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COMMENTS

The Minister generally agrees with part (a)(i) of the proposition in that the Island can benefit from the
appointment of a dedicated post for e-commerce. A post for an e-commerce Manager within the Economic
Development Department had already been agreed in the 2006 Business Planning process and is currently
undergoing evaluation. It is anticipated that recruitment will take place in March 2007 (see attached Job
Specification). However, the remit for this person will be much wider than just online retailing and will
encompass promotion and diversification of a growing e-commerce sector which the Minister believes has
significant potential.

In respect of part (a)(ii), the Minister is firmly of the belief that the fulfilment industry has been reviewed
thoroughly. The attached documents provide evidence that full and comprehensive reviews have been undertaken.
In addition, the Economic Affairs Scrutiny Panel has aready itself reviewed the industry as part of the scrutiny
process and produced 2 reports in May and October 2006. The current and potential role of the industry in the
Island’s economy is well understood and the existing policy is both appropriate and in the Island’s best interests.
Online retailing and fulfilment policy is being kept under constant review because of the sensitivity and
potentially changing nature of developments outside of the Island. The Minister does not therefore agree that any
further review be undertaken.

The Minister does not believe that he should direct the Jersey Competition Regulatory Authority to investigate
any potential cross-subsidy between Jersey Post International Limited and Offshore Solutions Limited, as
requested in part (Q)(iii). It is a licence condition that cross-subsidy is not permitted and it is for the Jersey
Competition Regulatory Authority, as the Island’s independent and expert regulatory authority, to ensure that
licence conditions are adhered to and enforced.

In respect of part (b) of the proposition, the Minister does not consider that there is a need to introduce a standarc
code of practice for dealing with appeals against ministerial decisions. The Council of Ministers will however be
considering the matter and issuing its own comment. In respect of the Regulation of Undertakings and
Development (Jersey) Law referred to in the report, a robust and fair appeals process is in place and is publicly
available. The Minister recognised the Panel’s comments concerning the documentation of the appeals process
and it is now documented (see attached document).




JOB DESCRIPTION

JOBTITLE: E-Commer ce M anager
DEPARTMENT: Economic Development
REPORTSTO: Director — Regulatory Services
POSTHOLDER: New Post

JOB NO:

JOB PURPOSE

Develop and implement an e-commerce strategy for Jersey, based on detailed examination of the present and
future business requirements of existing and devel oping industry sectors, in order to —

* improve productivity of existing businesses;
*  encourage entrepreneurship and the establishment of new business; and

* enhance Jersey’s reputation as a world-class business centre.

PRINCIPAL ACCOUNTABILITIES

1.  Examine the entire process of global-reach online retail ability in order to optimise the effectiveness of the
supply chain from online checkout through to customer fulfilment.

2. Work with ICT providers to ensure that services are always sufficiently robust to allow for fully effective
business-to-business and business-to-customer transactions.

3. Develop, in close co-operation with al industry sectors, a robust security risk management strategy to
ensure business continuity.

4, Benchmark Jersey’s e-commerce performance against that of its global competitors, and best-in-class
industry standards, in order to ensure that Jersey reaches and remains at the forefront of international e-
commerce business.

5.  Ensure that the e-commerce strategy, when implemented, contributes significantly to economic growth (as
measured by GV A), evidenced by increased business activity and profitability across all interactive media.

6.  Provide professional, specialist advice on e-commerce to the Director of Regulatory Services to ensure that
the departmental Business Plan takes full account of the contribution of this aspect of the Island’s economy.

1. Advise and work actively with the Department’s Enterprise and Business Development unit and the
Regulation of Undertakings and Devel opment section of the Population Office in the assessment of business
cases for relevant online initiatives and proposed business start-ups.

8. Manage the process relating to all aspects of communications legislation, including broadcasting and
wireless telegraphy, acting as Jersey’s liaison officer in this respect with Ofcom and the JCRA.

DIMENSIONS

Department staff 63.58 FTE
Department Budget £15m
Budget (Regulatory Services) £2.5m
Individual Budget £100,000

The E-Commerce Manager role impacts particularly on the finance, fulfilment, telecommunications and retail
industries, but is also vital in protecting the Island’s international reputation as a safe, responsible and welcoming
jurisdiction in which to undertake business.



