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Senator S.C. Ferguson (Chairman):

Welcome to the Corporate Services Scrutiny Paneherforecasting of expenditure.
For the purposes of the recording lady, | wondgoif would like to say who you are,

please.

Senator P.F.C. Ozouf (The Minister for Treasury andResources):

Senator Ozouf, the Minister for Treasury and Resesir

Mr. I. Black:

lan Black, Treasurer of the States.



Senator S.C. Ferguson:

Also for the purposes of the recording if we cast jhip round the panel.

Deputy R.G. Le Hérissier of St. Saviour:

Roy Le Hérissier, Deputy of St. Saviour.

Mr. M. Oliver:

Michael Oliver, Economic Adviser.

Senator S.C. Ferguson:

Sarah Ferguson, Chairman.

Mr. M. Robbins:

Michael Robbins, Scrutiny Officer.

Connétable D.J. Murphy of Grouville:

Dan Murphy, Constable of Grouville.

Senator S.C. Ferguson:
Right. You have got to be away by 11.00 a.m. $8ldaep your answers succinct, if
you will be so kind. Who holds the responsibilityr the forecasting of the

expenditure process?

Senator P.F.C. Ozouf:



Ultimately the States hold responsibility for maikitimne decisions on expenditure but
obviously it is a proposition that is taken to tBéates Assembly by the Chief
Minister. | think there are some general pointt twve would probably like to get

across in relation to the overall review of exaetlyat the problem is we are trying to

solve and what can we do about it if there is dlem.

Mr. I. Black:

Forecasts are produced by the Treasury. Theyasedbon figures produced by our
Statistics and Economics Department, particulanynflation quite often. But at the
end of the day that provides a base forecast aodeadind beyond that is a political
decision. It is primarily a political decision @rhether to increase expenditure by say
2 per cent a year or to reduce it by 2 per cerga.y All we can do is work on the

base assumptions for things like inflation, pay @sacost of benefits.

Senator S.C. Ferguson:

So in actual fact you come up with a figure for tiepartments and say this is your ...

Mr. I. Black:

Base figure.

Senator S.C. Ferguson:

... estimated cash or your estimated budget for yeser?

Mr. . Black:



Yes. No, we do in gross ... | think in terms ofeftasts you are asking about those
forecasts that come to the States every year inBti@ness Plan. There will be
another one coming in this year's Business Plaexpenditure. What we do is we
produce the base forecasts which say all thingsgbegual based on current policies
and current trends and our estimates of inflatibis, is what expenditure would move
by. That is a starter then for political decisidrecause you get political decisions
over and above that to, say, bring in the Williamsecommendations or to invest in
Family X or to do something to upgrade your maiatere backlog. So we provide a
base forecast and over above that, political dessiare taken by the Council of

Ministers and the Treasury Minister and that is twhgut to the States.

Senator S.C. Ferguson:

Yes. No, | think we are a stage further back ttias

Mr. I. Black:

Okay, sorry.

Senator S.C. Ferguson:

You will come up with a figure when you are lookiagit to begin with and say to the
departments: “This is what we estimate your budgenext year should be.” | am

going back a stage. You are starting to look atftirecasting. You are starting to
look at next year’'s budget. Do you tell the demants or do departments say: “Next

year we are going to need so much”?

Mr. . Black:



The departments find out their cash limits for fetyears via a States decision which
is once ... in terms of timescale now, the Coun€iMinisters are just arriving at

indicative cash limit figures for future years afy have now been asked to work
those through and say what the implications arat tBat then feeds its way into the

Business Plan and it is the States ultimatelydieatdes on the cash limit for future ...

Senator S.C. Ferguson:

Yes, and we have agreed the cash limits so you &aash limit for next year ...

Mr. I. Black:

That is right.

Senator S.C. Ferguson:

... which was effectively last year plus a percgata

Mr. |. Black:

It could be if you take Health but next year’'s cdshit will also include a £3.9

million reciprocal health deal, £3 million for th&illiamson Review because that is
what the States has decided they want them to&(1),800 for Family X. So there is

a base figure plus political decisions over andvalibat.

Senator P.F.C. Ozouf:
| think it is important to say - we need to be clea terms here - that Treasury does
not forecast expenditure. We can forecast whathnk the States is going to decide.

We do not also - because we cannot - set limitse dahnot set overall expenditure



limits. What we can do with the Chief Minister’spartment is we set or we try ...
what we are trying to do this year is we are tryimget an envelope of a total pot of
money that is available which then there is a dismn of the Council of Ministers of

how that is divided up. There are lots of assuamgtithat you cannot ...

Senator S.C. Ferguson:
Back to the old-fashioned concept of: “This is what can afford this year. Okay,

folks, now we will discuss who is getting what.”

Senator P.F.C. Ozouf:

The difficulty is that there is absolutely no poweo right to veto, that the Treasury
Minister has in relation to that envelope. So Theasury is always in an extremely
difficult position in that it has got to proposebadget for a department, an overall
limit, which we think the States is going to accefthe States always spends more

money than is proposed in the Business Plan.

Senator S.C. Ferguson:

So that is obviously a problem.

Senator P.F.C. Ozouf:

| do not think there has ever been a decision tthatStates has decided, no, we are
going to not spend that much money. They alway@ndpmore and there is a
fundamental tension between the Treasury needirgpitrol or desiring to control

public expenditure and other Ministers who are iserproviders who want to spend



money to provide more services and States Membitinstineir own pet projects and

pet ideas in relation to also providing more sesic

Senator S.C. Ferguson:
Is that your biggest problem then or what othebfmms would you see with regard

to trying to forecast expenditure?

