proj. 2010-2025
Total 3,405.6 3,674.1 3,644.5 3,702.5 3,746.2 4.8
0-19 925.7 915.8 891.8 852.4 822.9 (10.1)
20-44 1,220.3 1,132.7 1,107.6 1,129.4 1,143.9 1.0
45-64 789.4 1,019.0 1,062.9 1,049.7 996.5 (2.2)
65 & Over 470.2 506.6 582.2 671.0 782.8 54.5
85 & Over 64.3 84.9 94.6 94.9 96.4 13.5
Ratio 20-64/65+ 4.3 4.2 3.7 3.2 2.7 (35.7)

Source: U.S. Bureau of the Census, Connecticut State Data Center

This significant growth in the elderly population will impact both the size and complexity of the
demand for services required by this segment of Connecticut’s population. There will be
increased demand and costs associated with health care facilities, public transportation, elderly
housing, and other services. These changes are being driven by the baby boom generation, which
began to reach the age of sixty-five in 2011.

More specifically, the following three tables call attention to some significant trends with
particular implications to be considered as resource allocation decisions are made for the future.
First, as shown in the following table, Connecticut is and will remain a very densely populated
state in a very densely populated region of the country. This has implications for housing,
transportation, law enforcement and natural resources, as well as other services.

TABLE 9
POPULATION DENSITY BY YEAR
(Persons per Square Mile)

2000 2010 2015 2020 2025 % Change

Census Census  Projected Projected Projected 2010-2025
United States 79.7 87.4 91.0 94.7 98.3 12.5
Connecticut 703.3 738.1 752.6 764.6 773.6 4.8

Source: U.S. Bureau of the Census

In addition, a change is occurring in the age distribution of the population. The following table
demonstrates that the elderly population is increasing in number while the non-elderly, on a

-11 -



Economic Report of the Governor

relative scale, are decreasing. This means that increasing pressure will be brought upon those
between the ages of 18 and 65 to provide social and support services for the young and, most
particularly, the elderly.

TABLE 10
DEPENDENCY RATIOS*
(Number of Dependent Population per 100 Provider Population)

2000 2010 2015 2020 2025

Total Dependency Ratio 61.6 58.9 60.8 64.0 68.3
Youth Dependency Ratio 41.5 38.2 36.8 36.3 36.3
Aged Dependency Ratio 20.1 20.7 23.9 27.7 31.9

* The dependency ratio is the number of the target dependent population (i.e., the aged or youth
or the two groups combined) divided by the segment of the population which has traditionally
provided for the dependent population, through taxes for health and social programs,
volunteer activities, etc. The provider group is considered to be those older than 17 and less
than 65 years of age.

Source: U.S. Bureau of the Census, Connecticut State Data Center

Finally, the racial and ethnic distribution of the state’s population is changing. The white
population is decreasing as a percentage of the total, as both the African-American and Hispanic
groups increase as a percentage of the total population, with the Hispanic growth rate outpacing
the African-American growth rate. Although Asians make up a very small percentage of the total
population, Asians comprise the fastest growing group, while the American Indian population
remains fairly stable. These same trends are occurring in the nation and the region.

TABLE 11
POPULATION DISTRIBUTION BY RACE AND YEAR
(Percent of Total Population Based On Each Census)

United States Northeast Region Connecticut

1990 2000 2010 1990 2000 2010 1990 2000 2010

White 839 751 724 8.6 775 744 89.6 816 77.6
African- 123 123 126 114 114 118 8.6 91 10.1
Asian 3.0 3.6 4.7 2.7 4.0 5.5 1.6 24 3.8
American Indian 0.8 0.9 0.9 0.3 0.3 0.4 0.2 0.3 0.3
Two Or More - 24 29 - 2.3 2.6 - 2.2 2.6
Other - 5.6 6.4 - 4.6 5.3 - 4.4 5.6
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Hispanic Origin 90 125 173 7.6 98 126 6.5 94 134

Note: The method of counting by race changed in 2000. Definitions of various race categories
were changed and, for the first time, a respondent could indicate more than one race.
Source: U.S. Bureau of the Census
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Housing

The United States’ financial systems underwent significant turmoil in the latter half of the last
decade. Events in the housing sector, which prior to the Great Recession was one of the strongest
pillars of the economy, played a pivotal role in precipitating the financial crisis and economic
downturn. Record foreclosures due to the resetting of variable rate and subprime mortgages
shocked the housing market and mortgage lenders, leading to the demise of some of the nation’s
largest financial institutions.

During the following years, homeowners watched the equity in their homes decline or disappear.
Homes have not sold quickly, and they are still selling for less than they would have prior to the
recession. Sluggish growth in the housing market, particularly in the single-family housing
market, has had an impact on overall economic activity in the northeast. One leading indicator of
strength in the housing market is the monthly National Association of Home Builders Housing
Market Index (HMI), which gauges builder confidence in the demand for single-family homes.
The index can range from 0 to 100; a reading over 50 indicates that the majority of builders view
housing market conditions as good. During state fiscal year 2015, the average HMI reading for
the nation was 56, the highest average since fiscal year 2006. By comparison, the average HMI
reading for the northeast region during the same period was 43.

TABLE 12
HOUSING STARTS
(In Thousands)
Fiscal United States New England Connecticut
Year Number % Growth Number % Growth Number % Growth
2006 2,036.0 1.0 54.2 (3.4) 114 (5.2)
2007 1,546.2 (24.1) 41.6 (23.2) 8.8 (22.7)
2008 1,132.4 (26.8) 31.0 (25.3) 6.7 (24.0)
2009 646.3 (42.9) 18.6 (40.2) 3.8 (44.0)
2010 594.0 (8.1) 19.5 4.8 3.9 24
2011 569.7 4.1) 18.7 (3.8) 3.5 (8.0)
2012 684.4 20.1 20.2 8.1 3.7 3.3
2013 876.7 28.1 24.4 20.7 5.4 48.0
2014 953.2 8.7 26.4 7.9 4.7 (13.1)
2015 1,055.0 10.7 26.8 1.5 4.8 2.8

Source: U.S. Department of Commerce, Bureau of the Census, IHS.

Starts, or the number of housing units on which construction has begun, fell to record lows in FY
2011. In calendar 2009 fewer homes were started in the United States than in any year since the
end of World War II, even though the United States population was more than two times greater
than the population in 1945. The dramatic decline in housing starts in the aftermath of the Great
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Recession negatively impacted homebuilders, among others in the construction sector, and
undoubtedly contributed to the high unemployment rate nationwide.

