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To the President and Members of the Social Security Committee of the States of Jersey –
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following report on the financial condition of the Social Security Fund and on the adequacy of the present
contribution rates.
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EXECUTIVE SUMMARY
 
1.           This report concerns the financial condition of the Jersey Social Security Fund as at 31st December 2003

and the expected adequacy in future years of the legislated contribution rates, assuming that the States
contribution will continue on the same basis as at present. The main estimates in Section 3 of this report are
based on the laws in force at 31st December 2003.

 
2.           The Fund has historically been financed on the pay-as-you-go principle. With this method of financing,

expenditure on benefits and administration should be met broadly by the income from contributions and the
States supplement in the same year. The rates of contribution required to meet the expenditure are therefore
determined by the relative levels of benefits and earnings and by the relative numbers of beneficiaries and
contributors. As these latter numbers are very much affected by demographic changes, projections are made
for a period of 60 years into the future to illustrate the impact of demographic changes.

 
3.           An 8% contribution rate, 3.5% paid by the employee and 4.5% by the employer, was set in 1975 with the

intention that it should provide a small margin over the strict pay-as-you-go rate and so could be
maintained for the first 15 years as the scheme matured. In fact the true pay-as-you-go rate has exceeded
8% since 1990-91, but the fund that had been built up, and the income that the fund had generated, allowed
the Fund to continue with the 8% contribution rate. The contribution rate was increased to 10.5% between
1998 and 2002, with 5.2% being paid by the employee and 5.3% by the employer.

 
4.           Since the previous report as at 31st December 2000 the market value of the Social Security and Social

Security (Reserve) Funds as a multiple of annual expenditure has fallen from 3.4 in 2000 to 2.7 in 2003.
The aim is for the increase in contribution rates to 10.5% to enable the Social Security (Reserve) Fund to
build up to a level of around 5 years’ expenditure, in order to dampen the effect of the worsening
demographic position over the next 30 to 40 years.

 
5.           Old age pensions accounted for 67% of the Fund’s expenditure in 2003 and the estimates in this report

indicate that this is expected to increase steadily in future to around 80% by the 2030s. The projections in
this report indicate that the number in the population over the current pension age of 65 will rise from
approximately 12,500 in 2003 to approximately 26,500 in 2037, a total rise of over 100%. After 2037 the
numbers will start to fall, reaching approximately 20,500 by 2063 assuming zero future net migration and
approximately 23,500 assuming future net immigration of 200 a year. The number of people in receipt of a
pension will increase by more than this because of the increase in the number of overseas pensioners.

 
6.           The projected numbers of contributors in future years have been obtained by applying assumed proportions

of men and women contributing at each age in the different categories to the projected numbers in the
working age population. These proportions were derived from statistics of the numbers contributing over
the last economic cycle, allowing for both the average positions over an economic cycle and the trends with
time.

 
7.               The contribution rate which is required to break even on a pay-as-you-go basis is heavily dependent on the

relative future numbers in the population at working ages and over pension age. In 2003 there were
approximately 4.7  persons of working age for each person aged 65 and over but this ratio is projected to
fall. If there is zero net migration in the future, this ratio is projected to fall to 1.7 in 2038 before rising to
1.9 by 2063. Assuming net future immigration of 200 a year, this ratio is expected to fall to 2.0 in 2037
before rising to 2.3 by 2063. The change in the required contribution rate will not be solely dependent on
this ratio, as not all people of working ages contribute and retirement pensions are paid to people
overseas, if they have a sufficient contribution record, as well as to residents. In addition, benefits other
than retirement pension are paid, mainly to people of working age.

 
8.           A summary of the joint employee and employer contribution rates which would be required to break even

on a pay-as-you-go basis (allowing for the States contribution to continue as described in Appendix A,
paragraph A.15) is given in Table 1. These rates exclude the contribution to the Health Insurance Fund and
also exclude income from investments.

 



 
9.               It is likely that the contribution rate of 10.5% paid since 2002 can be maintained for many years without

any diminution of the Fund as a contingency reserve. With zero future net migration, the combined
balance in the Social Security and Social Security (Reserve) Funds would reach a maximum of 4.3 times
annual expenditure in the year 2013 before starting to decline, assuming that the current contribution rate
is paid in the future. The Funds would be extinguished in the year 2033. With future net immigration of
200 a year, the combined balance in the Funds is projected to reach a maximum of 4.5 times annual
expenditure in the year 2016 before being extinguished in the year 2037. This assumes that the rate of
return on the investments of the Funds, net of associated expenses, will be 2% per annum above earnings
increases.

 
10.             If the rate of return is 1% per annum lower the Funds would be extinguished 2  years earlier with both nil

net migration and 200 a year net immigration. If the rate of return is 1% per annum higher the Funds
would be extinguished 3  years later with net nil migration and 5 years later with net immigration of 200 a
year. At the review date, 83% of the assets of the social security funds were equities. In the long-term,
equities may be expected to produce a higher return than lower risk assets, but returns on equities are
expected to be more volatile. The committee should consider the effect on the scheme if equities were to
give poor returns over the coming years.

 
11.       It should be emphasised that these estimates are not exact forecasts of the future, but projections of what

would happen on the basis of the stated assumptions. The demographic and economic assumptions
underlying the estimates are inevitably subject to a considerable degree of uncertainty, particularly for the
more distant future. Small changes in the assumptions used can lead to relatively large changes in the
projected future financial position of the Fund.

 
12.       The financial outlook for the Fund remains healthy in the short to medium term, largely as a result of the

increases in the contribution rates each year from 1998 to 2002, the increases from 1998 to 2001 in the
upper earnings limit over and above earnings growth and the reforms to incapacity benefits and
dependants’ increases. In the longer term the projections suggest that more action may be necessary to keep
income and expenditure in line, but this will be very sensitive to the actual experience.

 



SECTION 1: Introduction and Scope of the Review
 
1.1       The Jersey Social Security Scheme has historically been financed on the pay-as-you-go principle with rates

of contribution set to produce the income needed to meet current expenditure on benefits and the costs of
administration. With this system of finance, the rates of contribution required may alter significantly over
the years as a result of the maturing of the benefit rights under the scheme or on account of demographic or
other factors leading to changes in the relative numbers of pensioners and contributors. For this reason the
Jersey legislation makes provision for three yearly reviews by an actuary of the operation of the scheme,
including long term projections of the expenditure and of the corresponding rates of contribution likely to
be required over the years.

 
1.2       The report on the previous review covering the period 1st January 1998 to 31st December 2000 was

submitted to the President and Members of the Social Security Committee of the States of Jersey in May
2002.

 
1.3       A summary of the contributions and benefits of the scheme is shown in Appendix A. The main legislative

changes which were enacted in the period under review (1st January 2001 to 31st December 2003), and
which have affected the entitlement to benefits and the structure of contributions in the Jersey Social
Security Fund, are summarized in Appendix B. The projections of benefit expenditure and contribution
income in this report take into account these changes. Appendix B also shows the income, expenditure and
balances for the Social Security and the Social Security (Reserve) Funds for the 3  years ending 31st
December 2003.