Senator P.F.C. Ozouf:

The word “forecast expenditure”, | think forecagtirs perhaps the wrong word
because we can privately, between the Treasuremegself, sit down and forecast
what we think the States is going to agree. T&aiur forecast for expenditure but

that is not an expenditure cap or an expenditand. li

Mr. . Black:

That is quite right. Forecast is the wrong wordhably. You can forecast your
income. You can determine expenditure. If therasva will, you could fix
expenditure for future years and keep to it. Theoeld be consequences to it. But it

is not forecasting; it is deciding.

Mr. M. Oliver:

But you do forecast the growth of public expenditover a 2 or 3 year period and
then you look at outturns. Whether or not thatiieng word or not, | take your point,
but that is the word that we would commonly asgediawith, a forecast. But public
expenditure will grow by 6 per cent or 7 per ceBbmetimes the outturn might be 12

or 13 per cent for reasons you do not like.



Senator P.F.C. Ozouf:

The Comptroller and Auditor General has obviousigvded quite an interesting
report in relation to the forecasts that the Treaput in years going forward. Those
forecasts - 1 year, 2 years, 3 years out - cowddaisly be accurately described as the
Treasury’s desirable expenditure cap. The fadtttiey have always been breached
indicates that there is a disconnect between whatTreasury would like public
expenditure to be capped at in years going forveand the political realities of the
year before and the pressures that then weigh ershiulders of the Council of
Ministers - previously Policy and Resources - thah decide to spend more money,
of which we have absolutely no power apart from plogver of persuasion. | am
trying this year ... obviously this is a new pracésr me but | am trying to be tough
with departments. | am trying to say to the Colun€iMinisters that this is the
realistic envelope of money that is available ardare going to have to decide how
this is going to be divided up. Let there be nalitdhat there are enormous tensions.
The Council of Ministers met last week on Thursd#liyday in order to discuss this
and there were some very difficult conversationd trere are some irreconcilable

differences.

Deputy R.G. Le Hérissier:

To what extent do you try and, what one might cadt, up an intelligent debate? For
example, it has been well known for years that neftate and Social Security
supplementation are open-ended items and they mwirgy and growing and

growing, and similarly with staffing in some depaents which are very staff

intensive in the way they are driven and so forffe what extent do you say: “We



need to look more intelligently at this. We needdok at the options because this
budget we can save postage stamps and paperctipodnrth and so on but budgets
like these are essentially running out of control’@ what extent do you get involved

in an intelligent debate about these items?

Senator P.F.C. Ozouf:

Can | just answer that before lan? The difficultgre is also a disconnect between |
think the view that people may have from the owdidat the Treasury is this all-
knowing, all-powerful organisation with floors of@untants in Cyril Le Marquand
House that give us data and research and comparmtormation about departments,
about what they should be spending. The realitthes Treasury in terms of its

corporate finance advice consists of ...

Mr. . Black:

Ten, but that covers a whole myriad of things. Tsaff, it covers all States
investments, States accounts, States Business $tlates Strategic Plan, answering
all States questions, all the comments on propostiStates manpower goes in there
as well, States financial standards, States fimhaiections. So that analysis you are

asking for is over and above those things esséntial

Senator P.F.C. Ozouf:

So there is no Corporate Centre Intelligence Uhiictv is effectively doing that bit of
work to say to departments, and to challenge deyents: “No, rent rebates should be
cut by £2 million or £3 million.” There is an imteal debate at the moment going on

... and | have to say | know you are interviewihg Chief Minister next. We are



working | think on this spending run much more q@exatively with the Chief
Minister’s Department and we are going to try armdtbugher with departments.
Politically there has got to be ... | think theenttof the available resources going out
for 2 or 3 years means that we are going to haveetoBut we are simply not tooled
up to do that; either the Chief Minister's Departiner the Treasury. We have to rely
on departments to make their bids and to be coatiperand open and completely
transparent and to represent to the Council of $fiens an appropriate prioritisation of
their expenditure. They are not though | suspédicts a game of who gets the most

and Ministers and departments do, as you wouldaxdefend their own territory.

Senator S.C. Ferguson:
So if the Treasurer’s role was more akin to a faeadirector there would perhaps be a
greater ability to make chief officers think corptaly instead of in silos and perhaps

force a little more financial discipline on the vido

Mr. 1. Black:

We mix together 2 things here. One is greaterrakobntrol of finance directors and
that may be worth looking at. The other is abautiig a central unit that can do the
sort of intelligent analysis that Deputy Le Hémgshas talked about. Yes, if you
make that investment you might get a return. Weedwing some things though to
come back to the Deputy’s previous question. Wseadtempting to produce better
information in those tight resources. For instamwee are going to produce G.A.A.P.
(Generally Accepted Accounting Principles) accourtseduces the potential to have
opaque accounts and at least we will know what mwespending money on. We are

doing analysis on things like our infrastructureiehhhas identified this huge backlog.
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Unfortunately, the outcome of that is probably mspending rather than less but at
least we are producing the information. He alsontmeed things like
supplementation and income support. The troublle thiose things is once the States
agree a policy, there is very little you can dahe short term. If an unemployed
person walks through the door then you will pay bleaefit if someone comes and
claims. So what they do in other places is som&dge things that are totally out of
direct control in the short term, like in the U &Inited Kingdom), they take them out
of their standard budgeting process and you hawgeloterm debates then on policy
as opposed to try and manage supplementation yegeds. So they are 2 things we
are doing; better information and we are looking at will do - taking some items
of demand driven expenditure out of the annual btidg process because they skew
things somewhat. You still have the problem. “gtlh have to make tough decisions
about cutting income support or whatever but yauno& deal with that on a year on

year basis.