Recent housing market indicators in Connecticut and the nation have been mixed. The number
of total housing starts increased in state fiscal year 2015 in the United States, New England, and
Connecticut. However, single-family starts in Connecticut decreased by 12% in fiscal year 2015,
while multi-family starts reached their highest level since fiscal year 1990.

HOUSING STARTS
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Source: U.S. Department of Commerce, Bureau of the Census, IHS

While starts have begun to recover from lows experienced in the aftermath of the Great Recession,
the mix of housing starts is significantly different than it was prior to the crisis in the housing
market. In Connecticut in particular, starts in multi-family housing units have recovered to pre-
recession levels, while starts in single-family units have languished. This change may be driven
by demographic changes and shifting preferences in the state. As the size of the average
household has decreased and the Connecticut population has aged, demand for smaller and more
affordable housing units has increased. The following graph shows both single- and multi-family
housing starts in Connecticut by fiscal year. The chart shows that, over the last decade, the balance
between single- and multi-family charts has shifted. In fiscal year 2006, multi-family units
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accounted for 19.7% of all housing starts in Connecticut. In 2015, multi-family units accounted for
49.6% of all housing starts.

CONNECTICUT SINGLE-FAMILY AND MULTI-FAMILY STARTS
(In Thousands)
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Census data from calendar years 2003 to 2007 indicates Americans built over 8.9 million units of
housing while the number of households grew by only 6.7 million. As a result, the United States
entered the last recession with an excess of housing units from the prior five years. However,
during the period from calendar years 2008 to 2014, household formations outpaced completed
housing units, 7.2 million to 5.4 million.

Given that housing starts were low through the recent recession, it is no surprise that household
formation has also been depressed. New households may be formed when couples separate,
children move out of their family’s home and when individuals live singly after previously
sharing a residence. Conversely, households are reduced when young people move back home
with their parents, and households combine to lower expenses. Economic conditions have
promoted the latter behavior in recent years.
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TABLE 13
U.S. HOUSEHOLD FORMATIONS
(In Thousands)
Total Change in
Calendar Number of  Households from
Year Households Previous Year
2005 113,343 1,343
2006 114,384 1,041
2007 116,011 1,627
2008 116,783 772
2009 117,181 398
2010 117,538 357
2011 119,927 2,389
2012 121,084 1,157
2013 122,459 1,375
2014 123,229 770
Source: U.S. Bureau of the Census
TABLE 14
CONNECTICUT HOUSING PERMIT ACTIVITY
Calendar Year 2014
Total Units % Growth
County Authorized % of Total Over CY 2013
Fairfield 1,889 35.4 (24.5)
Hartford 962 18.1 (9.5)
Litchfield 145 2.7 (8.2)
Middlesex 228 4.3 (2.6)
New Haven 1,140 21.4 39.9
New London 646 12.1 73.7
Tolland 203 3.8 11.5
Windham 116 2.2 17.2
State Total 5,329 100.0 (1.8)

Source: Connecticut Department of Economic and Community Development
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A leading indicator of construction activity is the number of building permits issued by local
authorities authorizing construction. Table 14 shows the Connecticut counties in which privately
owned housing permits were issued in calendar 2014, demonstrating the geographic distribution
of housing construction activity in Connecticut.

Construction is ultimately undertaken for all but a very small percentage of housing units
authorized by permits. A major portion typically gets under way during the month of permit
issuance and most of the remainder begins within the three following months. Because of this
lag, the number of housing permits issued does not represent the number of units actually put
into construction for the period shown and should not be interpreted as housing starts.

Housing permit activity in Connecticut decreased 1.8% in calendar year 2014, following increases
of 16.2% in 2013 and 47.1% in 2012. In 2014, half of Connecticut’s eight counties experienced an
increase in housing permit activity over 2013. New London County experienced growth of more
than 70%, reaching its highest level of starts since 2007. New Haven followed with nearly 40%
growth, while Windham and Tolland Counties experienced growth between 10% and 20%.
Permit activity decreased by less than 10% in Hartford, Litchfield, and Middlesex Counties, while
permits in Fairfield County decreased by nearly 25%.

Residential demolition permits issued during calendar year 2014 totaled 1,240, a decrease of
11.2% over calendar year 2013. Fairfield County issued the most demolition permits with 562,
followed by Hartford (243) and New Haven (234). According to the Census Bureau, Connecticut
had an estimated 1,490,381 housing units in 2014. The following table shows changes in
Connecticut’s housing unit inventory on a calendar year basis from 2013 to 2014.

TABLE 15
CONNECTICUT HOUSING INVENTORY

Inventory % of Inventory % of Net Growth
Structure Type 2013 Total 2014 Total Change Rate
One-Unit 962,096 64.7 962,877 64.6 781 0.08%
Two-Units 119,386 8.0 120,070 8.1 684 0.57%
Three & Four Units 132,699 8.9 133,452 9.0 753 0.57%
Five Or More Units 259,963 17.5 261,866 17.6 1,903 0.73%
Other 12,851 0.9 12,116 0.8 -735 -5.72%
Total Inventory 1,486,995 100.0 1,490,381 100.0 3,386 0.23%

Source: U.S. Census Bureau, American Community Survey
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Median Sales Price of Housing

Median sales price is the midpoint at which half of the sales are above and half below the price.
The median sales price data shown in the following table is for the sale of existing single-family
homes. The median sales price in Connecticut in 2014 was $276,226. The United States
experienced an increase of 5.7% in the median sales price in 2014 over 2013, compared to an
increase of 0.8% in Connecticut. However, Connecticut has fared slightly better than the United
States in the last decade with a decrease in median home price of 4.4% compared to 4.8%
nationally.