 
1.4       The object of this review, as stated in Article 32 of the Social Security (Jersey) Law 1974, is to determine

the financial condition of the Jersey Social Security Fund and the current and future adequacy of the
contributions payable in accordance with the law.

 
1.5       The Jersey Social Security Scheme has historically followed a pay-as-you-go financing approach. However,

the contribution rates were increased by 0.5% in each year from 1998 to 2002, with the aim of setting
contribution rates which are greater than those required in order to meet current benefit expenditure and the
costs of administration. The aim of these increases is to build up the Social Security (Reserve) Fund to a
level of around 5 times annual expenditure, moving the scheme towards being partially funded in order to
dampen the effect of the worsening demographic position over the next 30 to 40 years.

 
1.6       The projections run for the 60 years from 2003 to 2063. Two main sets of results are presented in this

report. Firstly, the projected future contribution rates which would be required in order for contribution
income to equal expenditure on benefits and administration are given, assuming that the States contribution
will continue to be calculated as at present (see Appendix  A, paragraph  A.15). These “break-even
contribution rates” are the contribution rates which would be required if the scheme were following the
pay-as-you-go financing approach. One of the main factors likely to cause significant changes in these rates
in the future is the change in the relative numbers of contributors and pensioners. These factors are mainly
demographic but include also social and economic factors such as changes in the proportion of women
working, in the rate of unemployment or in the level of migration.

 
1.7       Secondly, the future combined balance in the Social Security and Social Security (Reserve) Funds, as a

multiple of annual expenditure, is projected. For this purpose it is assumed that the current contribution
rates continue to apply in all future years. While projections of fund balances are subject to a great deal of
uncertainty, these results give an indication as to the extent to which the build-up of funds in the Social
Security (Reserve) Fund can be used to delay increases to contribution rates which would otherwise be
required.

 
1.8       The projected demographic developments are discussed in Section 2. Very significant changes in the age

structure of the population are expected over the next 30 to 40 years. The numbers over state pension age
will be increasing steeply at a time when the numbers at working age will be stationary or declining,
leading to a marked fall in the ratio of the number of contributors to the number of pensioners.

 



1.9       Section 3 of this report shows the projected financial situation of the scheme if benefit rates are increased in
line with earnings growth, as specified under Article 13(2) of the current legislation. The estimates of
income and expenditure are expressed in constant 2003 earnings terms. Since both benefit rates and the
earnings of contributors will increase in line with earnings growth, the actual level of increases in earnings
will not be relevant to the projected financial position of the scheme, assuming that future rates of
investment return change in line with earnings growth.

 
1.10   The projections in this report have been calculated with reference to a large amount of data which has been

received, covering demographic movements, the number of beneficiaries and the amounts of benefit paid,
and the number of contributors and their earnings. The investigations carried out suggested that the data is
of good quality, and in almost all cases data from different sources reconcile well with each other.
Nevertheless, it should be noted that if any of the data used for the calculations are materially incorrect or
incomplete, it could have a significant effect on the results.

 
1.11   Long term projections, such as the results contained in this report, are subject to a great deal of uncertainty.

The results of the projections depend on a large number of assumptions with regard to the future experience
of the scheme. The assumptions for the review are considered to be reasonable, and the methodology is
consistent with sound actuarial principles. However, when considering the results of long term projections,
it is vital to consider the potential effects on the results if the assumptions used are not borne out in
practice. Section 4 discusses this uncertainty, and illustrates the effects on the results of the review of using
alternative assumptions.

 
1.12    Section 5 of this report compares the results from Sections 2 and 3 with those from the report on the

previous review.
 
1.13   Under legislation, the next review of the Social Security Fund is due to be carried out as at 31st December

2006, or earlier as the Committee may direct.
 
1.14    This report complies with the International Actuarial Association Guidelines of Actuarial Practice for

Social Security Programs effective from 1st January 2003.
 
 
SECTION 2: The Demographic Assumptions
 
2.1       In order to project the future income and expenditure of the Jersey Social Security Fund, it is necessary first

to project the future numbers in the population of Jersey subdivided by age and sex. It should be
emphasised that these are not forecasts of the future population but illustrations of how the population
would develop under a set of stylised assumptions, which are nevertheless regarded as reasonable
assumptions to make for planning purposes. The March 2001 census was used as the starting point for the
population projections, in conjunction with the recorded births, deaths and migration between then and
March 2003.

 
2.2       Projections of the population many years ahead are inevitably subject to a considerable margin of

uncertainty. Migration to and from Jersey is particularly difficult to predict and it is for this reason that we
have based our projections on two different migration assumptions. These are:

 
                 (i)         Zero net migration
 
                 (ii)         Net inward migration of 200 a year at young working ages for all future years These assumptions

refer to migration in respect of permanent residents only. In addition, there will be migration in
respect of short term residents, as discussed below. These two assumptions have been chosen to
demonstrate the effect migration has on the results and should not be regarded as forecasts of the
expected future levels of migration.

 
2.3       An established feature of the economy of the island is the substantial number of seasonal workers, including

workers from outside the island who remain resident in Jersey for only a few months of the year. The



resident population revealed by the census includes such seasonal workers as were present in the island at the time
that the census was taken. In addition to these seasonal workers, a persistent feature of the population has
been an excess of people, mainly in their 20s, who work in Jersey for a few years before returning to their
country of origin (‘transients’). The numbers of seasonal and transient workers assumed at this review are
shown in Appendix C, Table C3. The number of transients assumed is the same as that assumed at the last
review since there has been no further information on the subject. In making these projections we have
assumed that the number and ages of these short term workers remain the same in the future.

 
2.4       Although the number of transient workers is assumed to remain constant in future, the movement of

transient workers to and from the island is assumed to result in a certain degree of net emigration. This is
because female transient workers may give birth while they are resident in Jersey, taking the children with
them when they leave the island. Therefore, in any year, the number of transient workers entering the island
is smaller than the number of transient workers plus their children leaving the island, resulting in net
emigration equal to the number of children born to female transient workers. This feature is allowed for in
the population projections, being in addition to the assumed migration in respect of permanent Jersey
residents detailed in paragraph 2.2 above.

 
2.5       Those persons who will be over the pension age of 65 and receiving pensions during the 60 year projection

period are already living. Apart from the effects of the different assumptions for migration, the projected
numbers of pensioners will be very largely determined by the assumption about future mortality. The
mortality rates used have been based on the experience in recent years, with an allowance made for
continuing improvement in mortality in the future, assuming that mortality rates change in line with the
rates projected for England and Wales (mid-2002 based population projection). Assumed improvements in
mortality over the next 60 years would result in increases in life expectancy (on a calendar year basis) of
approximately 8% at birth, and increases in life expectancy at age 65 of approximately 30% for males and
25% for females.