Finance Industry £1580 million GVA

Wholesale and Retail £209 million GVA

Fulfilment £100 million GVA (estimated)

Technology and Telecommunications Sectors £75 million GVA (estimated)

The Economic Development Department’s mandate is to develop and implement an integrated economic and
industrial strategy for Jersey through the Plan for Economic Growth. The E-Commerce Manager is responsible
for ensuring that the strategic goals of the Department, particularly sustainable economic growth and
diversification, are met in allocated areas of policy responsibility.

Vitally, the postholder will have to work closely with the Economic Adviser, the Regulation of Undertakings
team and the Enterprise and Business Development unit. A strong positive relationship with business leaders will
be essential and the postholder will take on the role of e-business champion across the States, thereby ensuring
that their strategy and plans are fit for purpose.

The postholder thus has a direct effect upon the sustainability and growth of the above sectors and on the
economy more generally.

KNOWLEDGE AND EXPERIENCE REQUIRED

Given the importance of e-commerce to the achievement of the States’ policy on economic growth, the posthol der
will have —

a afirst degree in management/business administration or information and communications technology
and, preferably, a higher degree and/or professional qualification from arecognised institution;

b. a least 10 years’ experience an e-commerce environment, 5 years of which will have been at
management level, including the development and implementation of e-commerce business strategy;

highly-developed skills and experience in project management, business analysis, information systems.

a proven track record in delivering e-commerce architecture solutions, preferably in large organisations
requiring deep knowledge of e-marketplaces, exchanges, e-procurement, web portals, intranet, extranet,
auctions etc.;

e. strong analytical and conceptual skills with highly developed, confident presentational techniques;

f.  excellent communication, facilitation and influencing skills and ideally experience of deaing with the
media and press;

g. businessand financial planning expertise and experience within arapidly moving technical environment.
JOB CONTEXT

This will be a high profile role with close scrutiny by the press, politicians and industry leaders. For this reason
the postholder must have total credibility based upon a background of success and delivery. E-commerce has been
widely considered as a neglected area of the economy and the E-Commerce Manager must have the persona
gravitas to turn this around.

E-commerceis not just e-retail or delivery through the fulfilment industry. It is a method of doing business that is
both invaluable and far-reaching, impacting upon every industry sector in the Island as well as the general public.

Working without day to day supervision, the postholder will have regular contact with the Ministry team, Chief
Officers and senior officers of other Departments, industry and business leaders. The postholder will be required
to participate in boards, advisory groups, and working parties, both on behalf of the Department and the States, as
well as constructing effective relationships with individuals.

Delivering the policy objectives of the Economic Development Department often takes place within settings
where the post holder has no authority over others who have a significant impact on delivery. The post holder,
therefore, needs to persuade, influence and negotiate with the Minister’s and Assistant Minister’s stakehol ders to
achieve the Department’s objectives.

The E-Commerce Manager will actively engage the private sector to:

*  harnesstheir creativity into the development of States strategy; and vitally



*  develop industries’ understanding of States’ policies.

The E-Commerce Manager is responsible for advising the Director of Regulatory Services on the suitability and
longevity of all relevant legislation to ensure that it is kept relevant and up to date.

Joining up policy and relationships is avital element of therole.
ORGANISATION CHART

See attached Chart.

VERIFICATION

I confirm that this is an accurate description of the job of E-Commerce Manager.

Signed: ... Date: ..o
Director of Regulatory Services

Signed: ... (D (=
Executive Director

Signed: ... (DY (=
Chief Executive Officer
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Oxera Consulting Ltd is registered in England No. 2589629, Registered office at Blue Boar Court, Alfred Streset, Oxford
OX14EH, UK. Although every effort has besn made to ensure the accuracy of the material and the integrity of the
analysis presented herein, the Company accepts no liability for any actions taken on the basis of its contents.

Oxera Consulting Ltd is not licensed in the conduct of investment business as defined in the Financial Services and
Markets Act 2000. Anyone considering a specific investment should consult their own broker or other investment
adviser. The Company accepts no liability for any specific investment decision, which must be at the investor's own
risk.
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1.1

Introduction

This report looks at the eccnomic impact of the fulfilment industry in Jersey and
developments that could potentially reduce the attractiveness of Jersey as a location for this
industry. The report draws on information provided by the States of Jersey Statistics Unit,
which undartock a recent survey of the fulfilment industry to inform this report.”

