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Good day. My name is Peter M. Gioia. I am the economist for the Connecticut Business
and Industry Association (CBIA). CBIA represents about 10,000 firms, which employ
approximately 700,000 women and men in Connecticut. Our membership includes firms of all
sizes and types, the vast majority of which are small businesses with fewer than 50 people.

CBIA wishes to comment upon H.B. No. 6350 AN ACT CONCERNING THE
BUDGET FOR THE BIENNIUM ENDING JUNE 30, 2015, AND OTHER PROVISIONS
RELATING TO REVENUE. Before I comment on the bill itself 1’d like to say as an observer
of the state economy and the state budget for over 30 years the only way the state will get itself
out of'its fiscal predicament is to grow our economy, Therefore, focusing upon what you as
legislators can do to help our economy recover stronger and faster will ultimately help your work
on the commitiee.

CBIA believes that substantial adjustments are required to improve this bill. CBIA urges a
bipartisan effort working with the Governor to identify additional savings so the budget can be
modified without tax increases or an overall increase in spending above the current, rather than
proposed and modified spending cap-which would create a better budget. It is imperative that the
original spending cap be respected in the budget process. Our attached Government Affairs
Report article — “Why Connecticut Has (and Must Protect) a Spending Cap,” details our
concerns on this issue. We urge the committee to explore more areas to obtain efficiencies and
restructure service provision to get sustainable savings for this and future budget years. We have
attached a summary version of our, Turning the Tide report to assist you with suggestion in that
area.

Connecticut must effectively manage its state budget to provide confidence for investors
to create jobs that will have a positive effect on our economy. The more effective and efficient
that government is, the better our business climate will be and the sooner we will see new good
jobs created. In addition, Connecticut will be better able to compete with other states to grow and
retain existing businesses as well as bring new companies into our state.
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Policies that help and not hinder the recovering economy are essenfial to solving our
state’s long-term budget problems. Only a strong economy and confidence in our government
can provide the jobs people need and the revenues necessary to underwrite essential state
services now and in the future.

Therefore, making Connecticut government more efficient isn't just a desired goal--it's
essential to building and sustaining a healthy economy and an improved quality of life. While the
economy is improving we still see some firms struggling and few are confident enough to add
significant numbers of jobs. Substantial downside risks remain to the economy with federal
sequester and debt ceiling issues, implementation of the Affordable Care Act, financial issues in
the European Union and unrest in the Near East and Africa.

Connecticut’s fiscal situation has come out of a severe crisis, but serious problems still
remain. Now is still the time to be prudent in spending and to seek out and seize opportunities for
cost savings. It’s also the time for careful and calculated investments that enhance recovery.
Some areas of the recommended budget that we think are especially noteworthy include:

Initiatives to continue to enhance educational achievement and further recent significant
educational reform

Ongoing support of the special “jobs session” initiatives
Continued efforts at corrections’ reforms and long-term care reforms
Measures to improve efficiency and restructure agencies

- But, we think more cuts are essential to reduce the budget to under the original cap, likely
deficiencies in some entitlement areas, and concerns raised by “present level” out year spending.

These reductions could come in many areas but we’d like to cite five. First, cost savings
from union members due to a “suggestion box” and information technology suggestion have yet
to be realized. We think it’s imperative that the legislature vigorously press for these agreed upon
cost savings responsibilities to be realized. The administration has lived wup to its no layoffs
pledge, but the SEBAC has yet to provide millions in savings it promised. The recommended
budget provides $269 million in union raises but doesn’t sunset corporate, insurance or energy
producer business taxes. The legislature should DEMAND the union savings. |

Second, the revised plan continues some initiatives to increase the use of home care vs,
nursing home care where appropriate. We agree with these efforts but would appreciate a more
comprehensive effort at easing home care options as outlined in the CT 21 report on long term
care (see: http://www.ct21.org/ } The potential to save millions of dollars exists with a more
concerted, major effort in this area.




Third, it continues to enhance and support the efforts at prison reform and recidivism
reduction in corrections. A solid effort is underway here but the committee should see if strategic
investments or changes might produce both cost savings now and more over the long term.