Deputy R.G. Le Hérissier:

You keep alluding all the time as if they are tremdns of the piece; the States
Members who have this sort of almost anarchic aggircor populist approach, we
must run a proposition on this and that becausdllitmake us look good. But in
terms of the additional costs, are these propositibe real issue or is the real issue
that the system is just growing and growing andwgng, particularly in terms of staff
costs? We have seen, for example, the incrediolease and incredibly highly paid
positions in the Chief Minister's office. Every @rof them has been justified in
individual terms; we need a tax consultant, we naedH.R. (Human Resources)

director of this calibre, et cetera, et ceteraer€hs always an individual justification
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but the end result is we end up with a much bigtgrartment, for example, than we

ever envisaged.

Senator P.F.C. Ozouf:

| think it is unfair to highlight and to identifydaitional posts in the Chief Minister’s
Department when a few minutes ago we were talkinguathe need and some of
your questions ... the answer to some of your quesis a better Corporate Centre in
order to deal with it. | think we have been penmvige and pound foolish almost in
the Corporate Centre. Departments have had theynibrat they wanted in Health
and Education and Home Affairs. For years in myy&@rs in the States of Jersey,
these so-called frontline service departments Iaekan inexorable rise in money. |
think we also need to be clear, supplementaticalsis a very significant percentage
of the increase in States expenditure. One detistet public expenditure, which is a
legitimate debate, is do you share the proceed®cohomic growth with the
community by allowing public expenditure to growttee economic growth rate? If
you believe that you can provide a better commuanitg a better society by growing
the economy and putting people in this Corporateti@ewhich is designed to grow
the economy, which is why the Director of Internaal Finance, the Director of
International Tax, are all positions designed towgiand to increase our long-term
economic prosperity. That is a good investments Insignificant compared to the
overall level of public expenditure. The Chief Niter's Department, what is its
budget? That is not the problem. Where does t@tpamoney go? In this year it is
proposed that Health has a budget in the orderl@0 finillion. Education is £120

million. Supplementation is £70 million. Stateseibers love to pick on the
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Corporate Communications Unit at a cost of £600,8@d they grow health

expenditure by £20 million in 3 years.

Senator S.C. Ferguson:
Yes, but surely we are perhaps overlooking the tfaatt 46 per cent of the budget is
manpower costs. The other big one, supplies andces and Social Security and

health insurance funds. But the big one is thepoamer costs.

Senator P.F.C. Ozouf:

Yes, staff.

Senator S.C. Ferguson:
Apart by the review by the Auditor General, hasrehever been any serious
evaluation of services or manpower, particularlynp@awer? Have there ever been

any serious zero-based budgeting efforts?

Senator P.F.C. Ozouf:

| am very keen to drive efficiencies and to suppatiatives to make departments do
more with the same amount of resources. | am methha political realities of the
States Employment Board and the former Establis@inmittee in Human
Resources; all | know is that there is a disconbetiveen the way that salaries were
set and the departments themselves. We all knevedimparisons of States salaries
in different areas. It is always incredibly frugtng when you hear highly paid civil
servants across the States of Jersey. It is ptstrme in all cases. Our nurses, our

policemen, our prison officers, our teachers anmg veell remunerated compared to

13



the U.K. benchmarks and certainly Guernsey. Ireotdreas that is not so. Our
manual workers are paid above market rates in t@ftke skill level that is paid.
Why is that the case? Arguments have been putafohwo, | imagine, successive
human resources committees that recruitment wooldea possible into the Island if
you did not set recruitment and pay in rationshaisé significantly higher levels.
Certainly the presence of the finance industry énsdy does create a particular

pressure although the pressure also exists in Gegland other comparable places.

Senator S.C. Ferguson:
But if we are going to seriously look at produdivihen surely we do need to

evaluate the manpower that we have; the level olpoaer.

Senator P.F.C. Ozouf:

But it is the big departments, of which the Tregshas no power apart from the
power of polite persuasion over. It is the EdwratDepartment that employs ... the
numbers, | have not got them in front of me butribenbers of people in Health and

Education, that is where States money is spent.

Senator S.C. Ferguson:
So are you saying that really in order to foredastter and budget better, you are

going to need more powers at the Centre?

Senator P.F.C. Ozouf:

| think there is a debate to be had about the Wwat the Corporate Centre runs and

the authority that the Corporate Centre has ovegradepartments. But there will be
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enormous battles if there is a suggestion thatGbgoorate Centre’s powers are

increased over satellite departments.

Senator S.C. Ferguson:

Yes, but on the other hand ...