Seclion 1 provides background information on the fulfilment induslry, and the reasons why i
is localed in Jersey. Secticn 2 oullines the conlribution of the indusiry (o the wider Jersey
economy in ferms of ecanomic output. the labour market, lax revenue and its polential
impacl an transport links. Seclion 3 invesligales polenlial developments thal may consltrain
the growth of the induslry, or reduce its profitability and compelitiveness. Seclion 4 explores
areas where lhere may be polenlial scope for govarnment intervention, and section §
summarises and concludes.

Background information

What does the fulfilment industry do?

The fulfiment industry 1s part of a retailing function that takes place outside ¢f retail
premises. The end-lo-end service consisis af orders being laken remolely, financial
transaclion processing, wholesale acuuisition of goods, order malching and dispatch of
goads againsl order. Remcie order laking can be via the lelephone ar, increasingly. over the
Internet. For reasons set out below, the dispatch element of the fulfilment industry in Jersey
is largely or whally via Jarsey Posl.

In Jersey, the fulfilment industry consists, broadly speaking, of two types of company.

—  Companigs that provide the service of taking the wholesale goods as an mput and
dispaltching the goods in smailer packels against the retaill order to the end-cusfomer—
the service provider does not take the financial risk of owning the goods, but purely acts
as service provider for the retailer that deals with both the wholesale acquisition of the
goods and the payments from end-customers. Such firms are categorised as third-party
service providers (3PSs). The principals—ie, the companies for which orders are
processed by fullilment service providers—in the lransaction are often eslablished
relailers and are lypically not Jersey-based.

—  Companigs that provide the end-to-end service to customers—in addition to supplving
the services provided by 3PSs, these ‘whole chain companies’ (WCCs) deal directly with
end-customers and take the financial risks of purchasing the goods in the wholesale
marksl on their own account.

Bath 3P Ss and WCCs have a physical presence in Jersey, since legislation requires that the
dispatch of the goods to end-customers must take place in Jersey.

Why does the industry locate in Jersey?
The principal reason far the industry to locate in Jersey is that goods of relatively low value,
such as CDs and DVDs, are exempt from having VAT levied on the purchaser when shipped

" Sates of lersay, Statistes Unit (2005)



from Jersey to the UK or other destinations in the EU. This contrasts with the sames goods
dispatched from within the EU where the VAT applicable would be that of the country from
which the goods were dispatched.? This exemption is legislated oy an EU ruling often _
referred to as the low-value consignment relief (LVCR) scheme. Under this ruling, goods®
with an intrinsic value of £18 (or €22) or less that are sent from certain jurisdictions outside
the EU—including Jersey—are not subject to VAT. *

The result of the LVCR is that goods dispatched from Jersey (or equivalent jurisdictions) can
be sold to EU residents at prices excluding VAT. This gives companies that make use of the
LVCR ruling a potential price advantage compared with a similar retail operation set up within
the EU. Where goads can be sold remotely, and competition between retailers takes place
purely based on price, goods despatched from Jersey can be more competitive,
notwithstanding that some other elements of the end-to-end chain may be more expensive.

There are, however, restrictions relating to this advantags that are set by the limit on the
LVCR. Specifically, the maximum possible cost advantage that companies utilising the LVCR
rule to theair advantage have over retailers in the UK is £3.15 i7 the cost of the item is £18.
(The UK is likely to be the largest market ‘or the Jersey fulfilment industry and has tc charge
17.5% of VAT.) For items worth less than £18, the savings are proportionally lower.

To remain competitive in the retail market, the tax savings must be more than sufficient to
offset any additional costs incurred by locating the physical fulfilment processes in Jersey,
compared with a location where VAT would be charged (eg, in most cases, in the UK). The
actual possible savings are in practice reduced by any additional direct costs of providing the
fulfilment in Jersay (eq, additional transport costs to the Island and any additional postage
costs), which UK-based ccmpanies do not incur. In addition, there may be differences in
employment and other operating costs that may have an impact on the relative cost
advantage of Jersey fulfilment providers cver EU retailers or competing jurisdictions.