TABLE 16
SALES PRICE OF EXISTING HOMES IN CONNECTICUT AND THE UNITED STATES
(By Calendar Year)
Median Median CT u.s.
Calendar Price % Price % asa % Affordability

Year U.S. Change CT Change of U.S. Index
2005 $217,492 $289,002 132.9 113.7
2006 $221,883 2.0 $304,828 5.5 137.4 107.7
2007 $215,517 (2.9) $309,763 1.6 143.7 117.0
2008 $195,775 (9.2) $300,755 (2.9) 153.6 139.0
2009 $172,492 (11.9) $290,903 (3.3) 168.6 172.3
2010 $172,742 0.1 $283,569 (2.5) 164.2 172.6
2011 $164,933 (4.5) $275,323 (2.9) 166.9 188.0
2012 $175,783 6.6 $269,977 (1.9) 153.6 197.4
2013 $195,933 11.5 $274,068 1.5 139.9 179.7
2014 $207,125 5.7 $276,226 0.8 133.4 167.8
05-14
Change ($10,367) (4.8) ($12,776) (4.4)
CAGR* (0.5) (0.5)

*Compound Annual Growth Rate for period of 2005-2014
Source: IHS

The U.S. housing affordability index decreased for the second year in a row in calendar year 2014.
To interpret the housing affordability index, a value of 100 means that a family with the median
income has exactly enough income to qualify for a mortgage on a median-priced home, assuming
a 20% down payment. A value above 100 signifies that a family earning the median income has
more than enough income to qualify for a mortgage loan on a median-priced home. The
affordability index remains favorable, in part because the median housing price has not fully
recovered from the housing crisis in either Connecticut or the nation.
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Total Home Sales

Total home sales have not returned to levels experienced prior to the housing crisis. Causes may
include deferred household formations, stricter lending standards, decreased speculation, and a
trend toward renting instead of owning. The table below shows home sales for Connecticut, New
England, and the United States by state fiscal year. In fiscal year 2015, home sales decreased for
the second year in a row in Connecticut, while increasing in New England and the United States.

TABLE 17
Total Home Sales
(In Thousands)

Fiscal United States* New England* Connecticut
Year Number % Change  Number % Change Number % Change
2006 6,821.4 (0.1) 313.7 (1.9) 75.5 (2.2)
2007 5,760.2 (15.6) 265.3 (15.4) 64.2 (15.0)
2008 4,371.0 (24.1) 201.1 (24.2) 46.8 (27.1)
2009 3,941.0 (9.8) 169.8 (15.6) 35.8 (23.4)
2010 4,550.6 15.5 209.5 23.4 44.5 24.2
2011 3,920.1 (13.9) 171.4 (18.2) 35.7 (19.7)
2012 4,251.7 8.5 184.6 7.7 38.0 6.2
2013 4,700.5 10.6 207.1 12.2 43.8 15.5
2014 4,745.3 1.0 206.7 0.2) 42.9 (2.2)
2015 4,882.0 29 207.7 0.5 42.3 (1.4)

Source: National Association of Retailers, IHS
* Sum of States’ Home Sales

Age of Buyer or Renter

As Table 8 demonstrates, current population projections anticipate a slight increase in the 20-44
year old age group of 1.0% between 2010 and 2025. This is significant in the housing market for
two reasons. First, this age group is the prime source of household formation. Consequently, slow
growth within this age group will equate to slow formation of new households, reducing demand
for starter homes. Moreover, weak demand for starter homes makes it harder for maturing
families who already own starter homes to move up, thus reducing demand and appreciation
throughout the housing market.

The age group of citizens 65 and older grew during the 2000s at a rate of 7.7%. This age group is
projected to continue to grow rapidly during the next ten years. Projected growth rates of the 65
and older age group are 54.5% from 2010 to 2025. With the growth in this demographic, the
housing market will see a shift in the type of housing units that are desirable. As baby-boomers
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become empty-nesters, many will trade-down their large homes for smaller, easier to maintain
homes. Demand for rental and condo units, particularly those targeted toward the elderly, will
accelerate and boost the state’s housing market. However, as the elderly population expands,
additional benefits and services to care for this group will be required.

Government Responses to the Housing Market

The federal government has taken several steps to mitigate the effects of the decline and
subsequently slow recovery of the housing market. The Making Home Affordable (MHA)
program offers services intended to stabilize the housing market and assist current homeowners
facing financial duress. The Home Affordable Modification Program (HAMP) is available for
homeowners facing imminent default. Through the second quarter of 2015, HAMP had nearly
one million active permanent loan modifications. Over 20,000 permanent modifications were
started in Connecticut; the median monthly payment reduction in the state was $526.60. The
Home Affordable Refinancing Program (HARP) is available for mortgages owned or guaranteed
by Fannie Mae or Freddie Mac which are underwater: the outstanding balance on the loan
exceeds the fair market value of the home. As of February 2015, HARP helped nearly 3.3 million
homeowners refinance. The HAMP and HARP programs are currently set to expire on December
31, 2016.

Changes in Housing Finance

In calendar year 2014, thirty-year fixed mortgage rates averaged 4.17%, up from 3.98% in 2013
and 3.66% in 2012. Rates were lower through most of 2015, and stood at 3.94% as of November
2015, according to Freddie Mac. Uncertainty in global financial markets has caused investors to
seek the safety of treasury bonds in recent years, which has put downward pressure on mortgage
interest rates.

Most recent reports on foreclosure rates indicate positive change. The Mortgage Bankers
Association reported that mortgages 90 days or more past due declined to 3.57% of all mortgages
in the U.S. in the third quarter of 2015, down a full percentage point from the third quarter of
2014. Both delinquency rates and foreclosure rates are at their lowest level since 2007.

Home Equity

A home’s equity is calculated by taking the current market value of the home and subtracting the
outstanding mortgage balance. This measure shows the amount of ownership homeowners have
in their home. A decrease in home equity occurs if there is an increase in the amount of debt
homeowners are taking on to pay for their homes or if housing values decline. An increase in
home equity may occur if housing values increase or if there is a decrease in the amount of debt
issued to homebuyers. According to the Federal Reserve, owners’ equity as a percentage of
household real estate declined to its lowest levels since World War II during the Great Recession.
From 2000 to 2009 home equity dropped 36%, from 60.6% in 2000 to 38.7% in 2009. Home equity
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has increased in recent years and reached 54.6% in 2014, the highest level since 2006. The overall
decline during the 2000’s is likely due to a combination of increasing home mortgage debt and
sharp declines in home values due to the 2008 recession. While home values have recovered to
their highest level since 2006, home mortgages have continued to decline through the most recent
economic expansion as existing homeowners continue to pay down their mortgages and home
sales remain low by historical standards.

