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Foreword

This Medium Term Report has been produced at the request of the Treasury Minister. It
considers the medium term fiscal challenges and broader strategic themes that are typically
outside of the Fiscal Policy Panel Annual Report and provides advice and recommendations
for the new Government to consider.

The global economy is experiencing a prolonged period of turbulence and uncertainty.
Against this background, Jersey’s economy has remained relatively resilient and real growth
has averaged 4.4% per year since 2022. This growth was initially driven by higher interest
rates benefiting Jersey’s banking sector but has become somewhat more widespread. Other
parts of financial and related professional services have performed strongly. Non-finance
sectors of the economy have also experienced growth. Over the last 2 years, average earnings
have grown in real terms and living standards in Jersey remain some of the highest in the
world. Inflation, however, has been sticky and has remained relatively high.

Jersey’s economy and public finances are highly dependent on its international financial
sector, which is in turn partly dependent on events outside Jersey’s control. Moreover,
without its own currency or monetary policy and with fiscal policy constrained by the island’s
low tax model, Jersey lacks many of the economic levers that larger jurisdictions can employ
to manage economic and fiscal shocks. This Jersey specific context has informed the Panel’s
assessment of the island’s medium term fiscal position and its ability to meet future
challenges.

Against that background, the resilience of Jersey’s public finance position has deteriorated
noticeably in recent years, but subject to future policy decisions and absent major external
shocks, the island’s fiscal position is sustainable. However, if the rate of growth in day-to-day
spending seen in recent years were to continue into the medium term, this position would
likely become unsustainable.

Public finances have come under increasing pressure in recent years. Since 2022, day-to-day
spending has increased by 43% (£373 million), whilst income has only increased by 20%
(£208 million). As set out in this report, spending pressures are expected to increase further
over the coming years. Demographic changes, healthcare demands and the need for
investment will put additional strain on budgets and with day-to-day spending being equal to
government income before including capital expenditure, managing these spending pressures
will require hard choices.

In the broader context, borrowing has increased but remains comparatively low and debt
repayment costs as a share of revenue are close to the OECD average. Further, borrowing is
only being used to fund capital investments.

The States of Jersey’s balance sheet is not, at present, in a weak position. However, the net
financial asset position has deteriorated since the Covid-19 pandemic, as has the degree of
resilience provided by the island’s reserve funds, some of which have been drawn down and
are underfunded in the Panel’s assessment.



The Strategic Reserve remains underfunded, meaning the island is considerably more
vulnerable in the event of a severe structural crisis. The Stabilisation Fund is exhausted and
cannot support government if there is a cyclical downturn in income.

The continuation into the medium term of recent trends in public spending relative to
government income would further weaken the island’s balance sheet and its overall economic
and fiscal resilience.

Executive Summary and Recommendations

e Jersey’s economy was worth £6.9 billion in 2024, equating to £65,000 per capita - this
is amongst the highest levels in the world. Jersey’s economy is underpinned by its low
tax, finance-led ‘business model’. Jersey does not have its own currency or monetary
policy and its low tax model constrains its ability to use fiscal policy to manage the
economy.

e Since the FPP’s last Medium Term Report in 2022, the economy has grown by 13.5%
in real terms, mostly driven by increased banking profits. Non-finance saw little
growth overall. A period of elevated inflation has presented economic challenges and
increased day-to-day government spending

e Inflation peaked in late 2022 at 12.7% RPI, in line with global trends, and has reduced
since. However, Jersey’s underlying inflation (RPIX) remains high by historical
standards.

e The global economic outlook remains uncertain. Recent conflicts have increased
geopolitical tensions and shifting trade policies are creating inflationary and other
pressures which will affect Jersey. Higher inflation is expected to mean a contraction
in real GVA in 2026. Real GVA is expected to revert to trend growth in 2027.
Financial and related professional services will continue to be the driver of growth
and the FPP has revised up its growth assumption for this sector over the forecast
period.

e Since 2022, government spending has grown by 43% (£373 million), whilst
government income has increased by 20% (£208 million). Spending in recent years
has exceeded income. The rate of growth in spending relative to incomes seen in
recent years cannot be sustained into the medium term. The FPP advises that the
sustainability of public finances should be prioritised in future budget decisions.
It welcomes the move to multi-year budgets to help constrain spending.



e The structure of its economy and ‘business model’ exposes Jersey to greater economic
and fiscal risks than larger economies. The island has created financial reserves to
help protect itself against such risks should they crystallise. These reserves are
insufficiently funded to fulfil their role and the FPP recommends that action is
taken to increase the size of the Strategic Reserve to its target level of GDP, 30-
60%.

e Reserve funds were drawn down as part of the response to the Covid-19 pandemic
and have not been replenished. Additionally, borrowing has increased. Net financial
assets have decreased and the public finances position has weakened. The FPP
recommends that reserves are rebuilt and borrowing is limited to improve the
net financial assets position.

e The FPP supports investment in productive capital within the constraints of a
balanced budget and subject to the actions necessary to protect the sustainability
of public finances in the medium term. The Panel advises that investment is
prioritised to projects with the highest returns.

e Whilst current levels of total borrowing are low by global standards, interest
repayments are forecast to reach 3.3% of total spending. Although this is in line with
global averages, the FPP advises that if further borrowing is proposed, the impact
of higher interest payments is fully considered.

Analysis presented as part of the Medium term report was concluded 24 July. Any changes to
the outlook for the local or global economy will be commented on in the Fiscal Policy Panel
Annual Report published in November 2026.

