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4th Addendum to MTFP Addition – Interim Update on States Income Forecasts (September 2016) 
 
1. Purpose 
Following the issue of the Fiscal Policy Panel’s Annual Report, this Addendum is provided to inform 
the debate of the MTFP Addition 2017-2019 (P68-2016). The additional information provides: 

 an interim update of the States income forecasts ahead of those to be produced for the draft 
Budget 2017 in October 2016. 

 an explanation of the impact of the interim States income forecasts on the overall financial 
position for the MTFP Addition. 

 The draft proposals from the Council of Ministers to address the change in financial position. 
 
2. Background 
The draft MTFP Addition 2017-2019 (P68/2016) was prepared on the basis of States income forecasts 
from the Income Forecasting Group (IFG), which drew from the economic assumptions endorsed by 
the Fiscal Policy Panel (FPP) of March 2016. 
 
The next revision of States income forecasts would normally be for the draft Budget 2017 in October 
2016. However, as a result of the UK Referendum decision to leave the EU and the implied impact on 
the UK and Jersey’s economic prospects the Minister for Treasury and Resources asked the FPP to 
provide an economic update ahead of its Annual Report for 2016. 
 
The FPP produced an economic update for all States members in July and stated that a sensible 
approach would be to maintain the current course until there are clearer indications of how the 
Jersey economy is being affected, and to not make ad hoc changes to the path set out by the Medium 
Term Financial Plan Addition. 
 
The FPP has now presented its Annual Report for 2016, including revised economic assumptions, and 
these form the basis of the interim update to the States income forecasts. 
 
The Council of Ministers are committed to ensuring that States members have the most up to date 
information and are presenting this Addendum in advance of the MTFP Addition debate. 
 
3. FPP Annual Report and Revised Economic Assumptions 
 
The updated FPP endorsed assumptions are shown at Figure 1 and have been used in the update of 
the States income forecasts. The economic assumptions were published on 30 August 2016. 
When compared to the previous (March 2016) assumptions, the main changes are: 

1. Outturn data – there have been a number of new data: 

a. Financial services profits for 2015 were lower than forecast. 

b. FTE Employment growth in 2015 was higher than forecast. 

c. Finance sector compensation of employees grew by 9 per cent (nominal) in 2015; 
leading to a higher expectation for compensation of employees overall. 

d. Average earnings growth for 2015 was 0.7 percentage points lower than forecast. 
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2. Financial services profit growth – growth expected to be slower in 2016 and 2017. 

3. Non-finance profit growth expected to be slower in 2017. 

4. Inflation – expectations for 2016-2017 are higher than previously. 

5. Average earnings – 2017 expected to be slightly higher (in nominal terms, due to higher 
inflation). 

6. Employment growth – is now expected to be slower in 2017. 

7. UK policy interest rates – are now expected to be lower throughout the forecast period.  

The changes in these assumptions have had knock-on effects on the nominal and real economic 
growth (GVA) assumptions, with real growth expected to be slower in 2015-2017. The fall in real 
growth in 2015 is primarily due to the lower outturn for financial services GVA (1 per cent lower than 
expected) while the lower forecasts for 2016 and 2017 are primarily due to higher expected inflation 
(due to the depreciation of sterling). 
 
No change has been made to the assumptions for GVA growth in 2018 or 2019 is in accord with the 
FPP view, and 2020 has now been added to the forecast range. 
 
Figure 1 – FPP Revised Economic Assumptions for August 2016 

 
 
Figure 2 – Variations in FPP Economic Assumptions from August 2016 to March 2016 
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4. Interim Update of States Income forecasts from IFG 
 
Before the UK EU Referendum outcome was known the Income Forecasting Group (IFG) were due to 
be meeting in September to produce revised income forecasts for the draft Budget 2017 in October 
2016. As a result of the likely change of economic assumptions in the FPP Annual Report and to 
ensure that States members receive the latest information in advance of the MTFP Addition debate, 
the IFG have held an additional meeting to provide an interim update of the States income forecasts. 
 
IFG will complete its work and produce a full and formal report to Council of Ministers in early 
October and for inclusion in the draft Budget 2017. The figures in this interim update are not expected 
to change in the formal report and were presented to the Council of Ministers and the Corporate 
Services Scrutiny Panel on Wednesday 7th September and Thursday 8th September respectively. 
 
The interim forecasts are based on the revised economic assumptions for August 2016 and the latest 
“in-year” 2016 information from each of the States income areas. 
 
Income Tax 
The new forecast suggests that income in 2016 will be £4m higher than previously expected, due to 
improvements in the in-year corporate tax data from the Taxes Office. 
 
However, the lower earnings growth forecast for 2016 will result in £3m lower personal tax in 2017, 
while data from the Taxes Office suggests that corporate tax may also be £3m lower in 2017 - than 
previously forecast. 
 
Further downgrades mean that personal tax is expected to be £6m lower in 2018, rising to a £9m 
downgrade by 2020. Corporate tax is relatively unchanged over 2017-2019 as the lower economic 
assumption is offset by in-year data from the Taxes Office. The net impact is that the income tax 
forecast in 2019 is now expected to be £6m lower than the MTFP Addition forecast. 
 
