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CONNECTICUT UPGRADED BY MOODY’S TO AA3 FROM A1 
The ratings agency’s recent upgrade is Connecticut’s first such upgrade in decades, and is first U.S. 

state to be upgraded by Moody’s since November 2019.  
 

The State of Connecticut was recently upgraded by Moody's Investor Service to Aa3 from A1. This 
upgrade represents the first the state has received since 2001 and the first upgrade Moody's has 
given any state since November 2019. In our view, the well-deserved upgrade represents the 
culmination of a several years-long positive credit trend that began when the Lamont administration 
took office in 2018. At that time, we targeted the state as a potentially improving credit scenario, 
citing the hope of improved governance, a trend of increasing fund balances and reserves, and the 
state's continued high wealth indicators as a primary reason for our projection.  
 

Improving Budgetary Conditions and Reserves 
Connecticut’s year-end general fund balance in FY 2020 is $2.29B, more than double its year-end 
balance in FY 2018. Furthermore, the state's revenue volatility cap, introduced in 2018, has led to 
significant year-end transfers from the General Fund to the state's Budgetary Reserve Fund, 
colloquially known as the Rainy Day Fund. This has helped bring the Rainy Day Fund to its defined 
limit of 15% of annual General Fund expenditures, or $3.03B. In fact, the FY 2020 revenue volatility 
cap transfer was so large, it actually exceeded the 15% limit, causing remaining funds to be 
transferred into the state's pension funds. Overall, Connecticut is projected to have total reserves of 
$3.75B by the end of the current fiscal year, which would put total reserves at 19% of annual General 
Fund expenditures - a very strong ratio, in our view. 
 

High Wealth Levels Provide Pandemic Insulation 
While nobody could have predicted the pandemic, Connecticut's high wealth levels helped to insulate 
the state from negative fiscal effects on a relative basis. Connecticut's white-collar and high-earning 
workforce was relatively unaffected from an employment standpoint, meaning incomes continued to 
be collected and taxes continued to be paid. Compare this with states that have a higher 
concentration of lower wage-earners, which saw higher rates of unemployment during the pandemic, 
and overall Connecticut's tax revenue losses were not as severe. In fact, Connecticut was among 
several states that actually saw a higher-than-expected tax collections, during the pandemic, which 
have also been buoyed by soaring stock prices. The budget, as initially crafted, was expected to 
have an $800MM deficit. Thanks to stronger tax collections to date, that deficit is expected to be 
essentially eliminated. 
 

U.S. States Massive Beneficiaries of American Recovery Plan 
We additionally see Connecticut as a massive beneficiary of the American Rescue Plan, which grants 
$195B to state and local governments. Connecticut specifically will be receiving approximately $2.6B 
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directly as part of the legislation. It is difficult to overstate the degree to which this will be a positive 
credit impulse, in our view. The state can not only close the remaining budgetary gap (if any) without 
drawing down on reserves, but can also look to fortify its reserves, enhance transportation funding, 
and even potentially continue to chip away at its pension liabilities.  
 

Market Conditions Reflecting Our Prediction 
The market for Connecticut bonds has improved significantly since we began adding the credit to 
client portfolios in 2018. The broader municipal investor community has begun to recognize the 
improved credit conditions that we identified almost three years ago. Current market prices for 
Connecticut GO’s, due in ten years, is approximately 23 basis points more than AAA benchmark 
bonds.  This is the tightest spread dating back at least eight years. CIM purchased CT GO’s at 
significantly wider levels and, as a result, our clients have enjoyed higher yields and meaningful price 
appreciation by way of spread compression, as the states outlook continues to improve.   
 

 

 

 

 

 

 

 

 

 

 

 

 

Please remember that past performance may not be indicative of future results.  Different types of investments involve varying degrees 

of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or product made 
reference to directly or indirectly in this newsletter (article), will be profitable, equal any corresponding indicated historical performance 

level(s), or be suitable for your portfolio.  Due to various factors, including changing market conditions, the content may no longer be 

reflective of current opinions or positions.  Moreover, you should not assume that any discussion or information contained in this article 
serves as the receipt of, or as a substitute for, personalized investment advice from Clinton Investment Management, LLC.  Please 

remember to contact Clinton Investment Management, LLC if there are any changes in your personal/financial situation or investment 

objectives for the purpose of reviewing/evaluating/revising our previous recommendations and/or services. Please also advise us if you 
would like to impose, add, or to modify any reasonable restrictions to our investment advisory services. A copy of our current written 

disclosure statement discussing our advisory services and fees remains available for your review upon request. 