Section 1: Jersey’s Economy

The structure of Jersey’s economy

Jersey’s economy was valued at £6.9 billion in 2024. With a population of 105,000 islanders,
the level of economic output per capita is amongst the highest in the world - £65,800 (OECD
average: £41,000). This high level of average living standards is the product of Jersey’s
economic ‘business model’ and results from the size of the island’s highly productive
offshore finance centre.

Over the last 30 years, financial and related professional services (FRPS) have remained
Jersey’s largest sector and greatest source of growth and wealth. FRPS are central to Jersey’s
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economy and generates demand for economic activity across all sectors. Including indirect
effects, it provides 2 in 5 jobs, generates more than half of Jersey’s economic output and
provides £6 in every £10 of tax revenue.

FRPS account for half of the islands economic output and directly generates £227,000 per
worker in the sector. This is 3 times higher than the rest of the economy, which produces
£82,000 per worker, in line with average UK levels of productivity.

. 100%
Figure 1._1_ 90%
Composition o
y 70%
economic 60%
output °
50%
% share of total 40%
output, 1998- 30%
1

2024 20%
Source: 10%
Statistics Jersey 0%

WV OO —~ AN M T OO O VOO~ AN MST UL OO O ™ AN

DO O O O O OO0 O0OO0OO0O0 ™ ™™ ™-°™™T°™-T ™ ™ ™ AN N N

O OO O O OO OO O O O OO0 OO0 oo oo o o o o O

— v AN AN AN AN AN QAN AN AN AN AN AN AN AN AN AN AN AN AN AN NN AN N

m Financial services Non-finance sectors Public sector

2023
2024

Jersey’s ‘business model’, a low tax international finance centre with tax neutrality at its core,
remains unchanged today and has served the island well. Jersey’s low tax model, however,
materially restricts the island’s ability to use fiscal policy to manage its economy, particularly
in downturns.

Jersey’s recent economic trends

The FPP’s last Medium Term Report was issued in 2022. Jersey’s economy was then
recovering from the Covid-19 pandemic and preparing for the anticipated increases in
inflation caused by the Russia-Ukraine energy price shock and high post-pandemic demand.
Central banks in the US, UK and EU responded by tightening monetary policy. Given its
‘business model’, and the large international deposits in its banking sector, Jersey benefited
from the rapid interest rate rises and bank profits increased by 144% between 2021 and 2023.
This drove 14.3% real terms growth in GVA over the same period (6.9% annual average).

! Break in long run GVA data in 2021
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Bank profits fell in 2024 driving a fall in GVA, whilst the rest of FRPS had strong
performance. Moderation in bank profit growth and continued expansion for the rest of FRPS
is expected to have continued in 2025 and is reflected in the FPP’s economic assumptions
20262 Evidence provided to the FPP has indicated that growth remained strong in 2025, with
a 1.0% FTE employment increase for the financial services sector, exceeding previous
assumptions (0.8%), although bank profits are expected to have fallen again. Figure 1.3
shows the recent growth of the FRPS sectors compared to other areas of the economy.
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The publication of the 2025 GVA figures are to be released on 2 October 2026

6



Excluding FRPS and public sector, the rest of the economy grew by 0.02% in real terms
between 2021 and 2024 (compared to 31.4% in the FRPS sectors). Retail and hospitality have
both sustained real decline (see Figure 1.4).
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With the exception of banking, Jersey’s economy is labour intensive and so the rate of growth
in jobs is a good indicator of the strength of the economy. Between 2022 and 2025° the
number of jobs has increased by 1,700. Over half of this growth was in the public sector,
where sector employment as a share of the total workforce has increased from 14.3% to
15.3%. Over the same period, the public sector wage bill has grown by over one-third. In
contrast, the private sector wage bill grew by one quarter. In 2022, staff costs accounted for
53% (£492 million) of expenditure, in 2025 it grew to 59% (£695 million).

Figures compare December 2025 with December 2022
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Growth in public sector employment has slowed following a freeze in recruitment and
employment in non-financial services fell by 0.9% from 2024 to 2025%, the largest fall since
the dataset was established excluding the 2020 pandemic (see Figure 1.6).
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The composition of employment and Jersey’s labour force has also changed in recent years.
In 2022, 86.9% of total jobs were held by Jersey residents (entitled), 12.8% being held by

4 In terms of number of full-time equivalent workers



non-local labour (licensed and registered). By 2025, the proportion of non-local® labour had
risen to 13.6% of the workforce (+245 jobs) and had grown faster than the number of entitled
jobs (+134).

Unemployment

The proportion of the labour force that is unemployed is an indicator of the level of spare
capacity in the economy. Jersey measures unemployment using the number of people
registered with the Employment Social Security and Housing department (ESSH) as ‘actively
seeking work’ (ASW). The ASW measure does not include all unemployed people, as there is
no compulsion to register. However, it is a high frequency dataset which is useful to measure
the level of spare capacity in the economy.

Figure 1.7 shows the number of people registered as ASW since 2011. The number of people
ASW was stable from 2018 until the outbreak of the Covid19 pandemic in 2020, when it rose
sharply. After peaking in May 2020, the number of people ASW declined until 2023. It has
increased in recent years but remains low by historical standards.
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Figure 1.8 uses vacancies posted on Government of Jersey jobs webpage® to indicate the
levels of job vacancies in Jersey. This data shows a downward trend in the number of
vacancies advertised. Since 2023, private sector vacancies have fallen from 2,914 to 2,307 in

5> Those classified as licensed or registered. Entitlement requires 10 years of residency
¢ Postings on States of Jersey jobs advertisement website, jobs.je
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2024 and 1,956 in 2025. With a partial recruitment freeze’ in operation, public sector
vacancies advertised have fallen faster from 696 in 2023 to 26 in 2025.