 
2.6       Mortality is of much less significance in determining the future numbers at working ages, but after about 20

years the numbers at these ages will depend to an increasing extent on the future numbers of births. Over
the past 15 years, fertility rates for women have changed broadly in line with England and Wales fertility
rates, although with fertility in Jersey being lower at younger ages and higher at the older ages than in
England and Wales. We have assumed that fertility rates continue to change in line with the rates projected
for England and Wales (mid-2002 based population projection). This results in an increase in fertility rates
of around 5% over the next 10 years, with rates remaining broadly constant thereafter. The assumed
number of children per women, excluding seasonal workers who are assumed not to give birth while they
are on the island, is ultimately 1.6, around 25% below the rate of 2.1 which is necessary for a generation
exactly to reproduce itself.

 
2.7       The projected future numbers in the population, by age and sex, are shown in Appendix C. A summary of

the future numbers in the age bands most relevant for this review is given in Table 2 assuming zero net
migration in the future and in Table 3 assuming net inward migration of 200 a year. The projected future
numbers in the population are illustrated in Figures 1 and 2. It can be seen that the total population
assuming zero net migration is expected to remain around its current level until the year 2023, after which
it will decline so that by 2063 the population will only be approximately 80% of current levels. Assuming
net immigration of 200 a year, the population is expected to increase by about 7% by the year 2033 before
falling to 2% above its current level by 2063.



 
 



Figure 1– Projected population of Jersey assuming zero net migration
 

 
 

Figure 2 – Projected population of Jersey assuming net immigration of 200 a year
 

 
2.8       On the basis of the projections, the numbers resident in Jersey over the current pension age of 65 will rise

slowly from a about 12,500 in 2003 to just under 26,500 in 2037, a total rise of approximately 110%. The
numbers are very similar on both projections since future migrants would not have reached age 65 in any
number by 2037. After 2037 the numbers will start to fall, reaching approximately 20,500 by 2063
assuming zero net migration and approximately 23,500 assuming net immigration of 200 a year.

 
2.9       By contrast, the expected numbers at working ages, assuming zero net migration in the future, will fall from

just under 60,000 in 2003 to around 54,000 by 2025 and then to just over 39,500 by 2063, a total fall of
34%. Assuming net inward migration of 200 a year, the expected numbers at working age will rise from
just under 60,000 in 2003 to just over 61,500 in 2011 before falling to approximately 53,500 by 2063, a fall
over the whole period of 11%. The fall in the numbers at working ages when there is no migration to boost
them is due mainly to the level of fertility rates being below the level required to replace the population.

 
2.10   The number of persons of working age per person over pension age, the main demographic determinant of

the contribution rate required, falls from 4.7 in 2003 to 1.7 in 2038 before rising to 1.9 by 2063 assuming
zero net migration. Assuming net immigration of 200 a year, this ratio is expected to fall from 4.7 in 2003
to 2.0 in 2037 before rising to 2.3 in 2063. This ratio is illustrated in Figure 3.

 



Figure 3 - Projected number of people of working age per person over  pension  age

 
 
SECTION 3: The Estimated Outgo, Rates of Contribution Required and Balance in the  Funds in Future
Years
 
3.1       Estimates have been made of the future income, benefit expenditure and administration expenditure of the
scheme, in the manner and on the assumptions described in the preceding sections of the report and in detail in
Appendix D.
 
3.2       Estimates of the expenditure on the various types of benefit are given in Appendix E, assuming that benefit
rates are increased annually in line with earnings growth as required by current legislation. Estimates of future
contribution income from the different classes of contribution, including estimates of the States contribution, are
given in Appendix F. The estimated contribution income is calculated assuming that currently current contribution
rates apply in all future years. Earnings limits for contributions are assumed to increase in line with general
earnings growth.
 
3.3       Table 4 sets out estimates of the future expenditure from the Social Security Fund, including expenditure on
administration, and of the contribution rates required in order to meet this expenditure, for both sets of migration
assumptions. These are the contribution rates which would be required if the pay-as-you-go approach to financing
were being followed. The contribution rates are a percentage of earnings up to the upper limit, and are illustrated
in Figure 4.
 
3.4       The results in Table 4 and Figure 4:
 
                 (i)         exclude the contributions paid to the Health Insurance Scheme,
 
                 (ii)         assume the States contribution will continue to be calculated as at present (see Appendix A,

paragraph A.15), and
 
                 (iii)       assume that the current assets of the Fund and the income generated from the assets are not drawn

upon to meet expenditure of the scheme.
 



 
 

Figure 4 – Projected break-even contribution rates

 
3.5       Table 4 shows that the break-even contribution rate is projected to remain below the planned rate of 10.5%

for at least the next ten years. The contribution rate is expected to rise rapidly after that to reach a peak of
18.7% by 2038 assuming zero future net migration and 16.1% by 2036 assuming future net immigration of
200 a year. Following these peaks, the break-even contribution rate will reduce to 17.5% by 2063 assuming
no future net migration and 14.7% assuming net immigration of 200 a year.

 
3.6       If the contribution rates shown in Table 4 were to be applied in practice and if the assumptions underlying

the estimates exactly fitted the experience in future years, then the entire investment income would be
available for reinvestment and the combined balance in the Social Security and Social Security (Reserve)
Funds would grow in relation to benefit expenditure. This is mainly because we expect the rate of return on
investments to be greater than the rate of increase in earnings.

 
3.7       Alternatively, the current balances in the Social Security Funds, and the fact that the planned rates of

contribution are greater than those currently needed to break even on a pay-as-you-go basis, can be used in
order to lessen the need to increase contribution rates in the future in response to changing demographics.
Figure 5 shows the projected combined balance in the Social Security and Social Security (Reserve) Funds,
as a multiple of total expenditure including expenditure on administration, assuming that the current
contribution rates apply for all future years. The projected balance is shown for both migration
assumptions.



 
Figure 5 – Projected balance as multiple of expenditure

 
3.8       The calculations underlying Figure 5 assume that the future rate of return on investments, net of associated

expenses, will be 2% per annum in excess of earnings increases. The projected fund as a multiple of
expenditure for 2003 and 2004 is higher than it would otherwise have been as a consequence of the positive
investment return achieved during 2003.

 
3.9       Assuming zero future net migration, if the current contribution rates were to be paid in the future, the

projected balance in the Funds as a multiple of annual expenditure would grow to a maximum of 4.3 in
2013. Thereafter, the balance would fall as a multiple of annual expenditure, until the Funds are
extinguished in 2033. After this point, it would be necessary to increase contribution rates to at least the
break-even rate of 17.8%. In practice, it may be considered necessary to increase contribution rates before
the Funds were extinguished.

 
3.10    Assuming future net immigration of 200 a year, the projected balance in the Funds would grow to a

maximum of 4.5 times annual expenditure in 2016, if the current contribution rates were to be paid.
Thereafter, the balance would fall as a multiple of annual expenditure, until the Funds are extinguished in
2037. After this point, it would be necessary to increase contribution rates to at least the break-even rate of
16.1%.

