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REPORT

The Minister for Treasury and Resources welcomédhal recommendations in the
Fiscal Policy Panel's (FPP) 2014 Annual Reportimihitial response to the report.
The report is clear in endorsing the approach ihatroposed in the Draft Budget
Statement 2015 (P.129/2014), while at the same higklighting the challenging
agenda we face in preparing the next Medium-Temarkgial Plan.

The Minister is encouraged that the FPP commen&thtes for the good progress we
have made on their previous recommendations.dlsis pleasing that drawing on the
latest evidence on the performance of both theratenal and Jersey economies,
they are forecasting an improvement in economiditmms next year.

The next sections of this report consider in moedail each of the Panel's
recommendations in turn, showing that each of tliemccepted and will be acted
upon. It is worth remembering that, as set outia Minister’s initial response to the
FPP’s report, the Panel make a number of othetip@siemarks in reference to the
proposals set out in Draft Budget 2015 —

. The property tax review is welcome because it chelp the States to
improve the efficiency of the current tax system.

. The proposed cap on mortgage interest relief isergially a
significant and welcome development.

. Delivering £100 million of fiscal stimulus is appmate for 2014, and
that fiscal policy should be accommodating in 2@%5well because
there is still likely to be aggregate spare capanithe economy next
year.

The FPP’s 2014 Annual Report is the first publisbeate the Minister appointed the
new members to the Panel and since the fiscal framewas strengthened by placing
the Panel and their reporting procedures on a tetgtubasis. Our independent
economic experts act as an important check on sStatenomic policy, and the
Panel's recommendations will be given full considien by the Council of Ministers
and should guide the States in the important dewisit has to take in the Draft
Budget 2015.
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SUMMARY OF RECOMMENDATIONS AND THE RESPONSE

Accept/

Target date of

Recommendations . Comments action/
Re ect X
completion
The focus in 2014 | Accept | Draft Budget 2015 sets out proposals to jAlteady

and 2015 should be
on supporting the
economy (by running
deficits) while there
is still spare capacity

significant amounts of investment into t
local economy in 2014 and 2015

continue to support it while condition
remain weak. The Panel's own analy
shows that the level of support amounts
3% of GVA in 2014 and nearly 5%

2015. This is largely a result of tf

significant investment planned in o
infrastructure  through  the  capit
programme.

It is recognised that there are always ri
associated with delivering capital proje
on time, and Treasury is clearly focused
delivering the plans for this year and neg
Learning from experience in recent yeg
Treasury has been, and is, improving h
it monitors and progresses capital projg
which will ensure they are carried out
quickly and efficiently as possible, gettit
money into the economy while there is §
spare capacity.
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This focus should no
be deflected in light
of lower tax receipts
(out-turns or
forecasts), especially|
where this is a result
of a weaker than
expected economic
performance. The
Panel supports the
Budget’s proposed
approach to mainly
use savings and
reserves to fund the
potential shortfall in
income because it
limits the negative
impact on the
economy in the short

L Accept

term.

This is a key recommendation and one
should be given due regard as the St
makes the decisions for the Budget 20
Much attention will rightly be given to th
latest income tax forecasts, but the P3
have advised that this should not result
us taking actions that damage the econg
in the early stages of its return to grow
The Minister acknowledges the support
the Panel and will endeavour to ensure |
any potential shortfall in income in 20]
and 2015 is funded in a way which lim
any negative impact on the economy.
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Target date of

Recommendations Acqept/ Comments action/
Reject X
completion
If there is a structural Accept | The advice on the timing of any action| fbo be included
deficit in the public address a potential structural deficit | i next MTFP.
finances, the States noted, and work is well underway to meet
should plan to this recommendation as part of the Long-
address it once the Term Revenue Plan (LTRP) 2013-2020
economy has which analyses the financial position |in
recovered. Structural future years. Treasury will continue fo
changes in taxation, improve this analysis over the coming
or expenditure months in preparation for the next MTFP
programmes are 2016-2020. In addition, the LTRP will set
easier to introduce out in detail the process for assessing|the
once the economic structural position, determining whether
recovery is fully any action is required, and how we should
established. This will plan to make any decisions. A clear and
be an important considered process will prevent any knee-
consideration for the jerk reactions that could hinder economic
next MTFP. recovery.
The tax and spending proposals in the next
MTFP will need to include sufficient
flexibility to adjust the fiscal position over
the 4 year period to allow for changing
economic conditions and to address any
underlying structural issues.
The Panel, elsewhere in their report, state
that ahead of their report next year they
will undertake additional analysis to heglp
the States better understand the strucfural
position of the States’ finances. The
Minister believes this work will be
extremely important in determining what
should be proposed in the next MTFP|in
terms of the extent and timing of any
adjustment of the balance between taxation
and spending.
The States should | Accept | The FPP’s comments are welcome and| To be included

bear in mind the
following principles
when forming the
next MTFP —

e Aim to balance the
budget over the
economic cycle —
i.e. surpluses and
deficits which
broadly balance out
over more than one
MTFP period.

e Adopt prudent

reflect some of the lessons learned from
the first MTFP. In particular, recognising
that the next MTFP will cover 4 years
rather than 3, so it will be even more
important to set an affordable level of
expenditure and to build in sufficient
flexibility in expenditure proposals and a
level of prudence in the assumptions for
States income.