Despite a weakening labour market, unemployment in Jersey remains low and the labour
market appears tight, with only 830 islanders actively seeking work and 210 classified as
long-term unemployed. However, the number of jobseekers has risen by over 100 since May
2025, providing a further indication of softening demand.
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At the time of the last medium-term report in 2022, inflation was rising rapidly in response to
continuing post-COVID pressures and the energy price shock caused by the Russian invasion
of Ukraine. Jersey’s headline inflation measure, RPI, peaked in 2023 at 12.7%. Global
inflation began to fall into 2024 and UK inflation reached the Bank of England target of 2.0%
in Q3. However, it rose again soon after, remained ‘sticky’ and above levels consistent with
the 2.0% target. This has been even more true of Jersey. Figure 1.9 shows that Jersey’s
underlying inflation measure, RPIX, remains at around 4.0% and has not recovered to historic

average levels (2.4%). RPIX, which excludes mortgage interest payments, is more directly
comparable with CPI — the UK’s headline measure.

7 Restriction on hiring civil servants to curb the growth of the public sector, implemented since August 2024.
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Since late 2024, Jersey RPIX inflation has averaged at 3.6% - higher than 3.0% CPI UK.
Figure 1.10 shows how Jersey RPIX inflation has been consistently higher than CPI UK
inflation over the recent period, indicating that domestically generated price pressures have
increased.
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The majority of inflation in Jersey is imported from the UK, via the prices of goods and
services, thus UK inflation is a key determinant of Jersey’s inflation rate. Deviations of Jersey
RPIX inflation above CPI UK largely reflect domestically generated price pressures. This
becomes more material when considering energy prices. The FPP estimates that after
adjusting for the higher energy prices faced by the UK, non-energy inflation pressure in
Jersey has been even more significant. In recent years, these on-island pressures have
become more pronounced and persistent. This is of particular concern given Jersey’s lack of
macroeconomic policy levers, monetary or fiscal, to directly influence inflation.
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The small scale of Jersey’s economy, combined with the interconnectivity of all sectors
means cost pressures in one part of the economy can quickly transmit across the whole
economy and risk inflation becoming entrenched.

Since 2022, the minimum wage has increased by 63% (from £8.32 to £13.59 per hour),
compared with a 25% increase in average earnings over the same period. This has increased
costs and put upward pressure on prices which have been passed on to other businesses and
islanders. Other domestic factors have also contributed to on-island inflationary pressures
including increases in freight costs.

Business Tendency Survey

Statistics Jersey’s Business Tendency Survey was suspended in September 2024 and resumed
in September 2025. The latest survey provides timely information on business sentiment and
activity. Figure 1.11 shows the net balance between business reporting higher labour and
non-labour input costs compared to those reporting lower costs across Q2 2026. These cost
and price pressures are affecting activity and in non-finance sectors.
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Global Outlook

The global economy has outperformed expectations somewhat over the past year but remains
weak and subject to high uncertainty. Figure 1.12 shows the ‘World Uncertainty Index’, a
global measure of uncertainty to economic policy making which has remained at an
unprecedented, elevated level since the start of 2025. The escalation of conflict in the Middle
East has introduced a significant new shock to the global economy, adding to existing trade
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tensions and geopolitical risks. This has led to downward revisions to growth expectations
and renewed upward pressure on global inflation.
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The IMF projects (July 8, 2026®) global growth of around 3.0% in 2026 and 3.4% 2027,
following a weaker outturn in the previous year, and average growth of 3.1% in the following
three years (2028-31). The OECD similarly expects growth of around 3% in 2026 and 2027,
noting that risks remain firmly to the downside. These projections are low compared with the
pre-pandemic historical average of 3.7% (2000-19). The forecasts are contingent on no
further escalation in geopolitical tensions; current developments suggest that risks are skewed
towards weaker outcomes.

The conflict in the Middle East has had a direct and material impact on global energy markets
(see Figure 1.13). Oil prices rose significantly as a consequence of disruptions to supply and
infrastructural damage. Whilst oil prices have fallen, they remain volatile and are expected to
remain higher than before the war. Commodity prices have also been materially affected, with
food prices expected to rise by 8%.
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Growth in most advanced economies remains subdued. The IMF projects growth of 2.3% in
the United States in 2026 reflecting the positive influence of tech spending and the net oil
exporter status. Lower growth is forecast in the euro area of approximately 0.9%, reflecting
weak demand, tighter financial conditions and the impact of higher energy costs. Energy-
importing economies are particularly exposed to these developments, with higher import
prices weighing on both household incomes and business costs.
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The outlook for the UK remains weak and is particularly sensitive to these global
developments. The recent increase in energy prices, linked to the conflict in the Middle East,
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is expected to lead to higher inflation in the near term. UK CPI inflation is projected to
remain above target for longer than previously expected, reflecting both higher energy and
food prices. Interest rates are expected to be higher than previously forecast and this is likely
to weigh further on core economic activity, with weak growth expected over the near term.

The outlook for global inflation is also more uncertain. Inflation had been falling, but recent
increases in energy prices risk reversing some of this progress. Global trade growth remains
subdued. Weaker demand, combined with increasing fragmentation of the global trading
system and the imposition and unpredictability of tariffs introduced by the USA, continues to
weigh on trade volumes. The conflict involving Iran has added to these pressures by
disrupting shipping routes and increasing transportation costs, further raising the cost of
traded goods.

High uncertainty is weighing on investment, consumption and trade, and is likely to
negatively affect economic activity. For Jersey, the global outlook presents a number of
challenges. A weaker UK economy and lower consumer confidence could adversely affect
tourism in Jersey. At the same time, higher energy prices and inflation in the UK will feed
through to the costs of goods imported to the island, placing upward pressure on domestic
inflation. Conversely, uncertainty and higher interest rates could be beneficial for Jersey’s
financial and related professional services, expanding net interest margins and generating
profit in the banking sector.