 
3.11   To the extent that the future experience of the scheme may not follow the assumptions made for the purpose

of these projections, the future financial position of the scheme may differ considerably from that described
above. In particular, the year at which the fund is exhausted is sensitive to small changes in the
assumptions. Section 4 contains discussion of the uncertainty inherent in long term projections such as
these, and shows the effects on the principal results of this review of varying the assumptions used.

 
SECTION 4: Illustrative Effects on the Principal Results of Variations in the Assumptions Used
 
4.1       The results described in Section 3 are dependent on a number of assumptions which have been made with

regard to the future experience of the Social Security Scheme. These assumptions include:
 
                 (i)         Demographic assumptions, such as future fertility and mortality rates, future levels of migration in

respect of permanent residents, and the effects of short term migrants.
 
                 (ii)         Economic assumptions, such as the future rate of return on the investments of the Social Security and

Social Security (Reserve) Funds, and the levels of employment and unemployment.
 
                 (iii)       Scheme assumptions, such as the effects of legislative changes which have been made to the scheme

benefits.
 



4.2       When considering the results contained in this report, attention should be given to the fact that, if the
assumptions used are not borne out in practice, the future financial position of the scheme could be
significantly different from that shown in the projections. The results in this report should not be considered
to be a certain prediction of the future financial position of the scheme. Instead, they should be regarded as
an indication of the likely future position, if experience were to follow the assumptions made. It is therefore
vital, when considering the results of long term projections, to consider the potential effects on the results
of the projections if different assumptions were to be used.

 
Demographic assumptions
 
4.3       The results in Sections 2 and 3 are shown on the basis of two alternative assumptions regarding the future

level of net migration of the permanent population of Jersey. It should be noted these two alternative
scenarios are illustrative and should not be taken as setting bounds to the range of possibilities. The higher
the level of future net immigration, the more any necessary increases to contribution rates could be
deferred. Conversely, net outward migration would require contribution rates to be increased sooner.

 
4.4       Attention should be given to the possible effects on the results of the projections if the experience with

regard to future fertility and mortality rates were to differ from the assumptions made. Any changes in
future rates of fertility would have little effect on the projected benefit expenditure over the period of the
review, since people who are born after the date of the valuation will not reach pension age during the
period of the review. However, the level of contribution income would be affected, after an initial period of
around 20 years. An increase in the assumed fertility rates would therefore improve the future financial
position of the scheme, reducing the required break-even contribution rates after 20 years, and delaying the
point at which contribution rates would need to be increased. Conversely, a decrease in the assumed
fertility rates would worsen the future position of the scheme.

 
4.5       Any changes in the assumed rates of mortality would have little effect on contribution income. However, if

lighter rates of mortality were to be assumed in the future, this would increase the projected expenditure on
old age pensions, and consequently increase the required break-even contribution rates. Conversely, heavier
assumed rates of mortality would improve the future financial position of the scheme.  

 
Economic assumptions
 
4.6       It has not been necessary to make assumptions regarding the future levels of price inflation or earnings

growth for this review. All results are presented in constant earnings terms, and benefit rates are assumed to
be increased in line with earnings growth in the future. Therefore the absolute levels of price inflation or
earnings growth do not affect the results in this report.

 
4.7       For the purposes of projecting the future combined balance in the Funds, it has been necessary to make an

assumption regarding the future rate of return of the investments. It has been assumed for the principal
results that the future rate of return, net of associated expenses, is 2% per annum in excess of earnings
growth. This is discussed further in paragraph D.26. The effects on the results from Section 3 of varying the
future rate of investment return by 1% per annum are shown in Figure 6 and Figure 7.

 
4.8       Assuming zero future net migration and a rate of return 1% per annum higher from 2004 compared with the

principal results, the projected balance in the Funds as a multiple of annual expenditure would reach a
maximum of 4.7 in 2016, if the current contribution rates were to be paid. Thereafter the balance would fall
as a multiple of annual expenditure, until the Funds are extinguished in 2036. If the rate of return were 1%
per annum lower compared with the principal results, the projected balance in the Funds as a multiple of
annual expenditure would reach a maximum of 4.0 in 2012, after which it would fall until the funds are
extinguished in 2031.

 
4.9       Assuming future net immigration of 200 a year and a rate of return 1% per annum higher from 2004

compared with the principal results, the projected balance in the Funds as a multiple of annual expenditure
would reach a maximum of 5.1 in 2018, if the current contribution rates were to be paid. Thereafter the
balance would fall as a multiple of annual expenditure, until the Funds are extinguished in 2042. If the rate



of return were 1% per annum lower compared with the principal results, the projected balance in the Funds as a
multiple of annual expenditure would reach a maximum of 4.1 in 2013, after which it would fall until the
funds are extinguished in 2035.

 
4.10   The investment return each year is closely linked to the size of the fund and the assumed investment return.

The projected total capital return and investment income, net of associated expenses, are tabulated in
Appendix G.

 
4.11    The assumed rate of investment return does not affect the required break-even contribution rates, since

these are the rates which are sufficient for contribution income in a particular year to meet benefit
expenditure and expenditure on administration in that same year, without reference to investment income or
the combined balance in the Funds.

 
Figure 6 - Projected balance as multiple of expenditure for different investment returns with nil migration

 
Figure 7 - Projected balance as multiple of expenditure for different investment returns with net

immigration of 200 per year

 
Scheme assumptions
 
4.12   The future level of expenditure on old age pensions is subject to a degree of uncertainty. The current level

of expenditure is less than the amount which would be expected if everybody who appears to be entitled to
a pension based on past contributions data were to claim one. This feature may be expected because people
who have paid contributions in Jersey in the past, but who are no longer resident in Jersey when they attain
State pension age, will be less likely to claim a pension than residents.

 



4.13    The principal projections shown in this report assume that between 2003 and 2033 there is a gradual
increase each year in the likelihood and size of claims of old age pensions. Most of this is due to an
assumption that non-residents will become more likely to claim their pensions. Data on old age pension
claims and expenditure indicates that such an increase has not occurred in the recent past. If it were to be
the case that there is no such future increase in the likelihood of claims from non-residents, then
expenditure on old age pensions in the longer term may be approximately 10% lower than that included in
the principal projections.

 
4.14    Conversely, it may be the case that the various legislative changes which have been made since the last

review will increase future benefit expenditure to a greater extent than that which has been allowed for in
the principal results, or that the likelihood of claims of old age pensions from non-residents increases by a
greater amount in the future than that allowed for in the principal results.