Senator P.F.C. Ozouf:

But if you want to control public expenditure thgive the job to the Treasury

Minister to set budgets on an annual basis and d@temnget the States Assembly to
agree that they have got to support the Treasunyskéir or the Treasury Minister has
a veto on increases and you will control publicengiture. But in a system where
the Treasury Minister has to walk over eggshellghvgolitical colleagues on the

Council of Ministers who are making the most st representations of the
necessity to increase budgets and a States Assemhint regularly turns over the

Council of Ministers in terms of increased expemdf or the Council of Ministers in

the past brings forward propositions, because atnit is going to lose, in terms of
nursery care or child care ... there is a clear igalitwall of opinion that meant that

the States were going to agree that. The CouhMlimisters made a decision, we are
going to lose it; the States is going to want tergpthis so we will bring forward a

proposition to do so. But in our system there asTmeasury veto and there is no
ability to get anything because of our politicabtgm ...1 am not saying it is the

wrong thing but there is no ability to set it andake it stick.

Senator S.C. Ferguson:
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But how can you rely on the departments to comevitip realistic forecasts of their

expenditure when as we saw in the ...

Senator P.F.C. Ozouf:

Forecasts or requirements?

Senator S.C. Ferguson:

Budgets.

Senator P.F.C. Ozouf:

Because if you ask them to forecast ...

Senator S.C. Ferguson:

Budgets. Okay, let me finish, if you will excuse. mThe C. and A.G.’s (Comptroller
and Auditor General) report on the structure oflthedor instance, pointed out that
they have no idea of their management costs. Howyou rely on their estimates of

their requirements for funding? How are you gdimgope with things like that?

Senator P.F.C. Ozouf:

You have got to rely on the department but ultityaieis the Ministers who will
work with their departments and who must be respmseffectively playing a
corporate game in terms of being responsible. hatowant to highlight anybody in
particular but the new Education Minister has autappon of extreme hawkishness in
relation to expenditure, having been a member of Yublic Accounts Committee,

having taken through numerous amendments to then&ss Plan to control public
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expenditure. | am not criticising him but he seamsave metamorphosised into
something quite different as Education Minister wiiamow defending until the end
his budget and will state that his budget is insidht to deliver the services he wants.
Is he wrong? Was he wrong previously or is he wroaw? | do not know. All |

know is the tune has changed very significantly.

Deputy R.G. Le Hérissier:

On Education, and back to what the Treasurer $adyou did not have the capacity
to do what you might call the analysis, are youealnl ask questions like on the
Capital School Replacement Programme, for examplenow all these things have

slowed up but there seemed to be a standing j@tethhe 25 year point every Jersey
school seems to have physically collapsed and deesl@dacement. Do you ask

guestions about the direction of the capital plaow it is sequenced, what is the
necessity for schools that are put forward for n@&hment or replacement? Who

asks these kinds of questions?

Mr. I. Black:

| think that the capital plan is more challengednttmany other areas. Because they
are very distinct schemes, it is quite easy toaggtip on them and challenge them.
We do have a person who does vet them. We do $tamelards of requirements in
terms of planning for them and they are being sgege So | am quite aware of the
education schemes coming forward and | know thay thave been challenged.
Education will argue if anything that we are movhbark into underinvestment in our

capital stock.
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Senator S.C. Ferguson:
Is the prioritisation fixed at the Corporate Managat Board level? How much gets
argued at Corporate Management Board level befomes to the Council of

Ministers?

Senator P.F.C. Ozouf:

Let us be clear, it is the Council of Ministersttba decide on the Business Plan.

Senator S.C. Ferguson:

Yes, but how much of it is fixed by the time it gébd you?

Senator P.F.C. Ozouf:

Nothing is fixed because it is only ever indicatiigures. The Corporate
Management Board is only advisory. Ultimately th@wer rests with Ministers,
period. Obviously the Corporate Management Boardvorking up options for
Ministers and sets forward their own views on ptigation, et cetera. | have to say
that the fact that there is a Corporate Managemeatd now is conducive to much
more corporate working among chief officers. Budttis an operational matter. They

rightly do not operate in the political sphere.

Senator S.C. Ferguson:

So the sort of old F.S.R. (Financial Stability Rg)i process has metamorphosised

into the Council of Ministers meeting.

Senator P.F.C. Ozouf:
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Yes, and it is now ... | have been through F.SriRl. B S.R. ... | mean there is a real
debate that | am having with lan and others abowt twve do construct a process
which is a non shroud waving process. The redicdlty with F.S.R.s is people are
defending their territories and they will be ...uyaould expect them to. | am not
saying this is anything overly critical. Peoplediit very difficult to think and to act
corporately and to surrender resources that they lgmt. | know as Economic
Development Minister | will have made the most stieus attempts to defend my
budget and defend the resources because | behavanore money into Economic
Development would yield better business serviceschviwould boost economic

activity. All Ministers will believe the same.

Senator S.C. Ferguson:
What would you like to see then in the sort of éa&ting and budgeting process?
How would you like it to work if you really couldave a magic wand and say this is

how we are going to do it?

Senator P.F.C. Ozouf:

The problem is to increase the intelligence of @uwporate Centre requires more
resources in the Corporate Centre. That is a digiigult line. Deputies like Deputy
Le Hérissier will have a field day in the Stateshiére were moves to increase the
power of the Corporate Centre. They will be magbrously opposed by both the
departments and a view that the States of Jersegcisming too centralised. But if
you want to control expenditure - if you want tand if you want to be tougher and

you want to be requiring departments to work withirdgets and to not have the easy
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escape slide of getting more money then you have@give more power to the

Centre. Butitis extremely ...