Fourth, we were pleased that the Governor recommended and the General Assembly
passed LEAN initiatives in several agencies to speed permitting during the special October 2011
session. But, a lot more can be done with LEAN management techniques. Expanding a
comprehensive LEAN effort to all the major agencies ought to improve effectiveness and
customer service, increase efficiency and over time see substantial cost savings. As fore
- mentioned we are not out of the woods on fiscal challenges, efforts here could preserve vital
programs in future years by LEANing waste.

Fifth, more needs to be done to better use non-profits to provide services. A report from
CT-21 will be shortly forthcoming on this.

Finally we are encouraged that the Governor wants to increase agency consolidation. We
hope through reassignment and attrition he can achieve better economies of scale with such
consolidations.

The Governor’s plan is therefore a starting point for continuing budget adjustments. It is
imperative that the legislature build on his recommendations with solid initiatives to save
additional dollars and create the frame work to undertake critical analysis of agency and program
spending so adjustment can continue in the following vears.

While controlling state spending is a substantial and difficult task, we hope the committec
and the General Assembly will make the necessary difficult decisions that will provide an
improved fiscal climate for our state while fully protecting our fragile economy. CBIA trusts that
the General Assembly will see to it that the budget is used as a iool to help create future
economic growth that will lead to higher personal income and ensuring greater budget flexibility
in future years. Thank you for the opportunity to present this testimony.

Attachments: GAR Spending Cap article, Summary of Turning the Tide report






TURNING THE TIDE
OF ETETE SPENDING

o

Why Connecticut Has (and Must Protect) a Spending Cap

he first thing you have to know about
the state’s constitutional spending cap
is that over its 20-yaar history it hasn't

"stopped the state budget from growing, but
" it has slowead it down.

In fact, since tha cap was put in place in 1992,
state'spending has increased 153%,
outpacing Connecticut's population growth
andthe inflation rate.

More to the point is trying to imagine where
we'd be without the cap. And why we need
fo protect it

Big trouble

Connecticut was in hig trouble In the late
1980s. "Black Monday” hit in October 1987,
signaling the end of a bullish economy. And
when the Berlin Wall came down in 1989-90,
it was great political news that nonetheless
caused a major reduction in defense
spending—a cornerstone of Connecticut’s
ECOonomy.

Meanwhile, Connacticut was in the midst of a
major spending binge. Double-digit
percentage increases in state spending were
routine in the 18980s—with an average
growth rate of 11% during the decade.

Year-Over-Year Budget Increases

Massive state program expansions fueled
spending hikes, produced a mountain of
state ligbilities, and created the state's

first billion-doltar budget deficits in the eary
1990s.

Business confidence, the economy, jobs3 and
the state's finances were all, like the Berlin
Wall, falling down,

‘Enoughl’

Part of then-Gov. Lowell Welcker's response
to the crisis was to propose & broad-based
income tax, the state's first. Opposition from
both sides of the political alsle was fierce, to
say the least.
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And saying they had had enough, ta%payers
demanded a way to keep state spending
within their ability to pay for it.

A compromise was reached in which the
income tax came in with major strings
attached—a spending cap along with other .
spending controls that included biennial bud-
geting, mandatory five-year revenue fore-
casting, the governor's rescission authority,
and recrganizations within state govémment

“The cap was intencled to be tough and
designed to give future governors and the
legislature fits e managing to stay within "
says Pete Gioia, CBIA economist, *lt was pain
for pain, quid pro guo-—-taxpayers would have
to face an income tax but policymakers
wolld forever be forced to control state
spending.”

Loud and clear

In a very loud statement, more than 81% of
Connecticut residents voted for the spending
cap in 1992 in the deal that included the
income tax.

The cap ties state spending to the growthin
personal income in Connecticut—as deter-
rnired by the greater of the current of rate of
inflation or five-year average of the annual

personal incomne growth for the state (as
cornpiled by the federal Bureau of Economic
Analysis).

| Some called it "the taxpayers savior”

Confidence Boost

The cap and the tightened controls hélped
put Connecticut back on a-sounder fiscal
foundation, restrained fe growh of «Tale
spending, and over the years even praduced
periodic surpluses that were used for sign - -
cant state projects.

Best of all, Connecticur's indv.udl sty o
and businesses werg right on the mongy—tre
cap resiored business

confidence in the state and produced

a renewal of economic growth and job cre-
ation.