TABLE 18
OWNERS’ EQUITY AS A PERCENTAGE OF HOUSEHOLD REAL ESTATE
(In Billions)

Calendar Home Home Home
Year Values* Mortgages* Equity
1945 116.0 18.7 83.9%
1950 243.3 45.3 81.4%
1955 367.4 87.9 76.1%
1960 486.9 141.4 71.0%
1965 605.6 219.4 63.8%
1970 874.5 286.0 67.3%
1975 1,413.7 459.1 67.5%
1980 2,943.2 926.5 68.5%
1985 4,699.0 1,450.2 69.1%
1990 6,796.7 2,489.3 63.4%
1995 8,055.5 3,319.2 58.8%
2000 12,212.5 4,813.9 60.6%
2005 22,038.5 8,912.5 59.6%
2006 22,508.1 9,910.2 56.0%
2007 20,674.1 10,613.0 48.7%
2008 17,460.6 10,580.1 39.4%
2009 17,001.2 10,419.3 38.7%
2010 16,422.5 9,915.4 39.6%
2011 16,108.7 9,695.8 39.8%
2012 17,535.3 9,486.7 45.9%
2013 19,651.3 9,403.7 52.1%
2014 20,713.8 9,403.2 54.6%

Source: Federal Reserve “Flow of Funds” Table B.100 and L.100
* In Nominal Dollars
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EMPLOYMENT PROFILE

Employment Estimates

The employment estimates for most of the tables included in this section are from the U.S. Bureau
of Labor Statistics and the Connecticut Labor Department. They are developed as part of the
federal-state cooperative Current Employment Statistics (CES) Program. The estimates for the
state and the labor market areas are based on the responses to surveys of 5,000 Connecticut
employers registered with the Unemployment Insurance program. Companies are chosen to
participate based on specifications from the U.S. Bureau of Labor Statistics. As a general rule, all
large establishments are included in the survey as well as a sample of smaller employers. It
should be noted, however, that this method of estimating employment may result in under-
counting jobs created by agricultural and private household employees, self-employed
individuals and unpaid family workers who are not included in the sample. The survey only
counts total business payroll employment in the economy.

In an effort to provide a broader employment picture, the following table, based on residential
employment, was developed. Total residential employment is estimated based on household
surveys which include individuals excluded from establishment employment figures such as self-
employed and workers in the agricultural sector. By this measure, residential employment in
tiscal year 2015 increased by 43,053 jobs. Likewise, the level of establishment employment based
on the survey response increased by 19,892 jobs in fiscal year 2015.

The following table provides a ten fiscal year historical profile of residential and establishment
employment in Connecticut.

TABLE 19
CONNECTICUT SURVEY EMPLOYMENT COMPARISONS
(In Thousands)
Fiscal Residential Establishment
Year Employment % Growth Employment % Growth
2006 1,728.81 2.10 1,670.77 0.82
2007 1,762.60 1.95 1,689.77 1.14
2008 1,777.71 0.86 1,706.33 0.98
2009 1,757.33 (1.15) 1,664.72 (2.44)
2010 1,728.76 (1.63) 1,605.95 (3.53)
2011 1,740.26 0.67 1,618.57 0.79
2012 1,741.69 0.08 1,633.68 0.93
2013 1,719.85 (1.25) 1,647.18 0.83
2014 1,741.36 1.25 1,658.57 0.69
2015 1,784.41 2.47 1,678.46 1.20

Source: U.S. Bureau of Labor Statistics, Connecticut Department of Labor, IHS Economics
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Nonagricultural Employment

Nonagricultural employment includes all persons employed except federal military personnel,
the self-employed, proprietors, unpaid family workers, farm and household domestic workers.
Nonagricultural employment is comprised of the broad manufacturing sector and the
nonmanufacturing sector. These two components of nonagricultural employment are discussed
in detail in the following sections.

The following table shows a ten fiscal year historical profile of nonagricultural employment in
the United States, the New England region, and Connecticut.

TABLE 20
NONAGRICULTURAL EMPLOYMENT
(In Thousands)

Fiscal United States New England Connecticut
Year Number % Growth Number % Growth Number % Growth
2006 135,317 1.92 6,966 0.81 1,671 0.82
2007 137,295 1.46 7,036 1.00 1,690 1.14
2008 138,084 0.57 7,087 0.72 1,706 0.98
2009 134,299 (2.74) 6,944 (2.01) 1,665 (2.44)
2010 130,090 (3.13) 6,774 (2.45) 1,606 (3.53)
2011 130,912 0.63 6,825 0.76 1,619 0.79
2012 133,003 1.60 6,906 1.18 1,634 0.93
2013 135,184 1.64 6,987 1.19 1,647 0.83
2014 137,604 1.79 7,074 1.24 1,659 0.69
2015 140,561 2.15 7,175 1.43 1,678 1.20

Source: U.S. Bureau of Labor Statistics, Connecticut Labor Department, IHS Economics

In Connecticut, approximately 47% of total personal income is derived from wages earned by
workers classified in the nonagricultural employment sector. Thus, increases in employment in
this sector lead to increases in personal income growth and consumer demand. In addition,
nonagricultural employment can be used to compare similarities and differences between
economies, whether state or regional, and to observe structural changes within. These factors
make nonagricultural employment figures a valuable indicator of economic activity.

Connecticut experienced positive growth in nonagricultural employment from fiscal year 2004
through fiscal year 2008. After reaching a peak in fiscal year 2008, Connecticut lost approximately
100,000 nonagricultural jobs due to the Great Recession. As of fiscal year 2015 Connecticut had
regained approximately 72,500 nonagricultural jobs. The following chart provides a graphic
presentation of the growth rates in nonagricultural employment for the state, New England
region and nation over a ten fiscal year period.
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NONAGRICULTURAL EMPLOYMENT
FISCAL YEAR GROWTH PERCENT
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The following table shows employment growth rates for the United States and the State of
Connecticut over six decades beginning in state fiscal year 1950. This table highlights the robust
growth of nonagricultural employment for Connecticut prior to 1990 juxtaposed against the
modest 2.2% growth between 1990 and 2000 and the negative 4.5% growth during the 2000-2010
time period which was significantly impacted by the Great Recession. U.S. growth was negative
in the 2000-2010 period for the first time in five decades with a 0.5% decline. Since 2010,
employment growth has increased for both the United States and Connecticut by 8.0% and 4.5%

respectively.
TABLE 21
NONAGRICULTURAL EMPLOYMENT
LONG-TERM GROWTH RATES
(Not Seasonally Adjusted)
Growth Rates Cumulative Growth Rates
Fiscal Year United States Connecticut United States Connecticut
1950-1960 23.4% 24.6% 23.4% 24.6%
1960-1970 31.6% 31.9% 62.4% 64.4%
1970-1980 27.3% 17.8% 106.7% 93.6%
1980-1990 20.4% 16.1% 148.8% 124.8%
1990-2000 20.0% 2.2% 198.7% 129.7%
2000-2010 (0.5%) (4.5%) 197.1% 119.3%
2010-2015 8.0% 4.5% 221.0% 129.2%

Source: U.S. Bureau of Labor Statistics
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Throughout the last two decades, while manufacturing employment in Connecticut has been
steadily declining, employment growth in nonmanufacturing industries has surged. Relatively
rapid growth in the nonmanufacturing sector is a trend that is evident nationwide and reflects
the increased importance of the service industry. This shiftin employment provides for relatively
more stable economic growth in the long run through the moderation of the peaks and troughs
of economic cycles. In fiscal year 2015, approximately 90% of the state’s workforce was employed
in nonmanufacturing jobs, up from roughly 50% in the early 1950s.