Senator S.C. Ferguson:

That is your first sort of ... what else would ylike to see?

Senator P.F.C. Ozouf:

| think that an attempt not to create some ... ljaue got to create a sense that all
Ministers and States Members care about the camogault at the end of the day as
opposed to defending their own territories andive gp resources if they think there

is not a priority in one sector or the other. Wmgy corporately is the way that

departments have got to operate and individuals gatto operate.

The Connétable of Grouville:

Sorry, | am just trying to catch the eye of the @han.

Senator S.C. Ferguson:

You did.

The Connétable of Grouville:

| was going to ask you, in that respect we do seeaome across under-spends every
so often. Would it not be a system to use the uedends; put them into a fund
which could be used later on? | do appreciatefaloe and | sympathise with you
about the Health Reciprocal Agreement, Widiamson Report, things like that where

they hit you with it out of the blue and they arg natered for. But if you had a fund
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where the under-spends were quietly put away somemm order to mitigate this

kind of situation, would that not be an idea?

Senator P.F.C. Ozouf:

There are a couple of questions in there. | ammgydo deal with some of the

guestions that you had here. They are good quessand important. There will

always be unexpected expenditure during the y&aere will always be a reciprocal

health issue, a flu pandemic. | am not sayingl@roHaut de la Garenne but there
will always be areas of unbudgeted expenditurethéngood old days before the new

finance law there used to be the general reserve.

Male Speaker:

Supply days.

Senator P.F.C. Ozouf:

Before then there used to be supply days which avaert of a self-service buffet
arrangement where there was an amount of monepeople would bid for it. What
the Treasury has got to do is it has got to makeeny difficult for departments to
access money to increase their expenditure. We ltone that this time by
effectively having no contingency and having a rmeguent that the Treasury
Minister - and only the Treasury Minister - canddkrward a request for increased
additional expenditure. That is effectively quateleterrent because if you want more
money or you need more money you have got to pdestiee Treasury Minister and
then you have got to persuade the States. Therédebate whether or not we should

put into the overall States accounts a contingearmgpunt of money, mindful of the
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fact that there will always be unbudgeted or unkmounforeseen expenditure which
is legitimate that you have to budget for. Theoselcthing you said is about under-
spends. Of course there will always be under-spandifferent departments. Some
departments ... the way Education runs its accogriti relation to the school year
versus the calendar year means that there is soder-tunding or it looks as though
it is under-funding at the end of the year. Yountt create an environment in
which departments do under-spend and they haveagoncentive to under-spend
their budget. If you take away any under-spenthatend of the year and give it to
the over-spenders then you have created no ineetdigave. If | was the Minister
for Education and | knew that if | under-spent nugdget by £2 million or £3 million

by the end of the year and all of that was goingdpl would spend up to the limit. |
would be providing services. | would buy some mooenputers. | would buy some

more chairs. | would go and provide an extra sexvi

The Connétable of Grouville:
We have seen that all the way through. You seenitP.A.C. (Public Accounts
Committee) as well as here. But is there not saane you could incentivise them in

order to under-spend?

Senator P.F.C. Ozouf:

Let them keep their under-spend.

Mr. . Black:

It is a difficult one. | can understand that théblic expect the States to work in a

corporate way. If the money is provided for a sgand not needed, they expect the

22



money to go back into the pot. | subscribe to thesv generally but | also have long
experience that people do respond to incentiveBe Jood example given, if you
consistently take money away from Education whocareful with their money and
give it to another department that overruns evesgrythe incentives you create is

over-spending is a good thing and under-spendiagoad thing.

The Connétable of Grouville:
That is a matter of judgment for the Treasury Merisand the Treasurer to make

surely at the end of the day, | think.

Senator P.F.C. Ozouf:

We have got no power.

The Connétable of Grouville:

We saw the police budget. Was it 2 years ago,rGlaa?

Senator S.C. Ferguson:

Three.

The Connétable of Grouville:

Three years ago where all of a sudden in the migdl2ecember there was a sudden
rush of new computers, new furniture, new carsadpeised up right up to the penny
of the budget. Most of it | would assume was @ per cent necessary. It was just

spend it ...
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Mr. |. Black:

It is a good point. | have got to say a numbethaigs. First of all, in the last 10
years States departments’ budgets have got mubteitig | remember we had an
under-spend of nearly £14 million one year. Tlaarywe are down to an under-spend
| think 0.5 per cent of States spending so £3 am|lsomething like that. The squeeze
is being put on. People are struggling to surwitéin their budgets, let alone having

money washing about. | think that is a thing & gast.

The Connétable of Grouville:
Are you saying they should be allowed to keep thwider-spends and carry them

forward?

Mr. . Black:

What we are doing is we are asking departments exaxy quarter to forecast their
expenditure to the year end. If they forecastuplotheir careful use of money and
under-spend, we will allow them to keep it. IfyHeave a windfall saving which they
never saw, suddenly get to year end and somethapgpdmed, then that will be
removed and used for other priorities. That systethe same as works in the U.K.
The U.K. Government - obviously they are in deeafficial trouble - works on the
same system. They have decided incentives arehwioife. It is a difficult one

though, | accept.