The Minister for Treasury and Resources$
will give consideration to certain changes

to the Public Finances Law to provide

in next MTFP

greater flexibility in the management of
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Target date of

Recommendations Acqept/ Comments action/
Reject X
completion
assumptions for States’ finances over the MTFP period.
income and realistic The first MTFP focussed on providing
assumptions for resources to create jobs, stimulate
expenditure. economic growth and provide essential
e Include flexibility investment in healthcare. This meant
within a clear investing heavily in the early part of the
framework for MTFP period and leaving less flexibility
expenditure. than was initially intended in 2014/2015.
The current Public Finances Law already
allows the MTFP to retain greater
flexibility in growth, capital and
contingency allocations until the later years
of the new plan and this will be used to g
much greater extent in the next MTFP.
The new Council of Ministers will also
review the underlying Resource Principles
as part of the work on the proposed Long-
Term Plan and new Strategic Plan.
It is very important | Accept | Work is already underway as part of thWork

that the States make
plans about how to
deal with the
expected
improvement in
economic conditions
and reduction in
spare capacity from
2016 onwards. It is
even more important

to consider how fiscal

policy would need to
change if growth
turns out to be highe
than expected, or if
capacity constraints
started to be felt. In
either case, this
would mean running
tighter fiscal policy
and topping up the
Stabilisation Fund.
The plans could
include —

e Reducing
departmental
expenditure and/or
raising revenue to ru

U7y

surpluses (or at least

LTRP to assess the options for a balan
budget over the period of the next MT
and beyond. These options will inclu
balancing requirements for growth a
service improvements with a level

compensating savings or efficiencies. T
Minister for Treasury and Resources |
confirmed the rules for the future operati
of the Stabilisation Fund, and the LTH

will consider options to replenish this Fu
when economic conditions deem
appropriate.

A Long-Term Tax Policy is also bein
developed and will provide the framewq
within which revenue-raising options f
the next MTFP and beyond can
considered if necessary.

Officers in Treasury have been worki
with representatives from the Construct
Council for some time to assess the ove
(public and private sector) level
construction activity going forward. Th

work will provide essential information to

assess the resources required on- and
Island, and how this relates to the capa
of the local construction sector.

addition, consideration will be given to tf
appropriate responses should there

cedderway as
Fpart of LTRP
dand next
ntrategic Plan
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indications that on-Island capacity may
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Target date of

Recommendations Acqept/ Comments action/
Reject X
completion
smaller deficits). exceeded at any point. A Long-Tefm
e Managing how Capital Plan has already been developed
capital projects are over 25 years, which will make it easier|to
delivered so as to pu identify the opportunities to profile and
less strain on local adjust capital spending to reflect the state
capacity. of the economy and the wider political and
e Continuing with strategic priorities.
policies which will Improving Jersey’s economic potential |in
improve Jersey’s the future will be key to improving living
economic potential, standards, prosperity and in turn, public
such as those which finances. The Minister for Treasury and
aim to increase Resources in previous Budgets and [the
productivity, MTFP has continually supported policies
innovation and which will improve economic potential
reduce structural and, in particular —
unemployment. e Supporting the economy through the
downturn through discretionary fiscgl
stimulus that helps maintain employment,
reduces the loss of capacity in the economy
and delivers valuable investment in qur
infrastructure.
e The different Back to Work schemes|to
help unemployed people and prevent key

target groups from being frozen out of the

labour market (reducing the associa
costs with people being out of work f
long periods or at critical stages in th
skills development).

e The new Economic Growth an
Diversification Strategy with the renewg
focus on innovation and competivene
(including the new Jersey Innovati
Fund), growth in financial services a
implementation of the McKinsey repo
the new enterprise strategy and rais
productivity across the economy.
However, it is recognised that there
more work to be done on improvir
Jersey’s productivity performance acrg
all sectors. This will be an importa
challenge for the next Council of Ministe
and must be a key priority for the ne
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Strategic Plan.
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Recommendations

Accept/
Reject

Comments

Target date of
action/
completion

The Treasury should
look at how
budgeting for capital
projects and the use
of capital allocations
can be improved,
because the current

Accept

The Treasury
changes to the way funding is allocated

capital projects and how the Consolidated

Fund balance is managed — this will a
include consideration of what changes
need to be made to the Public Finan
Law. This work will be planned such th

is considering potentiBlefore July

7015

SO
nay
ces
at

system may make it any Law changes are taken forward for
harder to adjust States’ approval before the next MTFP| is
capital expenditure lodged in July 2015.

and therefore fiscal Capital monitoring information has also

policy. During our increased, and information relating |to
fact-finding visit, the specific  project updates, projected
Treasury confirmed cashflows and reasons for any delays, will

that work is already also be valuable in managing the overall
underway and it will capital programme.

be important that this

is finalised in time to

influence the next

Medium-Term

Financial Plan.