Then and Now

Back then, everybody recognized the crisis
and realized they had to responct It was a
very turnultuous time that riveted the atten-
tion of taxpayars and policymakers.

This year, Connecticut faces ancther

Continued
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Why We Have (and Must Protect) a Spiendi'l_i'g'Cap

Continued from Fage 1

rmultibillion-dollar staté budget deficit as rev-

enues continue to drop. A struggling econo-
my and changing state tax base have made

even the current rate of state spending unaf-
fordable for taxpayers.

While it has helped apply the brakes, the cap
hasn't stopped the budget, or state govern-
ment programs, from growing.

We again face a fiscal crisis.

Yet the response from some policymakers 1s
not to address state spending, but to explore
ways to circumvent the cap.

The cap can be excaeded, and has been,
if the governor declares an ernergency or the

existence of extraordinary circumstances and |

if a minimum of three-fifths
of each chamber of the General Assermbly
agrees,

It can also be modified with the sare three-
fifths legisiative agreement.

To Exempt or Not to Exempt

The governor's budget proposes to modify
the cap to allow for new requirements the
state is facing under the Affordable Care Act.
That's the kind of exception that was envi-
sioned, and exempted, when the cap was
adopted.

However, the governor also wants to exernpt
certain spencing on state dekt, for teachers’
and state employees’ retirement accounts,

But that’s not what the cap’s creators envi-
sioned.

“There was a lot of debate over what was fo
be in and what was to be out of the cap as it
was being developed,” says Gioia.

“An area discussed and expilicitly not exclud-
ed was state employee and teacher pensions
and other-than-pension retirement benefits,

That's because, he explains, "the crafters of
the cap knew this could become a problem—

at the time. the administration”had just negio-
tiated with the unions to forego two pension
payments so that his budget could balance.

“Legistators did not want to reward or
encourage this kind of budgeting in the
future, so they made sure It came in
under the cap,” says Giola,

Keep the Cap

Ultimately, the answer isn't to lift, limit,

or modify the cap. State spending, once
again, rmust be reduced and state govern-
ment made more effective, efficient, and
affordable.

There are many ways to accormplish that and
CBIA has offered some that would address
Connecticut's long-term fiscal health and via-
bility in its Turning the Tide report.

The govarnar's message was the first step in
a long budget-approval process, Qver the
next few months, the legislature and adminis-
tration will negotiate the content of the final
budget hefore bringing it to a vote later'in
the session,

CBIA is urging the General Assembly

to enact further spending cuts, take
immediate steps toward resolving the

current budget deficit and address the state’s
long term fiscal obhigations.

Lawmakers siould also pursue. policies that
will grow the state’s economy.

There's np better aconomir develonrment tool
than making the changes needed ta control
spending, demonstrate fiscal discipling, and
make governrment meore efficient.

For more information, contact
CBIA's Pete Gioia at 860.2441945 or
pete.gicla@chia.com. M
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ore than five years after the Great Recession of 2007

hegan, and two years since Connecticut technically
exited i, the state continues o facs serious economic and

financial challenges.

The sltale’s tnemployment rate is 8.8%, wall above the
national rate of 7.0% (Nov. 2012, seasonally adjusted);
Connacticut's unemployment rate has been above 8% since
May 2009 (with the exception of February-May, 2012)." Job

growth is essentially flat, and some economists believe that it

will be several more yaars before Connecticut regains all

of the jobs lost during the recession.

Adding to the recession’s impact on Connecticut’s econcmy
have besn the state's fiscal problams. Policymakers i 2011
plugged a muttibilion-dollar projected state budget deficit
with the largest tax increase in state history, along with sorme
reduced spending, introductory effiiciency measures, and

modest reforms.
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Yet even those efforis—inciuding a budgsted but missed IT,S N Ot J U St th e EC on Omy