Senator S.C. Ferguson:

Should we lock public sector pay into the forecagfprocess; forecasting, budgeting,

forward planning?
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Mr. I. Black:

Sorry, this will sound like deflection but who isigg to determine the public sector

pay award in the current year? It is going to Ipoltical decision. What you can do

is you can build an amount into budgets and thémeifpay award comes in above that

you can decide to cut services. That is one piiggib

Senator P.F.C. Ozouf:

But it is a political process. Pay by definitiomow has become ... the States
Employment Board has examined the case for puklitos pay increases this year
and against a market which is pretty well in pagefre mode and with the inflation
outlook being at zero or thereabouts, we have ohetexd that it is acceptable to
propose a pay freeze. | am going to bring forwagroposition in order to remove
the inflation figure that had been put in when thdlook for inflation was very
different last year. But even before | have pat throposition to the States, we have
got 2 propositions - one by the Deputy of St. Jaime by Deputy Southern - to pay
everybody a flat rate of £400 and £1200. | notieeDeputy of St. John’s proposition
basically says that public sector workers shouldhbalated from G.S.T. (Goods and
Services Tax). If we insulate everybody from G.Shen we will be ... | have said |
am not going to increase G.S.T. but we will justhe spiral of increased taxation and

increased spending.

Senator S.C. Ferguson:

Yes, but from the point of view perhaps of the arting officers ...
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Senator P.F.C. Ozouf:

Pay is set by the States Employment Board not thyistual ...

Senator S.C. Ferguson:

Yes, and the accounting officers ... what was it&st year or the year before the
States came up with a different figure and the awting officers were scrabbling
around because this was - as | think it said -»a@genous factor which they had no

control over.

Senator P.F.C. Ozouf:

What happened there | think is inflation rose se play settlement ended up being
higher than originally budgeted because the outlfmwkinflation changed. It was
settled at a higher figure and the Council of Migis said we are not going to take in
a proposition ... the Treasury Minister at the tisa@d he was not going to take a
proposition for increased spending, department® lgot to absorb it. It was not
really scrabbling. It was the fact that the amownas shared across departments and

they had to absorb the cost.

Senator S.C. Ferguson:
So the accounting officers were legally liable $mmething over which they had no
control and in fact they had obviously stopped siggnon things like maintenance or

they would not fill vacancies. Is it fair to brisgmething like that into the ...

Mr. I. Black:

| understand that problem as one of those accayinfficers myself.
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Senator S.C. Ferguson:

Yes.

Mr. . Black:

But one of the positive things about that is pedlew there was a consequence to a
pay award. The consequence to a high pay awardawasluction in services. |
famously remember - | will not mention the pay groua few years ago before we
built pay awards into cash limits, someone pusliamga much higher pay award for
their staff - their members - and them saying om itidio ... the interviewer said:
“Does that not mean that less will be availabletf@se essential services if you, the
staff, get more?” This person said: “No, no, in&s out of a different pot.” This was
the mentality. There is only one pot of money a&awvéry penny that goes on pay
awards necessarily means a penny less to speneranes. One way of killing off
that mentality was to build pay awards into cagmit8 which is a problem,
particularly we talked about the pay award waslesetvery late in the year which

meant the accounting officers had to find the sg&in a very short period of time.

Senator S.C. Ferguson:

Yes, and it was tough and they were legally liatdhéch is worse.

Mr. I. Black:

Yes, but | am not sure that | know a better system.

Senator S.C. Ferguson:
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What influence does the F.P.P. (Fiscal Policy Pamelve on forecasting of

expenditure?

Senator P.F.C. Ozouf:

Again, we need to be very careful about the forogsvord because the F.P.P. now,
who are obviously new and have only just produtesr tsecond annual report, have
been set up to set and to advise on overall figobty. They will be a very useful
new voice in relation to that concept that | memtid earlier about the available
envelope of money to spend. They will certainlpress a view on an overall figure
of increasing public expenditure vis-a-vis inflatiand they will look at that figure in
the context of the outlook for the economy, whetbrenot any interventionist policy
should be taken. In the last few months we are@whviously they have said that
we should be injecting money into the economy. n@dorward | think they will be a
very useful, new voice of financial good practiaegmod economic practice, good
economic advice, which maybe has not been thererdaef Certainly they were
ignored by all of us in relation to their recommatidns for public sector expenditure
last year. But all governments face pressuresienrtin-ups to elections to provide

more services for voters.

Senator S.C. Ferguson:

At what stage in the process do you have the irfprh the Chief Minister’s

Economic Adviser’'s Group?

Senator P.F.C. Ozouf:
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The Economic Adviser is the economic adviser fobiMahisters. They happen to sit
in the Chief Minister's Department but they arevasch advising the Treasury as they
advise any other ... principally, but they do adbadvice for obviously Treasury and
Economic Development. They sit within the Chiefnidter's Department, nothing
particularly special about that. They are workimigh the F.P.P. and they provide

data to the F.P.P., to which the F.P.P. then madie dwn conclusions.

Senator S.C. Ferguson:

Yes, but do they not have any input to the expenglitorecast?

Senator P.F.C. Ozouf:

Overall the expenditure forecasts going forward eeetainly discussed with the
Economic Adviser and what he thinks is prudent et he thinks is sensible to
spend as an overall increase. The F.P.P. will gaitinto and neither will the
Economic Adviser get involved with the individuattdil. They will only comment

on the overall envelope.

Senator S.C. Ferguson:

Yes, so you have already had the discussions ttim ton the envelope?

Senator P.F.C. Ozouf:

Yes. Certainly but it is not ...