The delay to Accept | This recommendation is consistent with|thénderway and
introducing the long- adoption of the Draft Budget 2015, as| ivill be
term care charge was does not propose any further delays in |tlaehieved
appropriate, but there introduction of the long-term care chargehrough

is no need for further
delays given the

planned fiscal stance
in 2015 and 2016.

The Minister for Treasury and Resourg
acknowledges that given
economic conditions, the planned defic
in 2015 and 2016 will provide approprig
support to the economy without delayi
the introduction of the long-term ca
charge any further.

expectedf Draft Budget

amplementation
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The States should
monitor the value of

the Strategic Reserve

relative to the size of
Jersey’s economy an
States’ expenditure.
The States should
give an indication of
the desired size of th
Strategic Reserve.

Accept

The Minister for Treasury and Resource
committed to maintaining the value of t
Strategic Reserve in future relative
inflation, and ensuring that it is only us
in the manner set out in the revised pol
for the Strategic Reserve alongside
Draft Budget 2015. The size of ti
Strategic Reserve is a key indicator of
strength of Jersey’s public finances, &
the Minister is determined that this stro
position will not be eroded over time.

It is agreed that the size of the Strate
Reserve should also be monitored rela

sHeiture
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twalue of the
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Recommendations

Accept/
Reject

Comments

Target date of
action/
completion

Reserve should only be made after ¢
consideration of how the value of the Fu
has varied relative to the these factors.
In their report, the Panel state that “it
hard to say what the optimum size of t
Strategic Reserve should be”, and

Minister agrees with this view. The matter

is complicated by the fact there 4
competing uses for any funds that could
paid into the Reserve, such as ot
government expenditure priorities
rebuilding the Stabilisation Fund.
Nonetheless, the Panel's recommenda
does require the States to give
indication of its desired size. Furth
consideration will be given to this issue
work on updating the fiscal framewo
ahead of the next MTFP continug
including seeking the views of the FPP
any proposals, and this issue in particulg
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The States should
produce projections
for future States’
income and
expenditure for the
next 20 years,
adopting an approac
similar to that used
by the UK’s Office
for Budget
Responsibility. This
will complement the
balance sheet
information the State
already publishes in
its annual accounts.

Accept

The Minister acknowledges the Pan
views, and supports the further extens
of States’ planning horizons. Mug
progress has been made in the last 5
in relation to extending both the horizo
and the context of States’ financ
planning. We have —

e Moved from annual
budgeting.

e Incorporated these improvements
financial planning and budgeting into o
legislation.

to 3/4 yes

e Been developing the LTRP over 2 MTF

periods to support that process.

e Been developing a Long-Term Capi
Plan over 25 years for the replacement
our essential infrastructure and assets.
The next States Strategic Plan is propo
to be set within the context of a first Sta
Long-Term Plan looking much furthg
ahead than we have before, 4
encouraging co-ordination of all State
long-term planning in one documel
Progress on this work should mean t

this recommendation is fully implemented

into our planning procedures by the time

plT0 be
iamompleted to
hinform next
el$FP and
nkong-Term
aPlan.
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the next MTFP.
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Target date of

Recommendations Acqept/ Comments action/
Reject X
completion
10 | The States should | Accept | In line with past FPP advice, the StateAlready

continue to monitor
the outlook for the
Social Security Fund
through the planned
3 yearly actuarial
reviews, and include
the uncertainties and
projections in its
medium-term fiscal
plans and long-term
assessments of
sustainability.

192}

Accounts for 2013 included the position

the Social Security Funds for the first tim
and in Draft Budget 2015 the Statesis part of future
position was also presentedinancial

financial
including the impact of the Social Secur

Funds. In addition, the 3year actuarial
review of the Social Security Funds wiill

continue.

Ensuring that these recent developments

are an integral part of our financi

planning will allow this recommendatign
to be implemented, and will mean that
plans  will

future medium-term fiscal
continue to include the implications of t
uncertainties and projections on the So
Security Funds. This will allow

consistent and more holistic assessment of

the States’ fiscal position on an ongoi
basis.
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