The following table depicts the decrease in the ratio of manufacturing employment to total
employment in Connecticut over the last six decades.

TABLE 22
CONNECTICUT RATIO OF MANUFACTURING EMPLOYMENT
TO TOTAL EMPLOYMENT
(In Thousands)

Mfg. Employment
Fiscal Total Manufacturing NonMfg. as a Percentage of
Year Employment Employment Employment Total Employment
1950 766.1 379.9 386.2 49.6
1955 874.7 423.2 451.6 48.4
1960 915.2 407.1 508.1 44.5
1965 1,033.0 436.2 596.8 42.2
1970 1,198.1 441.8 756.3 36.9
1975 1,224.6 389.8 834.8 31.8
1980 1,428.4 440.8 987.6 30.9
1985 1,558.2 408.0 1,150.2 26.2
1990 1,623.5 341.0 1,282.5 21.0
1995 1,556.4 251.9 1,304.6 16.2
2000 1,682.1 236.8 1,445.4 14.1
2005 1,657.1 196.4 1,460.7 11.9
2010 1,605.9 165.5 1,440.4 10.3
2015 1,678.5 159.5 1,519.0 9.5

Source: U.S. Bureau of Labor Statistics, Connecticut Labor Department

The graph on the right provides a breakdown of Connecticut employment in fiscal year 2015. As
is evident, Connecticut employment is highly concentrated in nonmanufacturing employment
sectors with only 9.5% of Connecticut laborers employed in the manufacturing sector. The
services sector, which includes the professional and business, education and health, and leisure
and hospitality segments (included in Other Services), is clearly the leading sector with 41.5% of
those working employed in that classification.
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Manufacturing Employment

Even with declines in overall manufacturing employment, the ratio of manufacturing
employment to total employment still defines Connecticut as one of the major manufacturing and
industrial states in the country. Based on the level of personal income derived from this sector,
Connecticut ranks twentieth in the nation for its dependency on manufacturing. Within this
broad definition, the manufacturing sector can be further broken down into several major
components.

Over the last decade the state’s distribution of manufacturing employment has remained
relatively stable. Defense expenditures have stabilized the transportation equipment sector as
evidenced by the percentage of total state manufacturing employment in that sector at 22.0% in
fiscal year 2005 and 25.1% in fiscal year 2015. The fabricated metals production sector
employment figures as a percent of total state manufacturing have remained stable over the past
decade at approximately 17.3% in fiscal 2005 and 18.5% in fiscal 2015. The other major
manufacturing sectors, electrical equipment and appliances and chemicals, make up
approximately 5.5% and 6.2% of the total manufacturing sector respectively in fiscal 2015. The
distribution of employment figures within the manufacturing sector highlights that Connecticut
manufacturing is diversified, but has a greater reliance on the metals and transportation
equipment sectors.

Fiscal Year 2015 Connecticut Employment

Gove rnznent Manufacturing
14.2% 9.5%
Other d
Nonmanufacturing Trans p- ,."ljra ¢
5.3% & Utilitie s
18.1%
Other Services

12.9%

Finance (FIRE)
7.7%
Professional &

Business
12.8%

Education & Health
19.6%
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COMPARISON OF MANUFACTURING EMPLOYMENT IN CERTAIN SECTORS
(As A Percentage Of Total Manufacturing Employment)
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In fiscal year 2015, manufacturing employment in the state and New England declined by 0.98%
and 0.30% respectively. In contrast, the United States continued an upward trend with a growth
rate of 1.62%.

TABLE 23
MANUFACTURING EMPLOYMENT
(In Thousands)

Fiscal United States New England Connecticut
Year Number % Growth  Number % Growth  Number % Growth
2006 14,204.3 (0.59) 726.0 (2.18) 193.7 (1.38)
2007 14,030.3 (1.22) 715.2 (1.49) 191.9 (0.91)
2008 13,710.1 (2.28) 701.5 (1.90) 188.7 (1.70)
2009 12,655.1 (7.70) 659.4 (6.00) 179.8 4.71)
2010 11,527.7 (8.91) 607.0 (7.95) 165.5 (7.93)
2011 11,624.7 0.84 606.6 (0.06) 165.5 (0.01)
2012 11,833.8 1.80 606.2 (0.07) 165.2 (0.19)
2013 11,978.3 1.22 602.8 (0.57) 163.3 (1.11)
2014 12,086.8 0.64 600.2 (0.43) 161.1 (1.41)
2015 12,282.5 1.62 598.3 (0.30) 159.5 (0.98)

Source: U.S. Bureau of Labor Statistics, Connecticut Labor Department

-27 -



Economic Report of the Governor

Historically, manufacturing employment closely parallels the business cycle, typically expanding
when the economy is healthy and contracting during recessionary periods, as it did during the
early 1980s. However, this relationship changed in the latter part of the 1980s, as contractions in
manufacturing employment were not initially accompanied by a recession. Other factors, such
as heightened foreign competition, smaller defense budgets, and improved productivity, played
a significant role in affecting the overall level of manufacturing employment in Connecticut.

The erosion of the state’s manufacturing base reflects the national trend away from traditional
industries, both durable and nondurable. More of U.S. demand is being satisfied by foreign
producers who can manufacture goods more cheaply. The upward trend of higher productivity
has enabled Connecticut manufacturers to make more with fewer workers. Even with the
structural change, manufacturing employment in Connecticut still accounts for 9.5% of all
nonfarm payroll jobs, compared with 8.7% in the U.S. and 8.3% in New England through fiscal
year 2015. The following table provides a breakdown of the state’s manufacturing employment
by industry and indicates percentage changes for the year and for a ten year period for each of
the manufacturing sectors.