$1.6 billion in'cost savings identified in a state employes

unicn agreementt—Tfell short. The state experienced a (much The quick reappearance of budget deficits in the wake of
smalter) deficit in fiscal year 2012, ancther budget gap is $1.5 billion® in tax increases indicates that the state's fiscal
orojected for fiscal year 2013 (although the Decamber 2012 shortfalls are not simply a funciion of an underperforming
spacial session closed most of ),% and projections are for sconomy but also the product of state spending policy.
billen-dollar deficits in fiscal years 2014 and 2015. Connecticut continues to spand beyond its means.
Connecticut's fiscal problemns extend beyond the biennial When confronting deficits over the years, the stais’s ap-
budget. Underfunded obligations for state employee retiree proach has often been to increase or expand taxes, or create
benefits and other long-term commitments weigh heavily or hike fees, or both, to fill the gap. Any “cuts” have been, in
on state taxpayers, concern both the business community reality, usually just a slowing in the rate of spending growth,

and naticnal ratings ) i
) . The truih is that Connecticut has a spending
agencies, and divert .
T ) problem that's been exacarbated by tax revenues
funding from cngoing . . )
) nat being used as sffectively as possible. Taxpay-
programs. Connedti- . .
ers, including employers, have seen few offorts to
cut's debt-plus-pen- .
N make the tough fiscal decisions in the short term,
sion llabilities o GDP ) N
o ) such as truly reducing spending and evaluating
ratio is the worst in the _
) ) how well tax dollars are being spent. Nor have
naticn and 11 times . . :
policymakers implemented long-term, structural
worse than the best- . . .
) changes to improve the state’s fiscal condiiton.
performing state.* '

There are, however, ways to get Connecticut

firmly back on the right fiscal track.

2 "Governor Mallay Staterment on Agreerment with State Unfon Leaders," Cennecticut Gov. Dannet Matloy, May 13, 2011; 2 “Comptroller Lembo Frojects $40-Miliion Deficit for Fiscal Year 2013,"
Connscticut Compiroller Kevin Lembio, Jan, 2, 2018; * Andrew Bary, "State of the States,” Barron's, August 27, 2012, ¥ Stafe of Conneciiout, 2672-2013 Budget
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Spending Problem

While Connecticut has not experienced significant changes
_in population or private-sector job growth over the past 20

years, the cost of state government has grown dramatically.

Since 1892, Connecticut's population has increased by

9% while state spending has grown by more than 153%_,_ O
despite the state’s spending cap. This chart shows how state.
spanding growth has eas'ily's'Llrpésé:ed the tnflation tate; 'state
population growth, and median household income.

Long-Term Spending

Spending for state employes retires haalth bensfits has
561892; debt senvice
(paying off stafe barrowing) has increased 204%; Medicaid

grown an unfathomable 9819% sing

spending is up 180%; _sta‘té;_grh'p_lbyefé';piénsions, 583%;

. &nd spending.on the state’s carrections systerm has
' “increased 178%.5 ' e R

* While-these big-ticket iterhé"a'ré:g'rémn'g At afaster rate than

the overall budget, other areas of state spending vital to

each series since 1992, whera 1992=0,

BGY%

160%

I STEEP RISE I STATE SPENDING
Sourcas; Connacticut’s official state budgets, U.S. Bureau
of Labor Staflstics, and U.8.Census Bureau

1209 e B General budget"é}(b_enditpifes e
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Connectiout State Budgsts, 2006-2012, Offfee of Flscal Anafysls
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 178%

Corrections
, PERCENTAGE RISE
Medicald 180% IN STATE SPENDING
1992-2012
Debt service 204% Source: Connecticut Stats Budgsts,

Office of Fiscal Analysis

Pensions

Retiree health 981%

Connecticut’s economic viability and quality : 40%
of life have seen disinvestment by the state.” CHANGE IN

, , - APPROPRIATIONS
Wﬁen state spending continues o rise, it AS PERCENT OF
also drains dollars from cur economy and GENERAL FUND

Top 5 Functions
Fiscaf Year 1992-2012
Source: CT Voices for Chlldren

. analysis of OFA Biennial Budgets
FY 1992-2012

discourages job creation and business

investment in the state, " Heath&  Human
Education Hospitals  Services

Corrections  Noin-

functional® *Admmrs'rmtive funciians such as

Structural Problem el e
and debt services

To be sure, much of the rige in state spend- ‘ -91%
ing s a response to greater needs for vital,
safety-net social servicas that have been
stretched by a poor ecenomy. Healthcare Coste have also risen, howevear, because of agreements
costs alse have risen dramaticaliy for the at-risk and aging made over time to guarantes generous retirement benefits for
population served by the state, state employses. These gliaranieed benefits have created

significant and arguably unsustainable long-term obligations

7 Matthew Santacroce and Wade Gibson, "Shifiing Prioriiies: Trands In State Appropriations, 1992-2012" Vilces for Children, 2012
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CONNECTICUT'S DEBT MOUNTAIN