 
4.15    In order to provide an indication of the variability of the results of the review, Table 5 indicates the

projected break-even contribution rates and the year in which the Funds are extinguished (assuming that the
current contribution rates are paid in the future) if the future costs of old age pension were to be 10% higher
or lower than those assumed for the main projections. This is assumed to apply from 2033 onwards,
building up to this level uniformly from 2004. The 10% difference may be as a result of mortality
experience differing from the assumptions used, or because of the future level of claims differing from the
assumed level, or because of the effects of the legislative changes to old age pension differing from those
assumed. It should not be considered to be an upper or lower bound for future old age pension expenditure.
Instead, these results should be regarded as an example of the potential effects on the projections if
experience were to differ from the assumptions made for the review.

 

 
4.16   The illustrative effects of varying certain assumptions shown in this section have considered the effects of

varying these assumptions in isolation. The potential effects on the results of varying a combination of
different assumptions should also be considered.

 
SECTION 5: Comparison of Results in this Report with those from the Report on the Previous Actuarial
Review Population projections
 
5.1       Table 6 compares the results of the population projections described in Section 2 of this report with the

population projections from the report on the previous actuarial review of the Social Security Scheme.
Numbers are shown for the years for which results were given in the report on the previous review.

 



 

 
5.2       The projected population for this review is ultimately higher than that from the previous actuarial review,

on both migration bases, although it is initially lower. The population projections from the previous
actuarial review assumed either nil net migration or net immigration of 200 a year from March 2001
onwards. The population projections for this review were based on the actual reported migration between
January 2001 and December 2003, which was approximately -130 This would, by itself, result in a reduced
population of approximately 130 when comparing the nil migration projections, and a reduction of
approximately 730 when comparing the net immigration of 200 a year projections, in March 2001. The
differences shown in Table 6 are slightly lower than these figures, as a result of other differences

 
5.3       At the last review, it was assumed that life expectancy at age 65 would increase by 20% and 15% for males

and females respectively over the period of the projections. These increases are now assumed to be 30%
and 25%. This accounts for the major part of the balance of the increase in the population projections after
migration has been allowed for.

 
5.4       In addition to these effects, there are smaller effects, including the effect of other changes made to the

assumptions underlying the population projections.
 
5.5       The fact that the number of people of working age per person over pension age is now projected to decrease

more than at the time of the previous actuarial review suggests that the required break-even contribution
rates will be higher than those calculated at the time of the previous actuarial review. Table 7 compares the
projected break-even contribution rates from this report with those shown in the report on the previous
actuarial review. Results are shown for the years for which results were given in the report on the previous
review.

 
 



 
5.6       In Table 7, the changes between the required break-even contribution rates projected at the time of the last

review and those in this report have been separated into different components. The required contribution
rates decrease by a small amount initially, as the experience of the scheme over the review period has been
a little more favourable than that projected at the time of the last actuarial review. The effects of revising
the population projections, as discussed above, lead to an increase of around 2.2% to the required
contribution rate by 2060 assuming zero future net migration, and of around 1.5% assuming immigration of
200 a year. Various other changes which have been made to the methods and assumptions underlying the
projections result in a decrease of around 1.0% to the required contribution rate by 2060 under the nil
migration scenario, and 0.9% under the 200 per year net immigration scenario.

 
5.7       In particular, the changes to the eligibility for dependant’s increases have reduced costs for males. The

assumed size of claims of incapacity pensions has also been reduced to take into account the expected
contribution records of those claiming this benefit. As set out in paragraph 4.12, it has been assumed that
the pension cost per person in the population increases in the future, mainly because of an assumed increase
in the likelihood of claims of old age pensions from non-residents. The extent to which this occurs has been
increased since the last review as the contribution model suggests that future claims will be larger than
assumed at the last review. This assumption will continue to be reviewed in the future, taking into account
future data on claims and contributions.

 
5.8       In the report on the previous review, it was estimated that the combined balance in the Social Security and

Social Security (Reserve) Funds would be extinguished by 2035 assuming zero future net migration, and by
2042 assuming future net immigration of 200 a year. The corresponding figures in this report are 2033 and
2037 respectively. The reasons for the change in the estimated time before the Funds are extinguished are
similar to the reasons for the increases in the projected break-even contribution rates discussed above. In
addition, the investment performance of the Funds over the review period, and hence the combined balance
in the Funds at the valuation date, also affects the estimated time at which the Funds are extinguished.  



 
APPENDIX A

Summary of Contributions and Benefits
 
A.1     This appendix summarises the principal provisions regarding the contributions and benefits in the Social

Security (Jersey) Law 1974 on which the estimates for future years in this review are based. It concentrates
on those aspects of contribution liability and benefit entitlement that are significant in financial terms, and
on changes which have been introduced since the last review.

 
A.2     In order to receive an old age pension at the full rate, the pensioner must have a life average contribution

factor (LACF) of 1.00. The LACF is calculated as the ratio of the number of contributions paid or credited
to the number which could have been made over a 45 year period between school leaving age and pension
age. For those with a lower LACF, the benefit is reduced pro rata, subject to a minimum LACF of 0.10.
Women married before April 2001 can claim a pension of 66% of that payable to their husbands if this is
more than the pension they have earned on their own contributions, and all widows over pension age can
claim a pension of the same amount as that payable to their late husbands.

 
A.3     Pension age is 65. However, women who entered the scheme before the 1974 law came into force retain the

right to claim a pension from age 60. It is also possible to retire between the ages of 63 and 65, at the option
of the pensioner, if the necessary qualifying conditions are met. In such cases, the amount of old age
pension is reduced by 0.58% for each month between the age at which the pensioner starts to receive their
pension and the month in which they attain pension age. The pension is paid at this reduced level
throughout retirement.

 
A.4     For people who retired before April 2001, the qualifying conditions for an old age pension were different.

The LACF required to receive a full pension depended on the year that a person joined the scheme. For
those already insured before the 1974 law came into effect, this level was 0.94. For those entering the
scheme after this, the level was 0.96. For those with a lower LACF, the benefit was reduced pro rata, again
subject to a minimum LACF of 0.10 in order to be entitled to an old age pension. The LACF was calculated
as the ratio of the number of contributions paid or credited to the number which could have been made
between school leaving age and pension age. It was not possible to retire early before April 2001.

 
A.5     There are two benefits paid to people widowed under pension age in April 2001 or afterwards. Survivor’s

allowance of 1.2 times the standard rate is paid for the first 12 months after a man or woman has been
widowed. After that a survivor’s pension is paid, the amount being dependent on the contribution record of
the deceased spouse. The standard rate is adjusted according to the LACF in the same way as for old age
pension, with the LACF calculated using the date of death instead of the pension age. For people widowed
prior to April 2001, there were three benefits, widow’s allowance, widow’s pension and widowed father’s
allowance. The first two of these benefits correspond to survivor’s allowance and survivor’s pension as
described above, but are paid to widows only. Widowed father’s allowance is paid to widowers with
children under the age of 16. The amount of this benefit is dependent on the contribution record of the
deceased wife. These benefits are only paid until the beneficiary reaches pension age.  

 
A.6     There are two groups of pensions which are paid from the Fund but which are not included above. Social

assurance pensions are the remaining pensions paid under a previous scheme. Non-contributory pensions
were pensions paid to those born before 10th September 1896 and to their wives and widows. As at 31st
December 2003 there were no longer any recipients of non-contributory pensions.