MANUFACTURING EMPLOYMENT
FISCAL YEAR GROWTH BY PERCENT
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Source: U.S. Bureau of Labor Statistics, Connecticut Labor Department

Manufacturing employment showed no signs of improvement in fiscal year 2015 over fiscal year
2014. Printing and related support activities was the only industry with employment growth of
0.3% over fiscal year 2015. The largest reductions in employment were seen in electrical
equipment and applicances which dropped 5.2%, and chemicals production which dropped 2.6%
over the same period. The percent change from fiscal year 2006 to 2015 demonstrates the overall
decline in manufacturing employment over the last decade.
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TABLE 24
CONNECTICUT MANUFACTURING EMPLOYMENT BY INDUSTRY
(In Thousands)
Percent Change
FY FY FY FY 2014to  FY 2006 to
Industry 2006 2014 2015 FY 2015 FY 2015
Transportation Equipment 43.6 40.6 40.0 (1.7) (8.3)
Fabricated Metal Production 33.8 30.1 29.5 (2.1) (12.6)
Electrical Equipment & Appl. 10.5 9.3 8.8 6.2) (15.8)
Chemicals 16.4 10.2 9.9 (2.6) (39.4)
Printing & Related Support 8.0 51 51 0.3 (35.9)
Industrial Machinery 18.0 14.0 13.9 (1.0) (22.9)
All Other 63.5 51.7 52.3 1.2 (17.7)
Total Mfg. Employment 193.7 161.1 159.5 (1.0) (17.7)

Source: U.S. Bureau of Economic Analysis, Connecticut Labor Department, IHS Economics
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The following table ranks the 50 states in terms of their relative dependence on manufacturing
wages as a percentage of total personal income.

State
Indiana
Wisconsin
Michigan
Iowa
Ohio
South Carolina
Kentucky
Alabama
New Hampshire
Minnesota
Kansas
Oregon
Mississippi
Tennessee
North Carolina
Illinois
Arkansas
Idaho
Washington
Connecticut
Vermont
Utah
Pennsylvania
Missouri
California

Personal
Income
$403,949
54,926
198,979
405,228
1,262,653
90,094
38,549
51,957
172,274
260,510
524,836
67,614
268,635
427,004
44,265
41,430
330,326
1,118,230
871,164
41,774
79,002
118,562
32,375
40,707
66,761

Mfg.
Wage
$21,153
2,874
10,280
20,916
64,543
4,530
1,929
2,461
7,990
11,416
22,085
2,793
9,527
14,634
1,486
1,226
8,618
25,448
19,683
888
1,641
2,277
620
650
589

TABLE 25
MANUFACTURING WAGES AS A PERCENT OF PERSONAL INCOME BY STATE
Fiscal Year 2015
(In Millions)

Personal Mfg.
Income Wage %  Rank State
$266,219 $31,852 11.96% 26  Georgia
258,418 26,939 1042% 27 Maine
411,388 37,891 9.21% 28 Louisiana
139,997 12,034 8.60% 29 Massachusetts
497,064 40,225 8.09% 30  Texas
181,497 13,813 7.61% 31  Nebraska
168,559 12,778 7.58% 32  South Dakota
185,972 13,824 7.43% 33 RhodeIsland
71,235 5083 7.14% 34  Oklahoma
273,749 19,352 7.07% 35  Arizona
131,957 9324 7.07% 36  New Jersey
168,246 11,752 6.98% 37  West Virginia
104,507 7058 6.75% 38 Colorado
270,271 18,118 6.70% 39  Virginia
399,059 25948 6.50% 40 Delaware
622,416 39,541 6.35% 41  North Dakota
114,045 7035 6.17% 42  Maryland
61,086 3,708 6.07% 43 New York
359,256 21,803 6.07% 44  Florida
237,132 14316 6.04% 45 Montana
29,513 1,765 598% 46  New Mexico
113,577 6,698 590% 47 Nevada
619,904 34,648 559% 48  Wyoming
255,872 14,219 556% 49  Alaska
1,992,499 106,678 5.35% 50 Hawaii
$14,991,944 $790,141 5.27%

United States

Source: U.S. Department of Commerce, Bureau of Economic Analysis, IHS Economics
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Nonmanufacturing Employment

The nonmanufacturing sector is comprised of industries that provide a service. Services differ
significantly from manufactured goods in that the output is generally intangible, it is produced
and consumed concurrently, and it cannot be inventoried. Connecticut’s nonmanufacturing
sector consists of the industries listed in the following table. Over the last three decades,
nonmanufacturing employment has risen in importance to the Connecticut economy, reflecting
the overall national trend away from manufacturing.

Nonmanufacturing employment gained approximately 21,475 positions and increased by
approximately 1.4% from fiscal year 2014 to 2015. This growth was due in large part to an increase
in the services sector which grew by 2.1% (15,833 additional employed). The education and health
sector also experienced the largest percentage growth from fiscal year 2006 to 2015 with a 19.0%
gain during that period.

The following table provides detail on Connecticut’s nonmanufacturing employment by industry
and indicates percentage changes for the year and over a ten year period for each of the sectors.

TABLE 26
CONNECTICUT NONMANUFACTURING EMPLOYMENT BY INDUSTRY
(In Thousands)
Percent Change
FY FY FY FY 2014 to FY 2006 to

Industry 2006 2014 2015 FY 2015 FY 2015
Construction & Mining 67.18 55.02 56.98 3.56 (15.18)
Information 37.84 32.04 31.68 (1.14) (16.30)
Transp., Trade & Utilities 310.86 299.92 303.28 1.12 (2.44)

Transp., & Warehousing 43.98 44.71 45.68 2.19 3.88

Utilities 8.31 7.49 7.37 (1.61) (11.22)

Wholesale 67.17 63.12 62.84 (0.45) (6.44)

Retail 191.41 184.60 187.38 1.50 (2.11)
Finance (FIRE) 143.29 129.23 129.12 (0.09) (9.89)

Finance & Insurance 122.32 110.19 109.60 (0.54) (10.40)

Real Estate 20.97 19.04 19.52 2.49 (6.95)
Services 672.95 743.72 759.56 2.13 12.87

Professional & Business 203.00 209.46 214.14 2.24 5.49

Education & Health 276.07 322.48 328.40 1.83 18.95

Leisure & Hospitality 130.80 149.33 153.68 2.92 17.49

All Other Services 63.07 62.46 63.33 1.40 0.41
Government 244.96 237.57 238.39 0.34 (2.68)

Federal 19.77 17.31 17.54 1.35 (11.26)

State & Local 225.19 220.27 220.85 0.26 (1.93)
Total Nonmanufacturing

Employment 1,477.07 1,497.52 1,518.99 1.43 2.84

Note: Totals may not agree with detail due to rounding.
Source: U.S. Department of Commerce, Bureau of Economic Analysis, IHS Economics
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The following chart provides a comparison of select nonmanufacturing sectors in Connecticut to

national results.

COMPARISON OF NONMANUFACTURING EMPLOYMENT IN CERTAIN SECTORS
(As A Percentage Of Total Non-Manufacturing Employment)
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The following table and chart provide a ten fiscal year profile of nonmanufacturing employment
in the United States, the New England region, and Connecticut.