The global financial stability outlook remains subject to downside risks despite relatively
benign market conditions. As highlighted in the IMF's Global Financial Stability Report’
(April 2026), financial markets appear vulnerable to a reassessment of risk, with equity
valuations remaining elevated and concentrated in a relatively small number of large
technology firms, particularly those linked to artificial intelligence. Private equity and private
credit markets have also exhibited signs of increasing vulnerability, including weaker
underwriting standards and growing leverage in some segments.

More broadly, market pricing does not appear to fully reflect a range of geopolitical, trade
and inflation risks, raising the possibility of abrupt market corrections. The IMF further notes
that increasing fragmentation of the international financial system could impede cross-border
capital flows and increase financial market volatility. For Jersey, as an international financial
centre that relies heavily on global capital mobility, these developments represent an
important source of external risk to the economic outlook.
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Overall, the outlook is characterised by subdued growth, increased inflationary pressures and
high uncertainty. The balance of risks remains to the downside. Continuation of the conflict
in the Middle East, and the associated impact on energy markets, could reduce growth and
increase inflation further. Conversely, a de-escalation in geopolitical tensions could support a
faster decline in inflation and a modest recovery in activity.

FPP Economic Assumptions 2026

The Fiscal Policy Panel is required to produce five-year economic forecasts. The FPP
produced new economic assumptions in May, Fiscal Policy Panel Economic Assumptions
Summer 2026'? at the request of the Treasury and Exchequer. The Assumptions included a 5
year forecast of the Jersey economy and this will be used as the central economic
assumptions for Budget 2027-2030 and will form the basis for fiscal planning and decision
making.

The Fiscal Policy Panel employs a range of modelling and forecasting methods to develop its
economic assumptions. These assumptions are updated each year at the request of the
Minister for Treasury and Resources. In updating them, the Panel assesses all available data
relating to Jersey’s economy alongside relevant global developments. Accordingly, this year’s
assumptions have been updated against a backdrop of heightened economic uncertainty, as
discussed in The Global Outlook. Figure 1.15 presents the published Fiscal Policy Panel
economic assumptions for 2025.

The FPP Summer 2026 assumptions reflect the Fiscal Policy Panel’s central expectations for
Jersey’s economy, as of May 2026 (date of request from Treasury and Exchequer). The
ongoing conflict in the Middle East and the subsequent shock to global supply chains means
that there is a greater than usual likelihood of outturns differing materially from forecast. The
Fiscal Policy Panel can provide further advice and updated forecasts as required.
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Figure 1.15 FPP Economic Assumptions 2026 Source: Fiscal Policy Panel
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Average earnings 6.4 4.5 4.4 4.6 3.4 3.2 3.2

House prices -8.0 -1.0 0.5 1.0 1.0 1.0 1.0

Gross Value Added (GVA) is calculated by aggregating total income generated by the
economic activity of Jesey’s businesses, labour market and public sector. In advance of the
official figures produced by Statistics Jersey in October 2026, the Fiscal Policy Panel has
estimated real GVA growth using earnings data, employment data and expectations for
business profits made relying on the Business Tendency Survey and engagement with the
private sector.

Following analysis of all available data and engagement with the private sector, the Fiscal

Policy Panel has revised down its forecast for real GVA growth in 2025, from 0.4% to 0.2%.
11

' According to previous economic assumptions
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Figure 1.16
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The outturn for overall earnings was broadly in line with previous forecasts. However, once
broken down, the financial sector outturn (3.1%) was lower than forecast (4.1%) and results
for the non-finance sectors (4.9% vs 4.0% forecast) and Public Sector (4.8% vs 4.0%
forecast) were higher. Banking sector profits are now forecast to have fallen in 2025 (-3.5%),
whereas the previous forecast projected a 5.5% increase. Lower banking sector profits in the
forecast are partially offset by upward revision of the forecast for other financial and related
professional service profits. Following engagement with industry, the FPP have concluded
that Trusts and Funds continued to benefit from strong growth in 2025, creating more activity
for both the Accounting and Legal industry. Activity in the non-finance sectors is forecast to
remain suppressed as evidenced by the fall in employment. Muted activity in the housing
market, combined with a -1% fall in both house and rental prices, continues to be a drag on
output generated by the real estate sector and overall economic growth.

Inflation forecast

The Fiscal Policy Panel has revised upwards its forecast for inflation in Jersey. Underlying
inflation, RPIX, is forecast to increase from 3.7% in March 2026 to 5% in March 2027 (see
Figure 1.17). The increase in underlying inflation, coupled with expected increases in the
Bank of England base rate, means RPI inflation will increase by more. There is more
uncertainty around this forecast than usual. The forecast assumes that the increase in UK
energy prices does not create persistent inflationary pressures; it also assumes that inflation
imported to Jersey, via goods and services, does not knock on to create on-Island inflationary
pressures and become embedded.

RPI inflation is forecast to be 1.5ppt higher in 2026 compared to the previous forecast and
1.1ppt higher in 2027. RPIX is forecast to be higher by +0.8ppt (2026) and +0.7ppt (2027).
The difference in RPI and RPIX is driven by forecast interest rate rises.
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Figure 1.17
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Growth Forecast

The forecast increase in inflation alongside potential rises in interest rates, can be expected to
negatively affect real economic growth from 2026 to 2027. Current signs of weakening
demand for labour and slowing growth in consumer spending lead the FPP to forecast real
GDP growth of —0.1% in 2026.