 
A.7     If the contribution conditions are met, an incapacity benefit is paid when an insured person is sick or

injured. The rules for incapacity benefits have changed for claims after 1st October 2004. For claims prior
to October 2004, sickness benefit is paid for up to one year. If the person is still unfit for work, they can
then claim invalidity benefit until they are fit to return to work or until they reach pension age. The
contribution conditions are that the person must have paid at least 13 weeks’ contributions for sickness
benefit and 26 weeks’ contributions for invalidity benefit and that they must have paid or been credited
with contributions throughout the calendar quarter six months before the date of claim in order to receive
the standard rate of benefit. A.8 Accident benefit is paid to an insured person on incapacity following an



accident. For claims prior to 1st October 2004, there were two types of accident benefit:
 
                 (i)         Injury benefit, which is similar to sickness benefit,
 
                 (ii)         Disablement benefit, which is payable after injury benefit ceases in cases of continuing disablement.

The benefit is payable even if the insured person can return to work and the amount depends on the
degree of disablement. Where the degree of disablement is 15% or lower, the benefit is paid in a
lump sum, rather than as regular benefit payments.

 
                 The contribution conditions are similar to those for sickness and invalidity benefits, but in addition a person

can qualify if a contribution was due in the month of the accident.
 
A.9     Legislation to reform incapacity benefit and accident benefit, creating a revised incapacity benefit, has been

passed by the States. Claims after 1st October 2004 come under the reformed scheme. Under these reforms,
the benefits payable are short term incapacity allowance, long term incapacity allowance and incapacity
pension. Broadly, short term incapacity allowance corresponds to current sickness benefit and injury
benefit. Long term incapacity allowance corresponds to current disablement benefit. Cases which would
have previously been awarded invalidity benefit will be awarded long term incapacity allowance, and will
receive a benefit payment which depends on the degree of disablement, unless they are likely to be
permanently incapable of work, in which case they will receive incapacity pension. The amount of the
incapacity pension is dependent on the person’s contribution record. The standard rate is adjusted according
to the LACF in the same way as for old age pension, with contributions deemed to have been paid from the
start of the claim up to pension age.

 
A.10  A maternity grant is paid for each birth in Jersey where either the mother or her husband has paid

contributions for at least three months at any time before the start of the calendar quarter prior to that in
which the birth is expected. From 1st January 2003, this is also paid on the adoption of a child. The mother
is also entitled to a maternity allowance, for a maximum of 18 weeks, if she satisfies the contribution
conditions. These contribution conditions are similar to those for sickness benefit.  

 
A.11  A death grant is paid for all deaths in Jersey where the deceased, the surviving spouse or (in the case of a

child) a parent has met the contribution conditions. The conditions are that either a contribution was due in
the month of death or that the equivalent of one year’s contributions has been paid in the past.

 
A.12  Table A1 shows the weekly rates of benefit in force between 2000 and 2003. During this period, benefit

rates have been increased annually in line with earnings growth.
 
 

 
A.13  Contributions are required from everyone in the island between the ages of 16 and 65 who works more than



eight hours a week, with some exceptions. Some married women can “opt out” of paying full contributions, but
this option is only available to those who were married before 1st April 2001. Employees and employers
pay Class 1 contributions, and the self-employed pay Class 2 contributions. The rate of Class 2
contributions is the sum of the employee and employer Class 1 contribution rates.

 
A.14  Non-employed people may pay class 2 contributions to gain entitlement. Some of these people may instead

gain entitlement through credits if they are a student, unemployed, sick or unable to work, widowed or
staying at home to care for a child.

 
A.15  Table A2 shows the earnings limits and contribution rates which applied between 2001 and 2003.

Contributions are payable on all earnings up to the upper limit. If earnings are above the threshold and
below the upper limit, the States contributes the difference between contributions based on actual earnings
and contributions based on the upper limit. If earnings are above the upper limit, contributions are based on
the amount of the upper limit only.

 
A.16  During the period from 1998 to 2002, the total contribution rate increased each year by 0.5%, after which it

will remain constant. During the period from 2001 to 2003, the lower threshold was increased in line with
earnings. In 2001 the upper limit was increased by £50 per month in addition to increases in line with
earnings. From 2002, the upper limit has been increased in line with earnings.

 
 

 



APPENDIX B
Fund Legislation and Accounts since 1st January 2001
 
B.1     The changes to contribution rates which were specified in the Social Security (No.  3) (Jersey) Regulations

1997 continued to be applied throughout the period since the last review. Further details of these changes
are given in Appendix A.

 
B.2     The Social Security (Amendment No.  14) (Jersey) Law 2000 made a number of significant changes to the

Social Security Scheme, principally:
 
                 (i)         Provision for early retirement, with the option to claim an old age pension between the ages of 63 and

65, if the relevant qualifying conditions are satisfied, subject to the amount of old age pension being
reduced by 0.58% for each month between the month of claiming the old age pension and the month
of reaching age 65.

 
                 (iii)       The replacement of widow’s benefit and widowed father’s allowance by survivor’s benefit,

consisting of survivor’s allowance and survivor’s pension. Widowers and widows are entitled to the
same benefits.

 
                 (iv)       The abolition of the option for married women to be exempt from paying full contributions.
 
                 (v)       Revisions to the qualifying conditions for old age pension, with a reduction in the number of years of

contributions required to become entitled to a full pension to 45. Further details of these changes are
included in Appendix A. The Social Security (Amendment No.  14) (Jersey) Law 2000 (Appointed
Day) Act 2001 specified that the changes listed above would come into force from 1st April 2001.

 
B.3     The Social Security (Contributions) (Amendment No.  6) (Jersey) Order 2001 increased the provision of

credits for students and for parents who are not working if they are caring for a young child. These
arrangements came into force on 1st April 2001.

 
B.4     Women are now only able to claim a pension based on their husband’s contribution record if the claim is in

respect of a marriage that occurred before April 2001.
 
B.5     The Social Security (Amendment No.  15) (Jersey) Law 2002 extended the payment to the parents of an

adopted child of maternity grants on adoption, and of death grants on the death of an adopted child. The
Social Security (Amendment No.  15) (Jersey) Law 2002 (Appointed Day) Act 2002 specified that this
change would come into force from 1st January 2003.

 
B.6     The Social Security (Amendment No.  14) (Jersey) Law 2000 also made provision for the replacement of

sickness benefit, invalidity benefit, injury benefit and disablement benefit by a reformed incapacity benefit,
which consists of short term incapacity allowance, long term incapacity allowance and incapacity pension.
These reforms came into force on 1st October 2004, as specified by the Social Security (Amendment
No.  14) (Jersey) Law 2004 (Appointed Day) Act 2001. Further details of the incapacity benefit reform were
included in the Social Security (Incapacity Benefits) (Jersey) Order 2004, the Social Security (Medical
Certification) (Amendment) (Jersey) Order 2004, the Social Security (Medical Certification) (Amendment
No.  2) (Jersey) Order 2004, the Social Security (Determination of Disablement Questions) (Amendment)
(Jersey) Order 2004 and the Social Security (Assessment of Long-term Incapacity) (Jersey) Order 2004,
which also came into force on 1st October 2004. Those claiming one of the old incapacity benefits at the
time of the change continue to receive benefits under the old scheme until they are ineligible for that
benefit.