Hence the location of the fulfiment industry in Jersey depends on companies in this industry
making use of an opportunity of tax arbitrage—ie. a cost advantage. Any developments that
would reduce this cost saving would reduce the advantage of the Jersey fulfilment industry
over retailers within the EU (and fulfilment service providers in other jurisdictions). If the
LVCR were abolished, and the UK were to levy UK VAT on the goods, the companies may
leave Jersey altogethsar, since the pessible gains from the tax arbitrage would be lost.

There are several possible developments. within and outside of Jersey, which in isolation or
in conjunction may lead to a reduction (or elimination) of the relative cost advantage of the
fulfilment industry in Jersey. These are analysed in detail in section 3. However, before
examining the potential sources of upward pressure on costs, the next section outlines the
main contribution of the fulfilment industry to the Jersey economy and provides some
indication of its possible contribution in future.

Jnder EU VAT rules, imports for personal consumption are taxed according to the ‘origin principle’—ie, at the rate of the
country from which goods are sent; therefore, the lax s paid o the country of origin.
Certain goosds such as twbacco products, perume or tolel watzrs are excluded from LVCR.

The intrinsic value refers to the actual value of the goods, excluding costs such as poslage and packing.

o]



2.1

The fulfilment industry’s contribution to the economy

This section outlines the contribution of the fulfilment industry to the Jersey economy in terms
of its economic output (gross value added, GVA), its contribution to the labour market by
offering employment oppcertunities to Jersey citizens, and the tax revenue resulting from the
economic activity generated by the sector. This section also provides details about
underlying economic processes that may lead to changes to the level of contribution
wherever possible, the section draws on the results from the fulfilment industry survey to
provide insights concerning the future prospects of the indusiry.

Economic output

One method of quantifying the contribution of an industry in terms of the wider econamy is by
the use of an aggregate measure of economic ouput sucnh as GDP, GVA or GVA per
employee (GVAIFTE), and comparing this with other incustries.

Figurz 2.1 illustrates the importance of the fulflment industry and other sectors in terms of
their relative contribution to Jersey's economic output as measured by GVA. GVA is
compenssation of employees (including earnings, bonuses, and employer contribution to
social security and pensions), and gross operating surplus (ie, gross profits). Thus, higher
figures of GVA indicate that, on average, employees receive larger wage compensations
and/or generate highar profits than those where the GVA is lower. While GVA does not
capture non-monetary contributions of an industry to the wider economy (eg. beneficial or
harmful effects on the environment), the higher GVA is a useful indicator of greater value to
the economy

Figure 2.1 Sectoral contribution to total Jersey GVA (% of total GVA)
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Motes: The fuliilment industry is a subsector of the wholesale and retail incustry. Figures are for 2003, excepl the
fulfilment incustry GVA for 2004 which is expressad in 2003 orices using the Jersey RRPI(X)

Sources: States of Jersey Statistics Unit; States of Jersey Statistics Unit (2005), ‘Jersey Economic Digest 2004';
and Oxera calculations.

In 2003, the fulfilment industry contributed approximately 0.7% to the total GVA of the
economy, amounting to a total of £21m. It contributed around 10% tc the output of the
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wholesale and retail sector, of which the fulfliment industry forms a subcategory, which in
turn represented 6.6% of total GVA. In 2004, the fulfilment industry’s GVVA increased
considerably to almost £38m (in 2003 prices), which constitutes an increase of more than
50% compared with the previous year. 2004 GVA figures for sectors other than the fulfilment
industry are currently not available; however, given that, between 2001 and 2003, tota
Jersey GVA has fallen in real terms, it 's likely that the fulfilment sector has grown
substantially faster than the rest of the economy. As a result, its share in GVA is likely to
have increased Lo al least 1.2% of total GVA.®

An alternative way of measuring the contribution of an industry to an economy is in terms of
GVA/FTE, which is shown in Figure 2.2.50n the basis of the dafinition of GVA above, it
follows that industries with a higher GVA/FTE contribute relatively more to personal income
tax take and/or corporate income tax payment than industries with a lower GVA/FTE ratio.

Figure 2.2 GVA/FTE (£000)
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Notes: The fulfiment industry is a subsector of the wholesale and retail industry. The figures for the fuliiment
industry are from 2004, the remainder are from 2003. 2004 figures were expressed in 2003 prices using the
Jersey RPIX).

Sources States of Jersey Statistics Unit; States of Jersey Statistics Unit (2005), ‘Jersey Economic Digest 2004
and Oxera calculations.