Inflation is forecast to ease in 2027, enabling real growth to return to trend levels (0.9%).
Wages are forecast to grow in real terms. The FPP has moderately increased their long-run
trend expectations for profit growth in Jersey’s FRPS sector. Additional analysis has shown
that non-banking financial services sectors (namely Trusts and Funds) have generated higher
profits than previously expected, which if sustained, would drive growth in professional
services as well as in other parts of non-finance. The FPP has revised up their forecasts for
real growth in the later years of the forecast.
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The FPP forecasts a recovery in the housing market with both transactions and prices
increasing in 2026, before a return to steady state levels in 2027.

Section 2: Public Finances and Considerations for
the Medium-term

Current and future spending pressures

Jersey’s economy is based on a low tax ‘business model’ which restricts the island’s ability to
increase revenue by raising taxes. Higher public spending can therefore only be financed by
economic and financial service profit growth - or by drawing down reserves and borrowing.

Following the 2008 financial crisis, government revenues recovered from their recession lows
and broadly returned to balance with day-to-day expenditure by 2011. Between 2011 and
2015, revenues and day-to-day spending grew at similar rates, maintaining this balance. From
2015 onwards, however, revenues began to outpace expenditure, generating a series of budget
surpluses. This position reversed during the Covid-19 pandemic, when revenues fell below
current spending. The government drew down accumulated savings, particularly from the
Stabilisation Fund, and borrowed £86 million to finance the resulting deficits. In the post-
pandemic period, revenues grew rapidly in response to a period of strong earnings growth
and corporate income tax windfalls from the banking sector. This additional income was used
to increase day-to-day spending and expand the size of the public sector rather than
rebuilding fiscal reserves. The higher revenues were not sufficient to finance all of the
increase in day-to-day spending. In order to close the gap in some years, capital spending was
limited and reserves or reserves income drawn down. The historic balance between
government revenues and current spending is shown in Figure 2.1.
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Between, 2022 and 2025 government income increased by 20% (£208 million), boosted by
the increase in corporate income tax from higher bank profits. Day-to-day spending grew by
43% (£373 million*), however, and reached the same levels as government income, resulting
in deficits overall when capital spending is included.

Some of this growth in spending arose from inflation, increasing costs. Much of the increase
in spending has, however, been driven by policy choices in response to growing demand for
public services, particularly in healthcare and education. In addition, day-to-day spending
was also increased by the three-year RPI+1 public sector pay deal. This resulted in a
cumulative increase in average public sector wages of 14.0% to date (2026), compared with
an average increase of 10.7% in the private sector over the same period This added £107
million to the cost of Government.

12 Current spending in 2025 has been adjusted to include the spending increases achieved by reducing the States
grant to the Social Security Fund
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Figure 2.2 shows that, in 2023 and 2024, growth in current spending was high and
significantly greater than growth in income, despite tax revenues growing almost 12% in
2024. In 2025, efforts were made by the previous government to curb the acceleration in
expenditure growth, including the implementation of a recruitment freeze but growth in
spending still exceeded revenue, when accounting for the reduction in the States grant.

Further constraint in day-to-day spending was agreed in Budget 2026 and projected to create
operating surpluses in future years through savings targets. While savings targets were
agreed, however, not all actual savings were identified in the previous Budget, and spending
has tended to overshoot budget limits in recent years.

If, in future years, savings can be achieved and current expenditure maintained below
revenue, the resulting surpluses will be available to fund increases in capital spending or
rebuilding the island’s reserves. If, on the other hand, current expenditure growth continues to
outstrip revenue as in the outturns for 2022 -25, capital spending will need to be financed
entirely by borrowing and reserves drawdown and the island’s fiscal position will deteriorate
further.
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In contrast to FPP recommendations, none of the strong growth in tax revenues over recent

years was invested in the Strategic Reserve, which remains underfunded, or used to replenish
the Stabilisation Fund. Current and future spending pressures are subject to upside risks. The
States Assembly will need to balance demand for additional spending with ambitions to save
and invest — this will require difficult choices concerning budget allocations over the next
term. In its 2026 economic assumptions, the Panel has increased its forecast for inflation
(Figure 2.3.) and reduced its forecasts for economic growth. Spending pressures from higher
inflation will increase whilst tax revenues will be reduced from lower growth.
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Demographic transition and the ageing population

Over the medium-term, the island’s working age population will decrease in size and the
number of people aged 65 and over will increase, putting greater pressure on government
Budgets through higher expenditure and a weakening revenue base.

Figure 2.4 shows that by 2040, the working age population is expected to decrease by 3,500
under the central migration scenario (annual net migration +400), while the number of

pensioners will increase by 7,200. By 2080, the old age dependency ratio will almost double
from 0.31 to 0.58.
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In all the government’s plausible migration scenarios the number of people aged 65 and over
increases by 36% by 2040, but the number of working age people is sensitive to the net

migration scenario. If net migration fell to ‘net nil’, the pressures of an ageing population

would worsen significantly, as shown in Figure 2.5 where the old age dependency ratio
increases to 0.47 in 2040 and 0.77 in 2080.
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An increasing number of pensioners will mean higher demand for healthcare. At the same
time, a falling working age population will reduce the tax revenue base. In the short term, the
adverse fiscal effects of an ageing population may be offset to some degree by a falling
number of children and reduced demand for resources needed in education. However, a lower
birth rate becomes a significant economic challenge in the long term, causing a structural
reduction in the working age population and exacerbating demographic pressures further.