 
                 Further details of these changes are included in Appendix A.
 
B.7     At the same time as the introduction of the reformed incapacity benefits, the criteria for claiming a

dependency increase for a spouse or partner changed. A person claiming a benefit may now claim a
dependency increase in respect of a partner who is claiming credits for caring for a young child. Before



2004, a man could claim an increase for his wife, regardless of her employment situation or contribution record.
There are transition arrangements for those married before April 2001.

 
B.8     The transactions of the Social Security and Social Security (Reserve) Funds in the period 1st January 2001

to 31st December 2003 are summarised in Table  B1, whilst a breakdown of expenditure by benefit is
shown in Table B2.

 

 
B.9     Total income (including the States supplement) only exceeded expenditure in 2003. In the other years since

the last review, expenditure exceeded income. In 2001 and 2002, there were investment losses, reflecting
poor returns from investment markets generally. However, in 2003, the rate of investment return was
positive. Due to this generally poor performance, the average annual rate of investment return over the
three year period since the last review was -4%, and the combined Funds reduced from 3.37 times annual
expenditure in 2000 to 2.73 times annual expenditure in 2003, considering the mean balance during the
year in each case.

 





APPENDIX C:
Population Projections
 

 



 





 
APPENDIX D

 
The Methodology and Technical Assumptions Made for the Purposes of the Financial Estimates Data
 
D.1     The accuracy of the review is fundamentally dependent on the data on which it is based. If the data contains

material inaccuracies or omissions it could have a significant effect on the results of the review.
 
D.2     Data is used in three main areas:
 
                 •             As the starting point of the projections
                 •             To assess appropriate assumptions about the future, although it will also be necessary to take account

of expected future trends
                 •             As a validation of the projection methodology
 
D.3     The main source of data was the contribution and benefits data provided by the Employment and Social

Security Department. Demographic data was supplied by the Jersey statistics unit.
 
Population projections
 
D.4     Future expenditure has been calculated on the basis of two different population projections with differing

migration assumptions (using the 2001 census and recorded births, deaths and migration between March
2001 and 2003 as the starting point).

 
                 (i)         Net migration of zero for all future years after March 2003.
 
                 (ii)         Net immigration of 200 a year at young working ages for all future years after March 2003.
 
                 These migration assumptions refer to net migration of permanent residents only. In addition to such

migration of permanent residents, it is assumed that female short-term migrants may give birth while they
are resident in Jersey, with the children leaving Jersey along with the parents. Section 2 contains further
details on this, and on the method and assumptions used in the population projections.

 
Contribution income
 
D.5     The projected numbers of contributors in future years have been obtained by applying assumed proportions

of men and women contributing at each age in the different categories to the projected numbers in the
population. These proportions were derived from statistics of the numbers contributing in the past. The
analysis was made on the basis of the average position throughout the year, and thus allows for the average
number of seasonal workers.

 
D.6     The analysis showed that from 1993 to 1997 there was been a gradual increase in the proportion of males in

the population paying Class 1 contributions, for most age groups. Since 1997, the proportions have levelled
out. We have therefore assumed that the gradual increase observed since 1993 is at least partly related to
short-term economic conditions, rather than being evidence of a structural shift in the workforce. We have
used the average proportions over the period from 1994 to 2003 as the basis for the future proportions of
the population paying Class 1 contributions. The proportion of males paying Class  2 contributions has been
decreasing gradually since 1993. The future proportions of the population paying Class 2 contributions
were also based on the average proportions over the period from 1999 to 2003. This gives weight to the
recent data but assumes that the trend will cease.

 
D.7     The proportion of females in the population paying Class 1 contributions has been steady in the recent past.

Consistent with the approach for males, we have used the average proportions over the last ten years as the
basis for the future proportions of the population paying Class 1 contributions.

 



D.8     The proportion of the female population who are married women optants has been falling in the recent past,
and the option has been removed for women who married after 1st April 2001. For existing optants we
have assumed that the proportions will remain the same as each cohort ages up to age 50-54. After that we
have assumed that the proportion for each cohort will decline at the same rate as in recent years. The
number of optants has been subtracted from the total number of female Class 1 contributors less the
assumed proportion of single female exempt contributors to obtain the number of full contributors.

 
D.9     For self-employed females there is insufficient data to observe any trends. Thus we have assumed that the

age-specific proportions of self-employed females contributing would remain constant at their average
levels over the past ten years.

 
D.10  Future contribution income was projected by combining the future numbers of contributors, estimated in

line with the methods described above, with age and contribution class specific earnings distributions from
recent contributions data. Allowance was made for the effects of contribution limits.

 
Old Age Pension
 
D.11  The projected cost of old age pensions was obtained by applying factors to the age and sex specific

projected numbers in the population over pension age in future years. These factors represent both the
number of residents and non-residents over pension age who will be entitled to, and who will claim, an old
age pension, and also the average proportion of the standard rate of benefit which will be paid. For females,
separate factors are applied in respect of females claiming an old age pension on the basis of their
husband’s contribution record, females claiming an old age pension on the basis of their own contribution
record, and widows claiming an old age pension on the basis of their deceased husband’s contribution
record.

 
D.12  For males, we have assumed that the pension cost will rise to the equivalent of 105% of the cost of paying

pensions at the full rate to Jersey residents alone. This assumption is higher than the current figure of
around 90%. The current level of expenditure is less than the amount that may be expected if everyone who
is entitled to a pension were to claim one. It has therefore been assumed that between 2003 and 2033 there
is a gradual increase each year in the likelihood of claims of old age pensions from non-residents. This
increase, together with the estimated effects of the legislative changes to contribution conditions and
increased provision for contribution credits, results in an increase in the pension cost per person in the
population to 105%. Additional allowance is made for benefit increases in respect of dependants,
principally at ages 65-69. This addition is only paid in respect of pre-April 2001 marriages so the
proportion eligible to receive it is reduced in the future accordingly. The effects of the early retirement
option on those under 65 are also allowed for.

 
D.13  For females, we have assumed that the ultimate pension cost per person in the population, as a proportion of

the standard rate of benefit, will be slightly above that for males, reflecting the fact that females can be
entitled to an old age pension from their own, or from their husband’s or deceased husband’s, contribution
records. The projected future costs were allocated between females who receive pensions based on their
own contribution record, those who receive pensions based on their husband’s contribution record and
those who receive pensions based on their deceased husband’s contribution record. This was done on the
basis of the current position, while also taking into account expected future changes that may result, for
example, from the abolition of the married women’s option and the removal of pensions paid on a
husband’s record. The appropriate standard rates of benefit were then applied in each case. As with males,
the effects of the early retirement option were allowed for.

