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PROPOSITION

THE STATES are asked to decide whether they are afpinion -

(@)

(b)

to agree that future annual increases in lth@ge pension should no
longer be linked automatically to the Average Bagsi Index but

should be increased in line with whichever is tighbst for the year
in question of —

® the Average Earnings Index;

(i) the RPI Pensioners’ Index produced by the Stasisfimit; or
(iii) a figure of 2.5%; and

to request the Minister for Social Security bhang forward for

approval the necessary amendments to legislatigiveoeffect to the
proposal, at the earliest opportunity.

SENATOR A. BRECKON
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REPORT

| believe this issue is too important to many peners to be left to a Minister or
department to dither about and deliberate for yeasmething needs to be agreed by
the States soon to have it in place by mid-2012hst it can come into effect in
October 2012. Also, it will be a real incentive tbe States to keep domestic inflation
down.

My recollection of why the increase in Jersey’'s @lge Pensions was linked to the
Earnings Index was principally for 2 reasons —

Q) Because of the strength of economy and wage banggiower, the Earnings
Index was deemed to be most beneficial Index totle increase of pensions
and some other benefits.

2) It was recognised that pensioners and those onfibérael no bargaining
power themselves for increases, therefore, (attitmad) it was thought best to
link them to those that did — wage and salary garne

The table below shows that over the last 21 years f

» 14 years the Average Earnings Index was higherttheuRRPI.
* 6 years the Average Earnings Index was lower tharRiPI.
e 1 yearitwas the same.

The cost of life’'s necessary basic needs, like fagilities, light and heating, have

increased significantly over the last few yearsting pensioners particularly hard —

when REAL costs have risen, but pensions have not matchgdli¢aving many to
suffer in silence and make do.

Information from the recently published ‘Index of Average Earnings — June
2011, from the Statistics Unit, says —

* In June 2011 the average weekly earnings of workens Jersey was 2.5%
higher than in June 2010.

* The latest annual increase is 1.4 percentage pgnetster than that of the
previous 12 month period (1.1% to June 2010).

* Average earnings in thgrivate sector overallincreased by 2.2% over the
year to June 2011; the majority of sectors sawemes of around 2 to 3%.

* The public sector saw average earnings increase by 3.9% over thetgear
June 2011. This increase was due to both a schiegale award (of 2%) for
2011 for the majority of employees, as well asteospective pay award for
2010 (of 2%) for some pay groups.

The Index of Average Earnings measures changeserage earnings (gross wages
and salaries) that have occurred, and been paitjot&ers in Jersey. It includes
overtime payments, but excludes bonuses, employessirance contribution, and

Page - 3
P.164/2011



holiday pay and benefits in kind (e.g. free accomation or meals). The 2011 Index
measures changes in average earnings receiveddrettve last weeks of June 2010
and June 2011.

Average earnings are calculated on the basis afl-irhe equivalent (FTE) worker.
Workers include full-time and part-time employeesl also self-employed people.
Part-time employees are weighted in the calculabbrFTEs according to hours
worked.

Table 1 (RPI — Retail Prices Index, ElI — Earnings Index)

Year | RPI (% increases) El max Index for max
1990 100
1991 8.0% 8.6% 8.6% 108.6
1992 6.2% 6.0% 6.2% 115.4
1993 4.0% 6.1% 6.1% 122.4
1994 2.7% 4.6% 4.6% 128.0
1995 3.5% 2.3% 3.5% 132.5
1996 3.1% 5.0% 5.0% 139.1
1997 3.5% 4.7% 4.7% 145.6
1998 4.7% 6.4% 6.4% 154.9
1999 3.2% 7.6% 7.6% 166.7
2000 4.5% 5.5% 5.5% 175.9
2001 3.9% 8.1% 8.1% 190.1
2002 4.2% 4.2% 4.2% 198.1
2003 4.2% 4.7% 4.7% 207.4
2004 4.8% 3.3% 4.8% 217.3
2005 3.6% 5.3% 5.3% 228.7
2006 2.9% 3.3% 3.3% 236.2
2007 4.3% 4.7% 4.7% 247.2
2008 5.6% 4.3% 5.6% 261.1
2009 -0.4% 3.0% 3.0% 268.9
2010 2.8% 1.1% 2.8% 274.4
2011 4.5% 2.5% 4.5% 288.9
Table 2

Year RPI (% increases) June El

2005

2006 2.9% 3.3%

2007 4.3% 4.7%

2008 5.6% 4.3%

2009 -0.4% 3.0%

2010 2.8% 1.1%

2011 4.50% 2.5%

The annual percentage changes in average earningshbeen recorded since 1991
(over the 12 months to June of each year) as slmwre bar chart on the next page.
The average annual increase in earnings duringntst recent 3 year period, since the
global economic downturn in late 2008, has beePo2)2r annum, a rate of increase
lower than the annual increases seen in the preg@dilecades.
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Annual percentage change in average earnings
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Comparison of the rate of growth of earnings infhblic and private sectors is made
more complex by the historic 2 year nature of pagatiations and awards seen in the
public sector prior to 2008, and also by the peciatelay in implementation of pay
awards for some pay groups. Nevertheless, it Brimdtive to compare the rates of
increase of earnings in the sectors over periodewedral years in order to smooth out
the effects of such factors —

. Since June 2001, average earnings in the puldtorskave increased by 41%;
over the same period, earnings in the private s@utoeased by 43%.