Healthcare spending pressures

Jersey spent 29% of its budget on health in 2023 - this is more than any other OECD
country (see Figure 2.6) and grew to 31% in 2025. Between 2021 and 2025, health spending
increased significantly by 61% or £140 million.
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Some of the increase in healthcare expenditure has been to fund new policies and projects. A
significant proportion of the increase, however, is due to rapidly rising costs (health-specific
inflation), and growing demand for healthcare services. Furthermore, despite significant
increases in allocations, the health department overspent materially against its budget in both
2024 and 2025 (see Figure 2.7), suggesting weak controls and stronger than forecast
pressures. The rising cost of, and demand for, healthcare is a pressure faced by many
governments. The new States Assembly will need to decide on the share of expenditure
allocated to health. It is already clear that additional funding will need to be found to prevent
the balances of the Health Insurance Fund and Long Term Care fund being run down zero
over the next Budget.

13 Most recently available comparison ( )
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Capital investment

Capital investment has typically been modest in Jersey when compared against other
jurisdictions. ‘Investing in Jersey’!*, a 25-year programme of investment to renew and
regenerate Jersey’s public assets, seeks to address this. The FPP supports investment in
productive capacity. From a fiscal perspective, it is important that investment be prioritised
on areas that offers the greatest economic return, and hence medium term fiscal benefit, to
Jersey, particularly as resources will be limited. The FPP recommends the approach set out in
HM Treasury’s Green Book, the UK government’s agreed framework for appraising
investment proposals, to inform investment prioritisation decisions.

Jersey is increasing its public debt by 78% to fund some areas of the capital programme. The
New Healthcare Facilities are being funded by £523 million of borrowing, and the
refurbishment of Fort Regent is being funded by £40 million of borrowing. Whilst public
sector debt as a percentage of GDP remains low (see Section 4), Jersey’s relatively small tax
base limits the revenue available to service debt and acts as the constraint to borrowing.
Budget 2026 indicated that debt interest payments will reach £48 million a year by 2028, or
3.3% of total revenues. This is significantly larger than some departmental budgets, such as
‘Economic Development, Tourism, Sport and Culture’ (£38 million) and ‘Justice and Home
Affairs’ (£36 million), meaning that the scope to increase borrowing to fund further
investment is limited. Further capacity to invest will likely depend on reductions in day-to-
day spend and/or on higher economic growth.
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Balance of risks to income

The 43% increase in current spending between 2021 and 2025 was partly funded by a £208
million (20%) increase in government revenue. Tax revenues increased by 7% per year,
significantly above the long-run average of 4.8%.
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The unprecedented growth in tax revenues was a windfall gain from global interest rate
increases and rising deposit flows, which led to a sharp increase in bank profits. Banking
profits have since reduced, prompting downward revisions to the tax forecasts. This
illustrates the extent to which both upside and downside risks can introduce volatility into
public finances. Figure 2.9 presents a range of income projections based on typical historic
statistical variation, showing the upper and lower ranges of stable income growth paths.

60% of government revenues are provided by personal income taxes on earnings, which have
limited volatility and can be forecast with a high degree of accuracy in normal circumstances.
Corporate income tax accounts for 15% of revenues and receipts are susceptible to large
annual swings, given the financial services sector’s exposure to global trends. The projections
in Figure 2.9 are based simply on the historical variation in Jersey’s tax revenues'> and make
no assumption about structural changes, such as additional upside income from newly
adopted Pillar Two regime, or behavioural changes in the use of Jersey as a destination for
international finance. The Panel advises that fiscal planning should consider both the upside
and downside risks to corporate income revenues. Any revenue windfalls should be treated

15 Normal variation in historic government income is + or — 2% to trend growth
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prudently to ensure that temporary increases in income are not used to fund permanent
increases in spending.
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As highlighted in the Time to Win!S report, FRPS generate 60% of Jersey’s tax revenue and
creates 2 in every 5 jobs. Maintaining Jersey’s competitiveness and reputation as a well-
regulated international finance centre is therefore critical to Jersey’s economy and
government revenues, ensuring the States’ capacity to fund public services.

The outlook for the sector is subject to a range of risks. In the near term, there are
uncertainties around global financial flows, with both upside and downside risks depending
on international economic conditions and regulatory developments, such as Pillar Two
recently. Interest rate changes and capital flows affect banking profits and tax receipts.

Alongside these, there are more strategic risks to Jersey’s business model, including the
potential for reputational challenges, increased international regulatory scrutiny, especially
with regard to offshore international financial centres, or shifts in the global tax environment,
which could affect the island’s long-term competitiveness. If risks of this nature crystallise,
the impact on Jersey’s economy would be structural, as opposed to cyclical, and would
require major economic adjustment.
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Section 3: Reserves and Protection Against
Medium-term Risks

Jersey, as a small open economy with a large international financial centre is particularly
exposed to external shocks. With no currency of its own, no independent monetary policy,
limited automatic stabilisers and fiscal policy constrained by its low tax model, Jersey has
few policy levers available to respond to external economic shocks. In recognition of this
Jersey has invested in reserves — the Strategic Reserve to act as an ‘insurance policy’ against
structural decline, the Stabilisation Fund to help stabilise government income cycles and,
separately, the Social Security Reserve Fund (SSRF) to smooth the anticipated pension
pressures of Jersey’s ageing population by way of intentional future draw downs.

Strategic Reserve

The Strategic Reserve serves as an ‘insurance policy’, providing funds that can be drawn
down in the event of severe structural shocks to Jersey’s economy. The Strategic Reserve also
plays an important structural role in anchoring Jersey’s fiscal position, by underpinning net,
unencumbered, financial asset levels — the difference between debt and financial assets. Net
financial assets are a key indicator of the long term sustainability of public finances (see
Section 4). By maintaining and growing this buffer, Jersey not only enhances its resilience to
external risks but also strengthens fiscal credibility and intergenerational equity.

The Strategic Reserve was established in 2006 to build a permanent, ring-fenced reserve that
could only be drawn down to support government funding in “exceptional circumstances to
insulate the Island’s economy from severe structural decline or for major unforeseen
emergencies.” (Public Finance Law 2015 [reaffirmed 2019]).