 
Survivor’s benefit
 
D.14  Age specific future awards of survivor’s benefit were projected by adjusting the average number of awards

over the past 8 years in line with changes in the projected number of deaths of married people (considering
deaths of males for benefits to widows and vice versa) from the population projection. The proportion of
the population who are married was assumed to vary in line with changes projected for England and Wales.
The number of beneficiaries in future years was obtained by projecting forward the current beneficiaries



along with the estimated future awards, using rates of termination of benefit derived from recent data. Allowance
was made for the cessation of widowed father’s allowance and the extension of benefits to widowers. For
awards of survivor’s benefit to widowers, award and termination rates were estimated with reference to
recent experience for widowed father’s allowance and current parameters for widow’s benefit, making
suitable adjustments where necessary.

 
D.15  The projected costs of widow’s benefit, widowed father’s allowance and survivor’s benefit were obtained

by multiplying the projected number of beneficiaries by the full benefit rate, and by a factor reflecting the
average proportion of the full benefit rate which is paid. This factor was based on the average proportion of
benefit paid from recent data. Allowance was made for survivor’s allowance being paid at a higher rate
than survivor’s pension.

 
Incapacity benefits
 
D.16  Expenditure on short-term incapacity allowance, sickness benefit and injury benefit were projected by

considering age and sex specific numbers of days of benefit paid per contributor since 1994. The number of
days of benefit paid per contributor has been reasonably stable, and it was assumed that the future level will
be equal to the average since 1994. The number of days of benefit paid in future years was obtained by
multiplying these factors by the projected number of contributors.

 
D.17  The projected future number of days of benefit paid, calculated as described above, was multiplied by the

full benefit rate and by a factor reflecting the average proportion of the full benefit rate which is paid, in
order to give the projected cost on these benefits. Allowance was made for dependants’ increases, based on
the average proportions of beneficiaries entitled to such increases from recent data. Awards from October
2004 onwards were assumed to receive short term incapacity allowance, with no changes to the numbers of
days of benefit paid or the average amounts paid but with reduced proportions receiving a dependant’s
increase in line with the changes to the eligibility criteria for increases.

 
D.18  Age and sex specific future awards of invalidity benefit and disablement benefit were projected by

adjusting the average number of awards in the recent past in line with changes in the future number of
contributors. The number of beneficiaries in future years was obtained by projecting forward the current
beneficiaries along with the estimated future awards, using rates of termination of benefit derived from
recent data.

 
D.19  The projected costs of invalidity benefit and disablement benefit were obtained by multiplying the projected

number of beneficiaries by the full benefit rate, and by a factor reflecting the average proportion of the full
benefit rate which is paid. This factor was based on the average proportion of benefit paid in recent data.
Allowance was made for dependants’ increases, based on the average proportions of beneficiaries entitled
to such increases from recent data. For disablement benefit, the cost of benefits paid in a lump sum form,
where the degree of disability is 15% or below, was projected separately.

 
D.20  All awards from October 2004 that would have previously been entitled to disablement benefit were

assumed to be awarded long term incapacity allowance after October 2004. 70% of awards that would have
been entitled to invalidity benefit were assumed to be entitled to long term incapacity allowance, with the
remainder being entitled to incapacity pension. For the cases which will receive long term incapacity
allowance, the average rate of benefit was reduced by 25% to reflect the fact that the benefit paid for long
term incapacity allowance reflects the degree of disability. For the cases receiving incapacity pension, the
average rate of benefit was reduced as it is based on a contributor’s LACF. Data from awards of survivor’s
benefits were used to set this assumption. The proportion eligible for a dependant’s increase was also
reduced. These assumptions should be reviewed following receipt of data on these benefits.

 
Maternity benefits
 
D.21  The cost of maternity allowance per birth, as a multiple of the benefit rate, has fluctuated around a constant

since 1993-94. The projected cost of maternity allowance was therefore calculated by multiplying the
average cost per birth, as a multiple of the benefit rate, since 1993-94 by the full benefit rate and by the



projected number of births from the population projection. For maternity grants, the average size of grant and the
ratio of grants to births have been reasonably constant since 1995-96. The basis used for future years for
each of these factors was the average of the experience since 1995-96.

 
Death Grant
 
D.22  The cost of death grants per death, as a proportion of the full benefit rate, has fluctuated around a constant

rate since 1996-97 although it has fallen over the last two years. Thus, the future expenditure on death
grants was calculated by multiplying the average cost per death, as a proportion of the full benefit rate,
since 1996-97 by the full benefit rate and by the projected number of deaths from the population projection.

 
Social Assurance Pensions
 
D.23  Those receiving Social Assurance Pensions are a closed group, and the level of expenditure on these

pensions is relatively low compared with other expenditure. Therefore, the future costs were projected by
simply running off the current expenditure, at a similar rate to that assumed at the last review.

 
Administration and general expenses
 
D.24  Costs of administration were found to be strongly correlated to the level of benefit expenditure over the

period from 1983 to 2003. We have assumed that administration costs will increase in future in line with
total benefit expenditure.

 
Economic assumptions and fund projections
 
D.25  The return on the fund is assumed to be a percentage of the fund at the start of the year, allowing for the net

cashflow into the fund.
 
D.26  The total return on the fund net of associated expenses is assumed to be 2% above earnings increases.

Although nominal investment returns have been volatile, in the U.K., returns net of earnings increases have
tended to be more stable and a return of 2% is a little lower than the average annual rate of return which has
been experienced by the scheme since 1992.

 
D.27  Current real yields on U.K. Government index-linked gilts, which may be considered as the lowest risk

asset for the scheme, are around 2%. If U.K. inflation were 2.5%, then the nominal return on index-linked
gilts would therefore be about 4.5%, before expenses. Assuming Jersey inflation is also 2.5% and Jersey
real earnings growth of 1%, the assumption of a return of 2% over earnings increases implies that the
assumed nominal investment returns would be about 5.6%, which is higher than the return on index-linked
gilts. If Jersey inflation or real earnings growth were higher, then the assumed nominal investment return
would also be higher.

 
D.28  As discussed in paragraph 4.6, assumptions for inflation and real earnings growth are not required for the

review. These figures have been chosen to illustrate the effects of the investment return assumed in the
review.

 
D.29  The social security funds invest in a diversified portfolio of assets of which 83% were equities at the review

date. This proportion is higher than the allocation over the previous ten years, whereas many private sector
U.K. pension funds have been reducing their exposure to equities recently. However, social security funds
are not necessarily subject to all the same considerations as private pension funds. In the long-term, equities
may be expected to produce a higher return than index-linked bonds, although returns are expected to be
more volatile. The committee should consider the effect on the scheme if equities were to give poor returns
over the coming years.
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