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WRITTEN QUESTION TO MINISTER FOR TREASURY AND RESOURCES
BY DEPUTY M.R. HIGGINSOF ST. HELIER
ANSWER TO BE TABLED ON TUESDAY 4th MARCH 2014

Question

Does the Minister believe that Jersey’s credingafrom Standard and Poor’s is in danger of being
downgraded following the downgrading of the IsleMan’s credit rating from AA+ to AA because it is
constrained by its undiversified small economy wihitakes it vulnerable to external shocks and aajjlob
downturn threatens its core industry, finance #rtig does not, would he state why, bearing in mind
Jersey'’s higher reliance on finance than the IEMan and the prospect for continued low interests

for depositors, greater competition from, and ragah applying to, offshore financial centres?

Answer

Jersey’s credit rating from Standard and Poor (S&%&3 announced on 22nd November 2013. It is AA+
with a stable outlook. The “stable outlook” commémm S&P is a formal part of their rating and
provides certainty and confidence in Jersey’'s &jtias expressed in their initial report: “The stabl
outlook reflects our view of Jersey’s high wealtiddts strong public policy settings and government
finances.” Last week the Treasury confirmed diyewith S&P that they do not anticipate any change
in Jersey’s rating.

In accordance with their Regulatory obligations #&melr routine cycle, S&P plan to publish an upedat
report on 2% May 2014.

For Members’ ease of reference, the full text ef 8&P initial report is reproduced overleaf.



OVERVIEW

« The States of Jersey has mature political andtirngtnal settings, transparent economic decision-
making, and high fiscal flexibility--the latter usghinned by no direct public debt and strong fiscal
discipline.

* It also has a wealthy, market-oriented, and opesneay.

* We are assigning our 'AA+/A-1+' long- and shortrtesovereign credit ratings to Jersey.

e The outlook is stable, reflecting our view of Jgisdiigh wealth, as well as its strong public pglic
settings and government finances.

RATING ACTION

On Nov. 22, 2013, Standard & Poor's Ratings Sesvassigned its 'AA+/A-1+' long- and short-term
foreign and local currency sovereign credit ratingshe States of Jersey. The outlook is stablseyds
the 128th sovereign rated by Standard & Poor's.

RATIONALE

The ratings on Jersey reflect our view of its higbalth, strong fiscal flexibility, and public-pajic
stability. These strengths are moderated by Jessigpendence on its financial services sectolads of
monetary policy flexibility, and data deficiencias the external side that hamper our full assessmokn
external risks.

Jersey is one of three British Crown Dependendles ¢thers are Guernsey and the Isle of Man). & ha
an open and wealthy economy; we estimate 2013peratapita GDP at nearly US$60,000. Following
six years of economic contraction, we expect Jeisegturn to modest real per capita growth of

0.1% in 2014 and to average a similar level ovet2@015 (1% growth in real GDP terms).

Growth will depend on Jersey's financial servicestsr (banking, trusts, funds management, and Jegal
accountancy and investment advisory services) exawy in line with global financial and economic
trends. That said, recovery is likely to be uneaed comparatively shallow given the sector's high
contribution to GDP (more than 40% in 2012) and tecertain growth prospects of key European
trading partners. The other main external risk txsky's growth prospects is the potential tightgron
international financial sector and taxation agreert® which would affect off-shore financial hubs
globally.

Offsetting these risks are the Jersey governmesit@ng fiscal position and mature institutional
arrangements, which are conducive to swift poliegponses if required. Broad community and political
support for prudent fiscal policies have resultacbalanced budgets on average over the past 1Gyear
The government has also accumulated financial agkat can be drawn-down to support growth during
more difficult economic times, such as the past yiwars. While we expect the government will caatin
to stabilize its fiscal position over the next thrgears, we project that lower taxation revenuessting
from financial system weakness (the sector geref@i@o of corporate tax revenues) and higher capital
expenditure will delay a return to surpluses ugol5.

The government has no direct debt. Its balancetsisealso not materially at risk from contingent
liabilities pertaining to its related entities (nttshousing authorities, utilities, and pensiondgh whose
debt we estimate to be about 6% of GDP.

Incomplete data constrains our assessment of Jergeiate-sector balance sheets, but they do not
appear to be under pressure. While the financialises sector poses risks, these are partly mitiddty
Jersey's high per capita income; strong systenidiguand capital; the same lending and underwatin
standards as the (mostly U.K.-based) parent baakBjnded banking sector depositors’ compensation
scheme (of up to £50,000 paid to depositors, withtal scheme cost capped at £100 million or about
2.7% of GDP); and the sector's role in providingsbbre banking services to clients of U.K. banks. W
do not see immediate risks to the sector nor dbelieve that Jersey's government would likely Beda
upon to support an ailing institution, if required.



Jersey's monetary policy flexibility is limited by currency board arrangement with the British pdu
sterling. The Jersey pound is not accepted intéonatly. We find that this long-standing arrangerisn
credible in light of the island's fiscal assetsdp®00% of GDP) and its economic links with the U.K

Like other British Crown Dependencies, Jersey dusscollect external data and its economic data is
limited in coverage and is published with lags, shhtomplicates our analysis.

OUTLOOK
The stable outlook reflects our view of Jerseytshhivealth and its strong public policy settings and

government finances. We could raise the ratingsafe-complete data were available to assess Jarsey
balance of payments and external risks, and ifave an increase in economic diversification.
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We could lower the ratings if we saw that Jerssfysng position as a financial center was declinangf
the island's very strong fiscal position were taiwen.