Unlike the Stabilisation Fund which is intended to provide temporary fiscal support in the
event of a cyclical downturn, or one-off shock (such as the 2020 pandemic), the Strategic
Reserve’s purpose is to provide a fiscal insurance to smooth adjustment in the event of severe
structural decline where economic output could be damaged over a long period of time. The
size and openness of Jersey’s economy, coupled with the economic importance of a single
sector makes it more susceptible to external events causing lasting economic damage and
prompting structural change. The Strategic Reserve provides insurance against events such as
a protracted financial crisis damaging the islands financial services industry.

The funds held in the Strategic Reserve would not be required solely to offset lost tax
revenues and maintain public service provision. Rather, their primary function would be to
provide the government with the financial capacity to support Jersey’s transition to a new
economic model. This would reduce the need for substantial increases in public debt and the
associated interest burden, which could otherwise slow the recovery over the longer term.
Crucially, given the limited availability of the conventional macroeconomic policy levers
available to other jurisdictions, it would also help protect the island from the long term
damage to economic capacity and capability that can result from rapid and severe economic
adjustment.
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Previous work by the FPP!7, based on analysis of the effect of major structural shocks and
financial crises on other small to medium sized economies, recommended the Strategic
Reserve should have a target value of 30-60% of GDP. The Strategic Reserve is currently
valued at 18% of GDP — lower than even the minimum level recommended by the FPP.

Box 1: Modelling the target for the Strategic Reserve

Finland (1990), Iceland (2008) and Cyprus (2013) all were subject to structural shocks, which
in each instance led to financial crises in their banking sectors and subsequent economic
downturns.

Finland (1990) experienced an economic collapse and consequent currency and banking
crisis driven by the collapse of Soviet trade and a domestic housing bubble, leading to a sharp
fall in GDP. In Iceland (2008) and Cyprus (2013), crises stemmed from oversized, highly
leveraged banking sectors that collapsed amid wider financial turmoil — contextually more
similar to structural risks that could affect Jersey.

Figure 3.1 shows pre-crisis real GDP falling between 11 and 13% over the 2—3 year cycle. In
the case studies, cumulative real GDP loss ranged from -38% to -53%.
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With structural decline creating significant unemployment (10% in Iceland and Cyprus),
pressure on public finances became insurmountable and each government was forced to

17 This analysis was initially set out in, and has been replicated from, the 2019 version of the Medium-term
report:
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borrow large amounts to support their economies, businesses and households. Figure 3.2
shows, as a percentage of GDP, the borrowing undertaken by each government each year in
the response to the crisis.
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In each case study, government debt increased sharply over a short period of time. Cyprus
required the least amount of borrowing and observed the shortest crisis-to-recovery cycle of 6
years, but still saw total debt increase by 35% of GDP. The crisis in Iceland lasted 8 years and
saw debt increase to 54% GDP. The most extreme effect on public finances was observed in
Finland, where recovery lasted 7 years but required an increase in borrowing equivalent to

63% GDP.
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Finland, Iceland and Cyprus were all able to draw on external stabilisation mechanisms:
Finland and Iceland benefited from monetary flexibility, strong automatic stabilisers, and
access to external financing (including support from Nordic peers), while Cyprus drew on
euro area institutions and EU/IMF assistance. Jersey, by contrast, operates without
independent monetary policy and would be more reliant on its own fiscal buffers, although in
extremis it may be able to look to the UK for support.

The stated intention of the Strategic Reserve is to provide the States of Jersey with sufficient
levels of emergency funding — either through drawdown or as collateral for borrowing - to
support the economy in the event of a major economic shock. Assessed on the range of total
borrowing observed in each case study, the FPP recommended in 2019 that, in order to fulfil
its purpose, the Strategic Reserve should have a target value of 30-60% of GDP. The FPP
continues to recommend increasing investment into the Strategic Reserve until it’s
comfortably within this range.

This recommendation acknowledges that the proposed 30% lower bound is a conservative
reflection of the fiscal pressures Jersey could face under the circumstances considered in the
case study analysis. Ultimately, a larger fund provides the government with greater protection
against the fiscal risks associated with a structural crisis, allowing the economy to recover
more effectively and mitigate damage to living standards.

In Budget 2026, the forecast value for the Strategic Reserve was 18% in 2029.

Stabilisation Fund

The Stabilisation Fund (£50 million) was drawn down in 2020 as part of the Covid response.
It has not since been replenished (in spite of strong above trend revenue growth). As a result,
the Fund is now completely exhausted and would not be available to mitigate the impact of
any future economic shock on public finances. This position reduces the government’s fiscal
resilience and highlights the importance of rebuilding reserves during periods of economic
strength.

Social Security Reserve Fund

The Social Security (Reserve) Fund (SSRF) has been established to act as a long-term
financial buffer to guarantee the future payment of pensions and benefits, easing future
demographic pressure on social welfare. The SSRF is currently valued at £2.6 billion and an
actuarial review is planned for Spring 2027. Following this review, the FPP will advise the
government on the implications of the review for the sustainability of public finances.
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Section 4: The Importance of Net Financial Assets

The level of net financial assets is a key measure of fiscal sustainability and the island’s
creditworthiness in the medium term and in a stress situation. Physical assets, namely
property and land, are illiquid, meaning they are difficult to sell in the short term. They also
may not generate a financial return equal to their asset value. This is particularly pertinent in
Jersey, where there may be few buyers for large government assets should the States’ need to
sell.