For the fulfilment industry as a whole, the GVA/FTE of £73,000 is somewhat higher than the
average GVA/FTE for the ecornomy as a whole (£69,000).” However, & closer assessment of
lhe composition of the GVA/FTE in the fulfilment induslry reveals thal the relatively high
figures are ellribulable to the high GVA/FTE of the WCCs. While tlhe WCCs have a GVAFTE
of over £100,000—the second-highest economy-wide after the finance industry—the
respective figure for 3PSs is around £24,000—ie, only somewhat higher than in the
hospitelity industry and less than in agriculture

5 . - ) . )

Jersey economy-wide and sectoral CVA figures for the eccnomy are only available up to 2003. Figures for the fulfilment
industry were derived by the Statistics Unit from the fulfilment survey statistics. Statistics Unit 2003 GVA/GNI ficures; Statistics
Unit (2005}, op. cit.; and Oxera calculations.

The definition ¢f employmeant used is fulltime equivalent (FTE).

The figures for the whole econormy and other industries are from 2003 whereas figures for the fulfilment industry are from 2004
and expressed ir 2003 prices using the Jersey RPL.
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Moreover, a large majority of GVA is generated by a single WCC; as such, the high
GVA/FTE of the WCC and the fulfiment industry as a whaole is mainly attributable to this
company. In addition, this company held a large propcrtion of the market share of the Jersey
fulfilment industry, both in terms of the totel number of orders and total revenue share.

There are a number of possible explanations for this pattern. First, this suggests that
GVA/FTE increases with the size of the fulfilment operations—ie, the industry exhibits
eccnomies of scale in operating cests.® This is most likely due to the more effective use of
technology when operating at larger scales, which allows for the more intensive use cf
autometed processes and relies less on labour input.

The survey showed that both WCCs and 3PSs rate their current intensity of use of
autometion technology within their organisation as fairly low, indicating that there is
substantial scope for using automated processes more intensively. ° Going forward, under
this explanation, to the extent that other companies grow in scale and increasingly adopt
more automated processes, GVA/FTE may increase.

A second explanation is that the WCCs can czpture some of the tax arbitrage as profits;
these profits are unavailable to 3PSs because they are currently ettached to those providing
the direct link to the end-customer and who supply the capital required to own the goods
during the transaction process. Under this scenario, 3PS operations will not acquire the
profitakility of WCCs regardless of how large they grow. This explanation would be
consistent with the 3SPs being dependent on large UK retailers that have a number of
chcices as to whers they can locate their fulfilment operations; hence competition in the
supply of the service of fulfilment in areas that can take advantage of LVCR is quite strong.

From the data available, it is not possible to determine which explanation dominates. It is,
however, likely that both play some part in creating the current pattern of economic output.

However, irrespective of the actual cause of the currently observed high levels of GVA/FTE
for the largest fulfilment service provider, there is some doubt as to whether this outcome can
also be enjoyed by othar fulfilment providers in future. Competition between providers of
goods taking advantage of the LVCR through both the 3PS and WCC channels may reduce
the overall profitability of this activity—profitability that currently ends up in either the WCCs'
profit levels or the profits of the UK retailers using 3SPs. This largest fulfilment service
provider may have gained first-mover advantages and thus enjoyed relatively high profit
margins. Going forward, increased competition may reduce the available margins.

Whether such competition between firms and jurisdictions is likely to constitute a threat to the
polentially high profilability of cerlain companies in the fulfilment induslry in Jersey depends
on the dynamics of the retail market in the UK (and other EU countries). If the total market
being supplied from LVCR jurisdictions is small compared with the total retail market, prices
in the markel explciling the LVCR are more likely lo be sel relalive lo the normal (ie, VAT-
paid) market. As long as any additional costs of taking advantage of the LVCR are
significantly less than the tax saved, there is scope for significant profits to be earned on this
activity. However, if the market utilising the LVCR becomes large in itself, or competition
within this sector becomes fierce, then prices in this market ara more likely to be set with

8 While the industry is likely to exhibit economies of scale in operating costs, this may not be the case in terms of total costs.
The productivity meesure employed in this report (GYA/FTE employee) does not take into account capital input per employee,
which is likely to differ between 3PS and WCCs. If a measure of total factor productiv ty that takes into account hoth capital and
labour intensity was amployed, the differences in productivity between the sectors would be likely to be significantly lower.