Senator S.C. Ferguson:

For 2010.
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Senator P.F.C. Ozouf:

Yes, but again it is not rocket science really.ldda you are in particularly stressed
economic times, you do not want to be allowing goeernment expenditure to be
rising above trend growth or inflation. It is alipoal choice. We can run this Island
on the basis of being a higher spend of percentdg&.D.P. (Gross Domestic
Product) Island. That is a political choice. Yean ask the F.P.P. or the Economic
Adviser what the consequences of that are but atety it is, as the F.P.P. have been
very careful to point out, a political choice aswbat sort of Island and what sort of
economy you want to run. Jersey has - as | ansiera question of the Deputy of
St. Mary last week - a very low percentage of gowent spend as a proportion of
G.D.P. Most other governments - most other TrgaMinisters - would be sitting
here with a halo around their head on public exjerel compared to most other

places. That is a good thing.

Senator S.C. Ferguson:

Yes, absolutely. Excellent.

Deputy R.G. Le Hérissier:

On the issue of the Economic Adviser’'s Departmtrd,point was made that we had
been somewhat belated in reading the economic Isiginat there was going to be a
fairly serious recession and there were, in sonoplpé& minds, over-optimistic views

being expressed and then all of a sudden the bra&kes applied and obviously less

optimistic views were expressed. What do you ldokthe Economic Adviser’s
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Department to do? Do you look to them to monitarld or global economic trends

and tell you this is how they are going to impattlersey?

Senator P.F.C. Ozouf:

We are very off the agenda subject with that qoasti

Deputy R.G. Le Hérissier:

Yes, sorry. In the sense that obviously if thenetoies or the economic trends are
looking fairly negative, it is bound to have an mepas you, yourself, have stated on
several occasions recently. It is bound to havengact on income and, therefore, an

impact on expenditure.

Senator P.F.C. Ozouf:

But there is not a sort of a formal process tha Tmeasury Minister asks the
Economic Adviser what he thinks is going to happeth the economy. This is a
constant iterative process based on discussiolshy(Economic Development), my
own constant contacts with business people. Myeatiview is that we are going to
facing some leaner economic times in the next 2 years and, therefore, we should
control public expenditure. There is going to benecessity to control public
expenditure, even more than perhaps has been skedrcghe past. You will also be
aware of my political views. You will have, Deputyith respect, a very different
view of the proportion of G.D.P. that should bergpmn services. You will be a more
traditional tax and spender than perhaps your @aglle on the panel, the Constable of

Grouville. That is the political process. Thatthe irreconcilable problem that the
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Treasury has is how do you set public expenditaran Assembly that has seriously

divergent views on spending and tax?

Mr. 1. Black:

Just to go back to your previous question. | belizee have probably got more
sophisticated economic forecasting than any Islaind comparable size. Certainly
the ones | know of, we are ahead of the game haxinigcent economics unit, a
decent statistics unit and Fiscal Policy Panetlo Inot know anywhere else that has
got those. No, we did not see the credit crundhwmiare producing projections a
few years ahead | have not seen coming from disi@mds. So | think we have got

better information than others.

Senator S.C. Ferguson:

However, if we got back to the 3 year cash foreaadtyou look at the figures ...

Senator P.F.C. Ozouf:

Is that the Comptroller’s report?

Senator S.C. Ferguson:

Yes.

Senator P.F.C. Ozouf:

Shall we turn to the same page?

Senator S.C. Ferguson:
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| have no idea what the same page is. Wait a minidy graphs are all sort of ...
sorry, it is the one of the composition of the t@sts of net revenue expenditure.

Your forward forecasts ... |think it is Appendix

Senator P.F.C. Ozouf:

Two.

Senator S.C. Ferguson:
No, I think it is 3. No. Sorry about that, 6, paly7. If you look at the composition
on the forward forecasts they are pretty constaiie Chief Minister’'s Department is

always 2.7 per cent of net revenue expenditure.

Senator P.F.C. Ozouf:

Despite the inexorable rise in highly paid indivadlgivil servants.[Laughter]

Senator S.C. Ferguson:

Yes, absolutely. They have not been accounted for.

Senator P.F.C. Ozouf:

Of course £16 million includes the H.R. and | Tnfékmation Technology)
departments. The actual Corporate Centre of thief QWinister's Department is
miniscule compared to the colossus of Health anciab&ervices at £150 million

rising to £170 million.

Senator S.C. Ferguson:
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Yes, that is slightly off the point though. Whatrh saying is that all you ...

Senator P.F.C. Ozouf:

| make the point that if you are serious about inig public expenditure or you

want to limit the growth, you would really needdoncentrate on where the majority
of spending is spent. Talking about the States@onications Unit, it is a rounding

figure. It is less than 0.1 per cent. The regurfes of public expenditure are:
Education is £100 million, Health and Social Seegias £160 million and Social

Security is £160 million. Everything else is insigcant.

Senator S.C. Ferguson:

It is staff costs of 46 per cent of total expenditu

Senator P.F.C. Ozouf:

Within those departments ...