TABLE 27
NONMANUFACTURING EMPLOYMENT
(In Thousands)
Fiscal United States New England Connecticut
Year Number % Growth  Number % Growth  Number % Growth
2006 121,113 2.2 6,240 1.2 1,477 1.1
2007 123,265 1.8 6,321 1.3 1,498 14
2008 124,374 0.9 6,385 1.0 1,518 1.3
2009 121,644 (2.2) 6,285 (1.6) 1,485 (2.2)
2010 118,562 (2.5) 6,167 (1.9) 1,440 (3.0
2011 119,287 0.6 6,219 0.8 1,453 0.9
2012 121,169 1.6 6,299 1.3 1,468 1.1
2013 123,206 1.7 6,385 14 1,484 1.0
2014 125,518 1.9 6,474 14 1,498 0.9
2015 128,278 2.2 6,577 1.6 1,519 14

Source: U.S. Bureau of Labor Statistics, Connecticut Labor Department
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NONMANUFACTING EMPLOYMENT
FISCAL YEAR GROWTH BY PERCENT
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Average annual salaries for Connecticut's nonmanufacturing industries are listed in the
following table. The figures were derived by dividing total wage and salary disbursements by
employment. Percent changes over the previous year and over the decade are also provided.

TABLE 28
AVERAGE CONNECTICUT NONMANUFACTURING ANNUAL SALARIES
Percent Change
FY FY FY FY 2014 to FY 2006 to

Industry 2006 2014 2015 FY 2015 FY 2015
Construction $53,793 $61,768 $63,782 3.3 18.6
Information 64,348 90,384 98,019 8.4 52.3
Transp., Trade & Utilities 42,798 47,072 47,759 1.5 11.6
Wholesale Trade 76,014 87,474 90,749 3.7 194
Retail Trade 29,783 31,903 32,182 0.9 8.1
Finance, Ins. & Real Estate 123,765 146,008 152,593 4.5 23.3
Professional & Business Services 66,116 83,880 85,909 24 29.9
Education & Health Services 42,620 50,770 50,775 0.0 19.1
Leisure & Hospitality Services 21,099 22,944 23,321 1.6 10.5
Government 48,511 58,396 59,747 2.3 23.2
Federal 84,704 104,844 104,254 (0.6) 23.1
State and Local 47,773 57,363 58,651 2.2 22.8

Source: U.S. Bureau of Economic Analysis, IHS Economics
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Unemployment Rate

The unemployment rate is the proportion of persons in the civilian labor force who do not have
jobs but are actively looking for work. The rate is based upon a monthly survey in which
household members are asked a series of questions, one of which is whether a jobless person has
looked for work at some time during the preceding four weeks. Those looking for work are
considered in the labor force but unemployed. The following table shows the unemployment
rate for the U.S., the New England region, and Connecticut over a ten year period.
Unemployment rates have fallen considerable since the end of the recession, but remain elevated
by historical standards. Connecticut’'s unemployment rate for FY 2015 was 6.3% compared to a
national average of 5.7%.
TABLE 29
UNEMPLOYMENT RATES (%)

Fiscal Year United States New England Connecticut

2006 4.8 4.6 4.6
2007 45 45 43
2008 5.0 4.8 49
2009 7.6 7.0 6.9
2010 9.8 8.5 8.8
2011 9.3 8.0 9.1
2012 8.5 74 8.4
2013 7.8 7.1 8.1
2014 6.8 6.3 7.1
2015 5.7 5.4 6.3
UNEMPLOYMENT RATES
BY FISCAL YEAR
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8.0 1
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Source: U.S. Bureau of Labor Statistics, IHS Economics
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SECTOR ANALYSIS

Energy

The cost of energy has an outsized impact on the economy. For most consumers, transportation
and household energy are major and unavoidable expenses, and their cost can affect other
spending decisions. Because the U.S. is a net importer of energy, changes in the global energy
market often result in changes in the domestic economy. All of the nation’s recessions in recent
history were concurrent with energy disruptions that occurred worldwide: in 1973 (Arab Oil
Embargo), in 1979 (Iranian Revolution), in 1981 (Iran/Iraq war), and in in 1991 (Iraq invasion of
Kuwait). The March 2001 recession followed an energy supply disturbance that occurred in late
2000 when petroleum inventories remained relatively low and the price reached a then-record
high of $37.80 per barrel, the highest since the Gulf War of 1991. The last recession, which began
in December 2007, was preceded by a hike in oil prices accompanied by the joint crises in the
housing and financial markets. West Texas Intermediate (WTI) crude oil crept up to a monthly
average high of $94.62 a barrel in November 2007, up nearly 60% from a year earlier. The price
continued to rise to an all-time monthly record high of $133.93 a barrel in June 2008.

Just as increases in the price of oil can negatively impact consumers, price decreases can put
money back into consumer’s pockets. Price declines occurred during 2014 and 2015, and these
savings will have a positive impact on Connecticut residents. In 2014, each Connecticut
household consumed an average of 1,050 gallons of gasoline. This means that for each ten cent
decrease in gas, Connecticut households will save an average of $105.00 per year. According to
AAA’s Daily Fuel Gauge Report, the cost of gasoline in Connecticut was $2.07 on December 10,
2015, compared to $2.995 the same time one year ago, and $3.662 the same time two years ago.
On an annualized basis, the decrease from 2014 to 2015 would result in an average savings of
$803 per Connecticut household, or over $1.0 billion statewide.

The United States, like the rest of the industrialized world, relies heavily on three fossil fuels:
crude oil, coal, and natural gas. The following three sections describe energy production and
consumption for the world, the United States, and Connecticut.

Worldwide

World oil supply and demand increased slightly in 2014 from 2013 levels. Demand from
emerging economies continued to rise. World oil supply and demand among countries or regions
continued to be significantly imbalanced. The following table illustrates the disparity between
the world’s suppliers of oil and its users. Members of the Organization of Petroleum Exporting
Countries (OPEC) continued to supply more oil than they consumed. As an example, Saudi
Arabia produced 11.51 million barrels per day (MBPD) while consuming 3.19 MBPD, generating
an 8.32 MBPD surplus. The Organization for Economic Cooperation and Development (OECD),
on the other hand, consumed more than it supplied. In 2014, the OECD consumed 45.06 MBPD,
while supplying only 22.49 MBPD, registering a 22.57 MBPD deficit.
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TABLE 30
WORLD OIL SUPPLY AND DEMAND
Calendar Year 2014
Supply Demand
Millions Millions
of Barrels % of of Barrels % of
Per Day Total Per Day Total
Total OECD (a) 22.49 25.4% Total OECD 45.06 48.9%
United States 11.64 13.1%  United States 19.04 20.7%
Canada 4.29 48%  Canada 2.37 2.6%
Mexico 2.78 3.1%  Mexico 1.94 2.1%
Other OECD 3.77 43%  Japan 4.30 4.7%
Germany 2.37 2.6%
Total OPEC (b) 36.59 41.3%  France 1.62 1.8%
Saudi Arabia 11.51 13.0%  Italy 1.20 1.3%
United Arab Emirates 3.71 42%  United Kingdom 1.50 1.6%
Iran 3.61 41%  Other OECD 10.73 11.6%
Iraq 3.29 3.7%