Figure 4 – Summary of Interim Income Tax Forecast (September 2016) 
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GST, ISE Fees and Import GST 
The current in-year data shows all areas in line with the MTFP Addition forecast and in respect of ISE 
fees these are now largely complete for 2016. 
 
The reduction in the FPP’s real GVA forecast in 2017 causes a small downward adjustment to the 
level of increase in future GST revenues based on forecast trends agreed by IFG. 
 
Impôts Duties 
The current in-year data suggests a small increase in duty revenues for 2016 and the increased FPP 
inflation assumptions for 2016 and 2017 increase the expected revenues for future years. 
 
Stamp Duty 
The FPP have revised downward the forecast for house price inflation in 2017 and when this is applied 
in the stamp duty model to all transactions below £2 million it results in a small decrease in income 
in each forecast year. 
 
The volume of activity in the first half of the year is slightly down on forecast and as a result the 2016 
forecast is reduced. Due to the volatility of the property market this reduction is not yet carried 
forward in the base until the full 2016 position is clearer. 
 
Island Rate 
The variance on Island Rate is attributable to the FPP’s increased assumptions for inflation. 
 
Other Income 
There is one significant adjustment in relation to the delay in the receipt of an anticipated £5.5m 
dividend from SoJDC on the completion of the College Gardens development from 2018 to 2019. 
There are other less significant adjustments of a reduction in the Jersey Post dividend and Andium 
return. 
 
A summary of the variations to the MTFP Addition forecast are shown in Figure 5 and Appendix A 
provides a full revised States Income forecast for 2016-2020.  
 
Figure 5 – Interim Update of States Income Forecasts – Variance to MTFP Addition 
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Uncertainties and range of forecast 
The income forecast update is considered as the central scenario within a range for 2016-2020. 
 
The FPP have advised that uncertainty around the economic assumptions has increased.  The IFG’s 
view is that the balance of risks to the financial forecasts remains on the downside, but less so than 
at the time of the previous forecast. The IFG view reflects the fact that some of the uncertainty 
regarding BREXIT is now factored into the FPP’s latest economic assumptions. The FPP and IFG have 
intimated that there are also business opportunities within these areas of uncertainty. 
 
The IFG would emphasis certain factors which reflect uncertainty in the outlook: 

• income tax from shareholder income; 
• impact of UK banking sector reforms on banking profits;  
• combined impact of future changes in fiscal policy such as public sector reform and future 

capital expenditure; 
• impact on business decisions of UK referendum on its future relationship with the EU; 
• prospects for the global economy, loss of momentum in advanced economies, transition in 

China and risks to emerging economies.  
• impact of current and proposed EU and OECD international tax initiatives. 
• impact of proposed changes to UK tax policy and anti-avoidance measures. 

 
The IFG will include a recommendation in the final report to CoM that, in light of the continuing 
uncertainties in the outlook, that it is imperative that the Council of Ministers continues to maintain 
sufficient flexibility in the plans for the draft MTFP Addition 2017-2019. 
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5. Updated Financial Position 
 
The Council of Ministers has presented the MTFP Addition (P68/2016) with a financial position that 
showed a return to balanced budgets by 2019 and also maintained a target £20 million working 
balance or contingency in the Consolidated Fund over the MTFP period. 
 
The impact of the update to the income forecasts in overall terms is that the financial position is 
forecast to have worsened slightly by £6 - £7 million pounds per year in 2017 – 2019. The revised 
financial forecast for 2016-2019 is shown at Figure 6 and at Appendix B. 
 
Figure 6 – Updated Financial Forecast for the MTFP Addition 2017-2019 (September 2016)  

 
The only revision to the financial forecast is in respect of States income – all expenditure figures remain as 
proposed in the MTFP Addition (June 2016).The figures include a £5.5m adjustment for the slippage of the 
anticipated SoJDC dividend on completion of the College Gardens development from 2018 to 2019. 

 
The revised financial forecast at Figure 6 shows that the financial position is still broadly balanced 
and based on the latest advice from the FPP in its Annual Report for 2016, to maintain the current 
approach and package of proposals, no change to spending plans or revenue raising measures is 
proposed based on the change to the financial position. 
 
The further impact of the slight worsening of the income forecasts is the cumulative effect on the 
balance of the Consolidated Fund. In Figure 5 this can be seen to be a reduction of £15-£16 million 
by 2019. 
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A revised summary Consolidated Fund forecast for 2016-2019 is shown at Figure 7, where the 
forecast closing balance in both 2018 and 2019 fall below the targeted £20 million working balance 
or contingency. 
 
Figure 7 – Updated Consolidated Fund Forecast (September 2016)  

 
 
6. Proposed Response of the Council of Ministers and Revised Financial Position 
 
The Council of Ministers has considered the updated income forecasts and the impact on the States 
financial position for the MTFP Addition. If the updated income forecast had caused the forecast of 
the Consolidated Fund to be overdrawn at any point the Council of Ministers would be required to 
take corrective action and if necessary bring back any required decisions to the States. 
 