Senator S.C. Ferguson:

But what | am saying though, if we get back to ploent before you try to divert me,
is that the forward forecasts are just percentafele total forecast and there is no
allowance made in that for any spending pressuwddibhg up. For instance, Home
Affairs is a constant 7.7 per cent of the totalowNwe know there are spending
pressures at Home Affairs. Social Security, faghnstant but there are going to be
spending pressures there. The forecasting doesamnpthe percentage of the total to

take account of any of the spending pressures.
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Senator P.F.C. Ozouf:

But decisions are not made on these figures. Taeseteresting figures. They are
interesting figures as a result of the outturn dlatvexpenditure is currently and is
forecast to be or potentially could be but thatas the way that decisions are made.
A decision is never made of: “Oh, Health will gef per cent of the total pot.”

Decisions are never made that way. We have gdisthef unencumbered ...

Mr. I. Black:

Two comments on that. One is that if you think wtbib, all those allocations of
money were arrived at over the years by Statesides. Behind that are hundreds of
States decisions on their priorities. You would agpect radical moves in a short
period of time. That is what we know about. If iweow about a States decision to
grow in the Strategic Plan, we build it in. Butaths not in there and it is interesting
when we do those figures in a few months’ timevhat we are going to find when we
produce the Business Plan is that those 2010 peagen are going to change a
reasonable amount. It will be interesting to ség @and it is because there is going to
be a massive increase in spending on health andcagase in spending on Social
Security and an increase in spending otherwiseeoy httle other than infrastructure
maintenance. The money on health is going to #ilBon, £3 million; it will go on
reciprocal health, £4 million; it will go on Famib¢, £1 million; it will go on costs
arising from the historical child abuse inquiryt cbuld be that health expenditure
grows very significantly in the Business Plan atsdpercentage increases. But the
interesting question | put to you is when we pralthose figures a year ago, could

we possibly have predicted historical child abuspiiry, reciprocal health agreement,
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Family X and Williamson? No, you could not havEhat is the problem with these

projections.

Senator S.C. Ferguson:

Yes, the exogenous stuff.

Deputy R.G. Le Hérissier:

Just on that point, lan. There is this exercisg tlas been started called Emerging
Issues. Some of those issues you could well acguél have been picked up; that
services have been operating at a lower level. prisen is another one where it was
operating at a lower base than has now proved sacedor example. So this idea
that all these things have come out of the woodwdrlch in a way excuses the lack

of forecasting, | am not sure | accept your reaspni

Mr. . Black:

When we have these discussions it always feelsdikirowback into the political
domain but it was a political decision to run ouirspn services at a low level for
many years. It was also a political decision e our Social Services at a low level
for many years. We have had political decisionsetent years to enhance the prison
- often in reaction to something happening - armblical decision now to enhance
dramatically our Social Services spend. How wesaposed to forecast a change in

a political view on these things is quite difficultmean that is what drives ...

Deputy R.G. Le Hérissier:
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| am not sure it is a change. Sorry, it is noharnge in political view. Admittedly

this feeds into what the Minister for the Treaswas saying that we may be tax and
spend people. It is not a change in political view is a change in the fact that
services are having to answer to higher standéodgxample, higher expectations.
We are getting that with care of the elderly. We getting this sort of slow burn

approach to, for example, residential care and weware going to meet the cost of
residential care. We know it is a major, majowuess It is going to have another

impact on the health budget.

Mr. I. Black:
So what you are suggesting is that we be a highigtxspend community. That is a
States decision. | am not sure how | can foreitedtinto our future. There may be

others around the table who disagree fundamentaihythat.

Deputy R.G. Le Hérissier:
| take your point. Even Britain is described asoantry that wants Scandinavian
social services with U.S. (United States) tax ratége have heard that phrase a few

times.

Mr. 1. Black:

| am getting very close to ... my personal viewJessey would like standards of
services of the U.K. and better - there are lotthofgs we provide that the U.K. do
not have - but wants taxes at half the level ofuhi€. It strikes me that that view is

possibly not sustainable.
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Deputy R.G. Le Hérissier:

Yes, you may be right.

Mr. I. Black:

You have got to decide which way or other you an@gto go.

Senator S.C. Ferguson:
Just as a very quick one because it is time yoe wHr |s the current system that we
are operating at the moment for forecasting surtatibust to deal with the decisions

necessary if we are going to incur a structuralkdedf £50 million or thereabouts?

Senator P.F.C. Ozouf:

First of all there is a health warning over theistural deficit which we have already
rehearsed well at this panel previously. | am hiltety clear that | take on board the
F.P.P. advice that if there is a structural defibat is likely to happen, corrective
action must be taken within the next 12 to 18 merith deal with it, i.e. after the

period of this year’s Business Plan. My commitmémtaccepting the F.P.P.’s

recommendation is clear. There are 3 ways ouhalf $tructural deficit. There is

either seeking to grow the economy as we have ssftdy done in the past which

can grow your way out of a structural deficit, yoan cut expenditure or cut taxes.
Cut taxes is my last option and my clear commitnfead been given on G.S.T., et

cetera and have not changed.

Senator S.C. Ferguson:

You mean increase taxes?
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Senator P.F.C. Ozouf:

Increase, sorry, yefl.aughter] Our decisions, are we capable and are we stedttur
appropriately, | refer back to the conversationshad earlier on in the discussions
which is that if States spending is to be cappé&tlto be limited - then there is a

debate to be had about the power of the Corporatdr€ to veto increases and the
ability for the Treasury to be more corporate syapproaches and have more ability
to influence and get information out of department$hat is, however, a very

controversial issue which we explained and expleatier.

Senator S. C. Ferguson:

Thank you very much indeed, Minister. Thank yowywauch, Mr. Black.
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