. Since June 2007, after which the public sector edoaway from a 2 year
structure of pay awards to one on an annual b#sspublic and private
sectors have seen similar overall increases imgeegarnings, of 11%.

Comparison with Retail Prices Indices

During the 12 months to June 2011, the JerseytAth$ Retail Prices Index (RPI)
rose by 4.5%. This annual rise was driven by theemse in the rate of GEBn
1st June 2011, accounting for 1.3 percentage pofrite increase in the RPI.

Average earnings increased by 2.5% during thellashonths, implying that prices
increased by 2.0 percentage points more than emrower the period.

Historically, the long-term growth of earnings ierdey has been greater than that of
prices. Since 1990, the Jersey RPI has increasd@&# (i.e. prices have more than
doubled), whilst earnings have increased by 167%ih& bar chart shows on the next
page, prices have increased in Jersey at a fadtethan earnings in 6 out of the last
20 years, since 1991.

! The rate of GST in Jersey increased from 3% tm&%st June 2011.
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Annual percentage change in average earnings and the RPI at June each year
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This relative behaviour of earnings and priceseiiected in the long-term annual
averages: over the period from 1990 to 2011, egsnimcreased on average by almost
one percentage point more per annum than pric&%(4nd 4.0% per annum for
earnings and prices, respectively).

It is also apparent from the chart above that icemé years movements have

constituted a different period in the relative babar of prices and earnings than that

seen over the longer term: in 3 of the past 5 ypaces in Jersey have increased at a
greater rate than earnings.

Information from Social Security:
“Pensions increase in line with earnings

Following the announcement of a 2.5 per cent irsgaa the Jersey annual
earnings index, the Minister for Social SecurityepDty lan Gorst, has
released details of increases in benefit rates f@utober 2011. These are
automatically linked to the rise in average earsinthe full rate for a single

pensioner will increase by £4.48 to £184.45 perkw@be full married couple

rate will increase from £298.76 to £306.25 per weether benefits such as
incapacity and maternity benefits will also riseh§%.

Associated changes to Income Support will ensue #il low income
pensioners will see an increase in their total fieratittement of £4.48 a
week for a single pensioner, or £7.49 for a cotiple.

My Comments:
However, this does not tell the full story becaitdgas been demonstrated to me that

some pension increases are being offseRBYDUCTIONS in Income Support for
pensioners, and they can actually finish up wofkefter “the increasein pension.

Page - 6
P.164/2011



Whilst the Minister may wish to consult or produeports until the cows come home,
pensioners are suffering some hardship. | beli@w is the appropriate time to seek
an amendment which allows for the highest IndeAwdrage Earnings, Retail Prices
and the more recently produced Pensioners’ Indeked to the Retail Prices Index
Reports) to be used to be benefit pensioners.

Making direct comparisons between basic pensiodgiisey and the UK is not, in my
opinion, appropriate because the UK pension hasyrfsupplements” added to it.
Also many pensioners in the UK receive free medicdtment, as well as doctors,
this can include dental, optical and foot care.oAlallowances are paid towards
heating/utility bills and many goods and servicesy. food, for example, are
considerably cheaper.

Deputy Gorst has announced a review of the medhmaiaisuprating pensions —

“The UK Government Actuary is currently completiaghree year review of
the Jersey Social Security Fund. The results sfréniew will be used to plan
future changes to the Social Security Scheme. Akmaav, the number of
pensioners is increasing and people are livingdonghe States has already
agreed to increase the pension age from 2020 oswhauod we will also need
to increase contribution rates over the next fearye¢o ensure that pensions
can continue to be paid in the future.

| have asked the Government Actuary to includeisnréview an analysis of
the impact of changing the method used to incregesesions from year to
year. At present, pensions are increased autorfigticdine with the increase
in the earnings index so that pensioners’ inconmsat the same rate as the
incomes of the working population. This method wdsbduced in 1990 and
has ensured that current pension rates have keptvagh the general level of
wages in the island.

Since the earnings index began in 1990, the growtkarnings has been
higher than the RPI (Retail Prices Index) in masrg. In only six years has
the increase in RPI been higher than the increagarnings. As a result, the
Jersey pension rate of £184.45 a week comparedasoyrably with the UK
pension of £102.15.

In recent years, the RPI has been higher thanathrengs index in 2008, 2010
and 2011. The review by the Government Actuary wallculate the cost of
changing the method of uprating, so that it takés account both the cost of
living and the earnings index. In the UK this haeib referred to as a “triple
lock” and the UK government has committed to upiatthe basic state
pension by a triple guarantee of the highest ofitbeease in earnings, prices
(CPI) or 2.5%.

The cost of changing the method of uprating wilechéo be borne by the
current working age population. Any decision wided to take into account
the increase in the contribution rate that is ndeiemaintain the current
system, as well as the extra cost of a more geserprating method.
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| intend to publish a report setting out this as@yat the end of October.
Following the elections, the new Minister for Socscurity will be able to
put proposals to the new States Assembly.”.

Financial and manpower implications

The costs of any increases in pensions are draym tihe Social Security Fund. There
are no manpower implications, save for officer tindeafting the necessary
amendments to the relevant legislation.
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