Jersey’s net financial asset position is £2.1 billion - the States has £3.7 billion of financial
assets and £1.6 billion of borrowing and other liabilities'®. This equals 33% of GDP and ranks
high when compared to other OECD countries. (see Figure 4.1).
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Whilst Jersey’s net financial asset position is higher than most OECD countries, the need for
a larger financial buffer is significantly greater in a small, offshore economy. The Fiscal
Policy Panel emphasise three reasons as to why maintaining higher levels of net financial
assets is crucial to Jersey:

1. Self-insurance. Financial buffers are essential to enable smaller economies,
especially those with low tax models, to respond effectively to economic shocks or a
severe structural downturn. With fewer economic policy leavers, both monetary and
fiscal, direct access to emergency funding is the most reliable fallback to support the

18 Does not include future pension liabilities, partially funded by the SSRF
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economy and mitigate further damages in times of crises. The Strategic Reserve was
specifically set up for this purpose.

2. Cost and access to borrowing. The higher levels of net financial assets increase
Jersey’s credit worthiness and ability to borrow, including in times of stress. Jersey’s
AA- credit rating provides access to borrowing at moderate levels of interest.

3. Confidence. The strength of Jersey’s fiscal position, and within that its net financial
asset position, underpins confidence in Jersey’s robustness as a financial centre for
overseas investors.

Jersey’s net financial assets have declined materially in recent years. From a peak of 74% of
GDP in 2020 they fell to 42% GDP in 2023. This is the result of drawdowns'® from both the
SR and the SSRF first to support spending during Covid, and subsequently to support
spending in excess of revenue in 2025 and 2025, together with increased borrowing. Figure
4.2 shows that, under the most recent Budget, Net financial assets will gradually fall further
to 41% of GDP by 2029.

19 Funds were indirectly drawdown from the SSRF by lowering the States grant to the Social Security Fund
(current benefit fund). The grant was only restated in full in 2024, before again being cut to support day-to-day
spending in 2025
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Net financial assets and the Strategic Reserve in the Medium-term

As well as being an emergency fund, the Strategic Reserve is an important asset for fiscal
sustainability. By the end of 2026, the fund’s value is forecast to reach £1.6 billion and will
account for 35% of total financial assets. The majority (59%) of Jersey’s total financial assets
are held in the SSRF to pay for the projected future increase in pension liabilities, with the
remaining 6% held in various smaller funds such as the Health Insurance Fund and Long-
term Care Fund.

An actuarial review of the SSRF is planned and is expected to be published in Spring 2027.
As part of this work, updated projections will be produced for the long-term value of the fund
and expected drawdowns needed to fund the growing pension bill. The FPP look forward to
the results of the review and will use the projections to inform future recommendations in the
context of fiscal sustainability.

As intended, at some point in the future, drawdowns from the SSRF will become higher than
investment returns and the value of the fund will begin to fall each year. Overall, net financial
assets will fall under the projections from the previous 2023 actuarial review shown in
Figure 4.3 (noting that these will be updated in the forthcoming actuarial review).

The SSRF ‘could’ be drawn down or used as collateral for borrowing in the event of a shock,
but its purpose is to meet a known future liability. In contrast, the Strategic Reserve is a
general ‘insurance’ and a more permanent fund, providing an anchor for net financial asset
levels. The Strategic Reserve is under-funded relative to past levels and the target value set
out in Box 1. It is currently valued at below 20% of GDP (against a target range of 30%-60%)
and action needs to be taken to increase its value.
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Budget 2026 proposed that any upside tax revenue from the introduction of the OECD Pillar
Two minimum corporation tax regime would be invested in the Strategic Reserve. The FPP
strongly supports this proposition as a prudent and vital step to increase net financial asset
levels in the medium-term.
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Net financial assets and States of Jersey borrowing

Jersey’s government borrowing is £1.25 billion, 17% of GDP, well below the OECD average
of 77% as shown in Figure 4.4. However, once the liabilities of public sector entities are
included, total Group borrowing is £1.835 billion (2025). This comprises £485 million
borrowing held by Andium Homes, £62 million via Ports of Jersey and £38m via the Jersey
Development Company (see Figure 4.6). When including all borrowing held by publicly
owned entities, total debt rises to 25% of GDP.

£733million of the debt held by central government comprises two separate bond issuances
with the final repayments repaid in 2052 and 2054.
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Whilst total borrowing relative to GDP is low by international standards, additional
borrowing is constrained by Jersey’s ability to service the debt. Jersey’s small tax base and
low tax business model means that by 2028, debt interest payments are projected to reach £48
million, or 3.3% of government revenues - close to the OECD average range of 4—6% (see
Figure 4.5), but more pertinently, larger than both the ‘Economic Development, Tourism,
g p Y, larg P
Sport and Culture’ (£38million) and ‘Justice and Home Affairs’ (£36million) budgets.
Borrowing capacity will be constrained by repayment ability, not just current debt levels.
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Furthermore, additional borrowing would reduce net financial assets and weaken the balance

sheet. This could affect creditworthiness and increase borrowing costs, further raising the
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interest burden and require a reduction in spending on services to islanders to fund interest
repayments.

Where borrowing is used to fund new capital projects, prioritising investments with the
highest economic returns could benefit Jersey over the long term, provided those returns
exceed the full costs of borrowing - consistent with the Green Book approach set out in
Section 2.

Figure 4.6 ‘
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Overall, Jersey’s balance sheet remains relatively strong, but the combination of declining net
financial assets, an underfunded Strategic Reserve and limited macroeconomic levers or
borrowing capacity reinforces the importance of rebuilding financial buffers. Strengthening
net financial assets, particularly through growth in the Strategic Reserve, will be essential to
maintaining fiscal sustainability, protecting creditworthiness and ensuring resilience to future
economic shocks.
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