2012 OFA Fiscal Accountability Report; Actuarial Valuations of CTAB Retltee Health Care Plan 2006-2012

# OPEB (unfunded)
Y50 T — # GAAP deficit

Sources: OFA Gonnectlcut State Budgets, 2006-2012; Ofiice of the State Comptrolier’s Report on OPEB;
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for state taxpayers. Compounding the
budgst crisis is the fact that the state
has failed to adequately fund its long-
term commitments, chiefly for state
employee and teachers’ pensions and

state employee retirement healthcara.

Connectiout has an estimated $63.9
billion in overall long-tsrm obligations.
This figure is an improvement over -
2010's long-term obligation valuation
of $73.7 hillion, due in part to
concessions negotiated with state

employse uniong.®

However, the lower debt total heavily
refies on optimism and estimation. The
large drop in OPER liability (other than
pension empioyee benefits) is in part
due o a simpie change in the discount
rate used to calculate obligations: that

“is, some of the "savings” came from

using different assumptions on the

rate of return of the state's invested

* pension fund, while the balance came

from changes negotiated with the state

employes unions.
S

~ Though the governar and legislature

should be credited for taking steps
in the right direction, it is likely that

 the state sfill has not yet been put on
- a gustainable path that will

consistenily lower the baseline in

the coming vears.

Much more can and needs to be done
to bring these benefits and obligations
in line with our abllity to afford them.

TURNING THE TIDE: FISCAL POLICY CHANGES, BEST PRACTICES AND IDEAS THAT WORK



Other Critical Factors

» The state’s income tax has become more volatile and hits
small businesses {who pay their business taxes through

the tax) particularly hard; this has hurt cur economy.

» Tha recession substantially changed the state’s income
tax structure, for exampls, hitfing the financial services
industry—a traditionally large source of income tax
reverue—particularly hard; many of those Jobs, incomes

and bonuses did not return.

» Conneciicut’s population continues to gray, with more

baby boomers heading toward retirement and out of the. -

-workforce. This demographic migration wil strain the -
state’s income-producing population to pay the tost of.

state government.

» A faderal budget sequsstration would have a ptotound"_ o

impact on Connecticut's finances if a solution is not S
worked out by Congress before the deadline.®-

Under sequestration, non-defense discrationary spending
could see across-the-board cuts 3
10 the tune of $38 billion, forcing
Connecticut to do without grants
and state aid that it usually relies
on to finance priorities such as
aducation and social programs.
For example, both Title | money
for disadvantaged children and
special education funding for
states would be cut by over $1 bil-
lion. Large partions of educational
spending are mendatory as wel);
when federal funding does not
come, the money must be found
elsewhers in the budget, leading

to further cuts in other areas.

Federal aid for state social pragrams would also be
significantly cut, seeing state spending on iterns lika the
WIC (women, infants, and children) Program, and energy

assistance programs drastically reduced.

Policy Changes

Policymakars must create & state budget and develop
long-term solutions that will keep spending within taxpayers’

means and restore responsible fiscal policy. State govern-

' ment must become more effective, more accountable, and

o more atfordable

Several major studles by the Thomas Commjssion, Harper-
o Hall Commlssmn Conneotlout Inst:tute for the 21st Century,
Comm|se|on on Nonproftt Health and’ Human Services, and

olhiers have tdenﬂﬁed practical solut|ons for making state

government work Ieaner and better at less cost.

: Governor Malioy has oommltted his admmlstratlon to find-

|ng Ways to streamllne state government The state also is

’ ' beglnning to address the fargest
cost-driving ar_ea_s of s_t_at_e spend-

. iIng, suchas state e'mbto'y'ee and
* teachier: rettrement benefits, the

; :'correot ons system medtcat care,

' and Iong term healthcare

i The ovemdlng need Is to act

e deo|S[vety ta restofe greater -

E ttsoal-responsml 1ty and scale
back the cost and scope of state
government ldeas aré at hand;
the_q_ue_st[_on is whether policymak-
ars will have the pelitical will to

implament them.