The updated forecast at Figure 7 shows that the Consolidated Fund would remain in surplus over the 
period of the MTFP but the Council of Ministers is conscious of the FPP advice and recommendations 
to maintain sufficient flexibility in the MTFP given the uncertainties in the economic outlook. The 
Council of Ministers would propose to take measures to maintain a target balance of £20 million in 
the Consolidated Fund over the period and this would require additional proposals for 2018 if the 
current forecasts prevail. 
 
The Council of Ministers has also considered the advice and recommendation of the FPP to draw 
more from reserves rather than to implement additional fiscal tightening (beyond that which is 
already planned). 
 
In light of this advice the Council of Ministers is proposing that should the revised forecast at the time 
of the draft Budget 2018, in Autumn 2017, continue to show a Consolidated Fund balance of less than 
£20 million then additional drawdowns from the Strategic Reserve (£16 million on the basis of the 
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current forecast) would be proposed by the Minister for Treasury and Resources in the draft Budget 
2018. 
 
In the event of a further downturn in States income forecasts, the Council of Ministers would also 
consider at that time, and again in advance of the draft Budget 2019, whether it was still appropriate 
to propose the planned £20 million repayment to the Strategic Reserve in 2020. The decisions around 
this repayment provide a further £20 million flexibility over the MTFP period. 
 
At each juncture the Minister for Treasury and Resources and Council of Ministers would also give 
consideration to any change to the economic position and the advice of the FPP in relation to whether 
use of reserves remained the appropriate fiscal adjustment. 
 
The impact of the proposed drawdown from the Strategic Reserve in 2018 on the updated summary 
forecast is illustrated at Figure 8 and shows that the Consolidated Fund forecast balance would be 
maintained at the targeted £20 million working balance over the period of the MTFP. A revised full 
Consolidated Fund Forecast is included at Appendix C 
 
Figure 8 – Updated Summary Consolidated Fund Forecast for MTFP Addition (September 2016) 

 
Note: including impact of updated income forecasts (September 2016) and proposed additional Strategic 
Reserve drawdown of £16 million in Budget 2018. 
  



4th Addendum to MTFP Addition (P68/2016) – Interim Update on States Income Forecasts (September 2016)       9 | P a g e  

 

Revised Strategic Reserve forecast 
 
The Strategic Reserve forecast has also been revised to show the impact of the proposed additional 
drawdown of £16 million in 2018 and to illustrate the forecast balance on the excess return. 
 
The forecast at Figure 9, and at Appendix D, also provides an update on the improved return on the 
Strategic Reserve in 2016. Taking account of the current position at July 2016 and allowing for the 
proposed additional drawdown in 2018 the excess return is projected to increase from £68 million in 
2019 in the MTFP Addition to £85 million in the latest interim update. 
 
Figure 9 – Updated Strategic Reserve forecast for MTFP Addition (September 2016) 
 
 

 
1 The excess return is based on the latest in-year forecast return for 2016 (July 2016), the forecast return for 2017 and 

an assumed return of 2% above RPIY in future years. 
2 the protected capital value is based on the 2012 Strategic Reserve value increased by RPIY 
 

Update on States Investment returns 
The Treasury and Resources Department improved its management of a number of States funds by 
pooling them together and minimising administration costs under a Common Investment Fund (CIF) 
structure.  Significant Funds managed in this way include the Strategic Reserve and the Social Security 
Reserve.  The performance of the CIF is monitored on a monthly basis and reported to the Corporate 
Management Board and the Council of Ministers on a quarterly basis.  
 
During the year to 31st July 2016, the value of the CIF has increased by £304 million; £67.6 million of 
that is attributable to the value of the Strategic Reserve and £185.5m to the Social Security 
Reserve.  The gains are largely as a result of the depreciation of Sterling (significant investment 
holdings are in global equities and therefore high in dollars), plus market improvements in July.  It 
must be recognised, however, that these gains are not realised at this time and values can go down 
as well as up depending on how the market performs. 
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Appendix A – Updated States Income Forecast for MTFP Addition (September 2016) 
(This replaces Figure 19 on page 50 of the MTFP Addition P68/2016) 
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Appendix B – Updated States Financial Forecast for MTFP Addition (September 2016) 
(This replaces Figure 15 on page 44 of the MTFP Addition P68/2016) 
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Appendix C – Revised Summary Table F - Updated Consolidated Fund Forecast for MTFP Addition 
(September 2016) 
(This also replaces Figure 41 on page 111 of the MTFP Addition P68/2016) 
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Appendix D – Updated Strategic Reserve Forecast for MTFP Addition (September 2016) 
(This replaces Figure 40 on page 110 of the MTFP Addition P68/2016) 
 

 
 
1 The excess return is based on the latest forecast return for 2016 (July 2016), the forecast return for 2017 and an 
assumed return of 2% above RPIY in future years. 
2 the protected capital value is based on the 2012 Strategic Reserve value increased by RPIY 
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