Other OPEC 14.48 16.3% Total Non-OECD 47.03 51.1%
Russia 3.20 3.5%
All Other 29.59 33.4%  China 11.06 12.0%
Russia 10.84 12.2%  India 3.85 4.2%
China 4.25 4.8%  Saudi Arabia 3.19 3.5%
Other 14.51 16.4%  Other 25.75 28.0%
Total 2014 Supply 88.67 100.0% Total 2014 Demand  92.09 100.0%

Total 2013 Supply 86.58 Total 2013 Demand 91.24
Change 2.09 2.4%  Change 0.84 0.9%

Note:
(a) The OECD includes the United States, Western and some Eastern European countries, some
Latin American countries, Israel, Australia, Canada, Japan, and New Zealand.
(b) The OPEC includes Algeria, Gabon, Indonesia, Iran, Iraq, Kuwait, Libya, Nigeria, Qatar,
Saudi Arabia, the United Arab Emirates, and Venezuela.
Totals may not add due to rounding.
Source: BP Statistical Review of World Energy, June 2015

The United States has become increasingly less reliant on foreign o0il due to the development of
new oil production technologies as well as increasing fuel efficiency. The nation consumed 19.04
MBPD in 2014, up slightly from 18.96 MBPD consumed in 2013. The country supplied 11.64
MBPD in 2014, up from 10.07 MPBD supplied in 2013. The country had a 38.8% dependency rate
on foreign oil supplies, the lowest rate since 1986. The U.S. accounted for 20.7% of global demand
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and 13.1% of global supply. Deficits between supply and demand also exist in larger economies
such as China, Japan, France, and Germany.

Demand in China and India, the world’s two most populous countries, continued its upward
trend, accounting for 16.2% of the worldwide demand total in 2014, up from 5.6% in 1991. China,
the world’s second largest consumer, switched from a net exporter of oil in 1993, and began
running an increasing oil deficit as its economy continued to grow at a brisk pace. In 2014 China
consumed 11.06 MBPD while supplying 4.25 MBPD, registering a 6.81 MBPD deficit. China had
a 61.6% dependence rate on foreign oil, significantly ahead of the United States.

Table 30 shows world oil and natural gas reserves by country. Oil or natural gas reserves are the
estimated quantities that are recoverable in the future from known reservoirs under existing
technological, operating, and economic conditions. Resources that currently are not
technologically recoverable but could become recoverable in the future as technologies advance
may also be added to the reserve. Energy companies whose equities are traded on the U.S. stock
market are required to report their holdings of proved reserves.

Total world oil reserves increased 6.7 billion barrels (BBs) to 1,655.6 BBs in 2014. Reserves remain
concentrated in the Middle East. Venezuela increasingly holds a significant percentage of the
world’s proven oil reserves as well; the country’s reserves have now surpassed those of Saudi
Arabia. Canada also shares a major portion of the world’s oil reserves due to the tar sands in
Alberta, Canada. Canada’s resources could potentially help the U.S. shift its dependency on
Middle Eastern oil. U.S. oil reserves increased by more than 3 BBs to 36.5 BBs in 2014 according
to the Energy Information Administration (EIA).

Total world natural gas reserves increased 127.3 trillion cubic feet (TCFs) in 2014 to 6,972.5 TCFs
according to the EIA. Russia, a significant exporter of natural gas to Europe, held 24.2% of these
reserves. Middle Eastern countries held 40.3% of world reserves. Natural gas reserves in the
United States have increased in recent years due to the development of horizontal drilling and
hydraulic fracturing (“fracking”) technologies used to extract shale gas. During a five year period
from 2009-2014 proven reserves in the U.S. increased 105.0 TCFs, or 37.0%.

World energy reserves continue to mirror the pattern of disparity found in the oil supply market.
The share of world oil reserves held by all OPEC countries is 72.8%. The Middle East controls
48.5% of world oil reserves with Saudi Arabia controlling approximately 16.2% of the total,
followed by Iran’s 9.5% and Iraq’'s 8.5%. The Middle East countries controlled 40.3% of natural
gas reserves.
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TABLE 31
WORLD OIL & NATURAL GAS RESERVES
Calendar Year 2014
QOil Gas
Billions of % of Trillions of % of
Barrels Total Cubic Feet Total

North America 219.8 13.3% 422.1 6.1%

United States 36.5 2.2% 338.3 4.9%

Mexico 10.1 0.6% 17.1 0.2%

Canada 173.2 10.5% 66.7 1.0%
Central & South America 328.3 19.8% 277.6 4.0%

Venezuela 297.7 18.0% 196.4 2.8%
Europe and Eurasia 131.2 7.9% 2,313.7 33.2%

European Union 5.9 0.4% 59.2 0.8%

Russia 80.0 4.8% 1,688.0 24.2%
Middle East 803.6 48.5% 2,812.8 40.3%

Saudi Arabia 268.4 16.2% 290.8 4.2%

Iran 157.3 9.5% 1,193.0 17.1%

Iraq 140.3 8.5% 111.5 1.6%

Kuwait 104.0 6.3% 63.5 0.9%

Qatar 25.2 1.5% 885.3 12.7%
Africa 126.7 7.7% 606.0 8.7%

Libya 48.5 2.9% 54.7 0.8%

Nigeria 37.1 2.2% 180.7 2.6%
Asia Pacific 46.0 2.8% 540.4 7.8%
Total 2014 estimate 1,655.6 100.0% 6,972.5 100.0%
Total 2013 estimate 1,648.9 6,845.2
Change 6.7 0.4% 127.3 1.9%

Note: * Comprises the continents of Europe and Asia
Totals may not add due to rounding.
Source: U.S. Department of Energy, Energy Information Administration (EIA)

United States

The U.S. has the largest demand for world oil. While the country contains 4.4% of the world
population and produces 13.1% of world oil, it consumes 20.7% of world oil. The nation has long
been a net energy importer, although America’s energy dependence has decreased in recent
years. According to the Energy Infor