9 jake Grovum, "Sequestration: How a Spending Stalemats Would Affect the Stales,” Pew Center on the Stafes, Sept. 20, 2012
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E nthe face of new state budget gaps, Office of Policy and Progress has been made in some of these areas, but it has
Management Secretary Ben Bames acknowledged that been relatively minor and at t00 slow a pace to have a
policy changes are needed 1o address Connecticut’s fiscal significant impact on the state’s fiscal conditior.

challenges. in fact, there are many changes that can be :
. It's time for a rapid and comprehensive use of proven reforms
made to address the state’s largest areas of spending and S
- . as recormmended by the Connecticut Institute for the 21st
help state government become more efficient, effective,
. o Century and state commissions ovar the years, and as seen

and fiscally responsible.

in the best practices of other states. Connecticut must:

Short-Term: The Next State Budget

in addition, the Genaral Assembly must create a new, . » Holds to the phase-in of Generally Accepted

two-year state budget that: ’ Accounting Principles

» Reduces the size and cost of state government white What's more, new mandates and other statutory provisions
improving Tts effectiveness that drive up the coste of municipal services should be

b Balances without any new tax increases that would rejected. Municipalities should also be encouraged 1o work

. . . together to deliver public servicas more sfficiently in order
harm ecoromic recovery and job creation

to reduce the nesd for property tax increases.
» Adheres to the state’s Constitutional spending cap,

TURNING THE TIDE: FISCAL POLICY CHANGES, BEST PRACTICES AND IDEAS THAT WORK




BEST PRACTICES:

Lean

State spending can be controlled by constantly improving Minnesota: “Enterprise Lean” is a coordinated effort with

the organization of state government and the way it delivers businesses to improve state governmant. Through it, 200

services, Lean is a ool used often ir the privaie projects have saved the state $18 million dollars. General

sector to create customer value while using the Mills has been a key contributor in the effort, training more

. . - imize their d -
fewest resources possible. il increases sfiiciency and than 500 state managers an how to optimize thelr Gepart

menis. The Minnesota Business Partnership, which rep-

removes waste,

81 resents the 100 biggest companies in the stats, pairs
Some state agencies have used lean principles fo agencies interested businesses with state agencles to help them
streamline operations but much more could be: + 59 ""52*_*_ o  work better and more cost-effectively.” -

accomplished if lean were to bé_ ad__b'ptéd. - SRR R o
govemment-wids. Coﬁh‘eoﬁcut‘s DEEF, : .- Washington Sfate: Gpv; Chr.lstme Gre::_—' ;. -
. DOL, and DRS are in various stég'eé of goire viewed lean as ce-ntral_ o h_er effort -

; o . . . " to transform state cperations; and she -
implementing tean practices, with posi-".. _ N S PR
five résults in many aspects of thigif reached auitto Bosing for help. Asa
operations. Lean can help reduce ‘major employer in the state,” said
fedundant layers of management statement from the aerospace com-
restructure functions, and adopt new pany, “we pay taxes and our employ-
ways of budgeting to improve ees pay taxes. Therefore, we have g
efficiency and effect savingé vested Interest in seeing our state and
local governmenis run as efficiently as

In September 2072, the Office of Policy
and Management issued a report’? detailing

possible so they can be successful. "2

. . . lowa: This state was firet (2003) to faunch lean
numerous ways state agencies have been reducing thelr

fiscal footprint. For examgls, since 2011, the administration efforts. It established an Office of Lean Entarpriss to

has reduced the number of state agencies, through consoli- “promote and facilitate continuous improvement through

dations and eliminations, from 81 f0 50, the use of a specific set of proven tools and methodologies

The exectitive branchtrimmed its permanent workforce by collectively known as Lean.” Its We_bs[.te providas & clear
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approximately 2,500 positions over an i8~month period. accounting of specific programs and results.

" “Report to the Governor: Changing How Connecticut State Government Daes Business,* State of Gonnecticut, Offfce of Policy and Management, Sept. 25, 2012, ' Entarprisa Lean, State of
Minssota (ittnwww isan stata,mn.us/y, 12 Jason Mercier, "Boeing Helps State with Lean Management Reforms, ™ MW Dally Marker, Mov, 2011 % Office of Lean Enterprise, lowa Deparimert of
Management (hitp:iflean.lowa.gov)
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