WCCe assessed their use of technology at 4 and 3PS at 5 oul of peesible maximum score 10, whera 1 represents ‘lzast
developed’ and 10 ‘limit of existing technology’. This measure is subjective and should only be used to indicate as referencs to
the existing tecnology of which the company iz aware rather than an abseolute pessible level of automation or relative to other
companies.
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reference to the actual costs of the LVCR business. Undsr these circumstances, the current
high levels of GVA/FTE in the WCC operation may come under prassure unless underpinned
by commensurats levals of capital employed per FTE

Seclion 3 examines in detail the processes thal, in addition to potential competition from
other companies and jurisdictions, may put an upward pressure cn cost and thus the
profitability of the company.

Future outlook

The survey showed that, on average, companies expect their sales and revenue to increzse
in line with costs by at least 25% over the nex! two years. Assuming that GVA increases in
proportion (ie, scalz effects from a more intensive use of automation techniques ard the
possikility of new entrants are ignored) and taking into account differences in the amount by
which 3PSs and WCCs are expected to grow, total GVA can be expected to increase to
around £44m in 2005 and £59m in 2003. This will increase tha centribution of the fulfilment
industry to total GVA. However, given thal 3PSs anlicipale a substantially larger expansion
than WCCs (and assuming that 3PSs continue to have lower GVA/FTE), GVA/FTE is likely to
fall.

Employment, earnings and skills

The States of Jersey Strategic Plan set out a number of objectives and criteria that future
policies will aim to achieve.™ In particular, it highlighted the objectives of:

— creating new and a grealer variety of employment opportunities for local people within
the Island;

— more focus on enhancing the skills base of the resident population, in particular
equipping people with the skills that mset the demands of the market.

This saction therefore looks at the contribution of the fulfilmert industry in terms of these
objectves. Reference is made to the type of employment offered by the incustry and the type
of skills demanded by the industry, and the earnings of the skills groups.

Employment and skills

In 2004, the fulfilment industry employed 517 workers (FTE), two-thirds of whom were
employed by the WCCs and the rest by 3PSs. 28% of the employees in the industry were
working pari-tme, one of the highest proportions in the private sectar econamy. '’ In addition,
the maority of the workforce is classified as ‘elementary’ (eg, packers). Cut of a total of 60D
jobs, 85% of joks belonged tc this categery, with warkers receiving on average a wage of
£6.80 per hour.'? This suggests that the industry relies predominantly on relatively cheap
workforce with a relative frequenrt use of flexiole work practices such as part-time work. This
is particularly impor:iant since. due to the seasonality of the retail sector, in times such as
during December, the industry i likely to temporarily increase its latour demand far short-
term, full-time workers.

Unlike other industries such as tourism and agriculture, most emplcyees in the industry
(95%) are locally qualifiad and thus dc not rely on the import of immigrant latour. As such,
the industry does civersify the economy in that it offers emgloyment cutside the traditicnal

1o States of Jersey (2004], "Strategic Plan 2005-2010"

1 . . o a0y . . . . i .
Only miscellanecus business activitizs (40%;) and ‘2ducation, health ard other senvices (51%) have a higher share of part
timz employees. Howsaver, within these broad classiicztons, ndustnes may slso rely on comparatively more part -lime work.
sources statistics Uit (2004), Heport on the Manpower Survey (“rivate Sector) June 2004° Dctober; and Oxera calculatons.

This is based on a siandardiszd working week of 40 Fours.



2.2.2

incustries of finance, tourism and agriculture, the last two of which have been in decling over
recent years. However, while the industry creates employment opportunities for Jersey
residents, the majority of these are categorised as 'elementary’ and thus, the industry is
unlikely to significantly contribute to enhancing the skills base of the resident population.

A further beneft of the fulfilment industry arises due to its demand for third-party services.
While, as a pure export industry, this demand is likely to be relatively small comparad with its
size, il is likely to create demand from other industries such as the building industry (for
bulding new warehouses), 'egal services (legal advice to set up fulfilment operations) and
other service providers.

Future outlook

Over the next two years, firms in the fulfilment industry predict a considerable increase in
employment from the current 517 (FTE) to 735 in 2005 and 1,049 in 2006. The largest share
of employment growth was anticipated by 37 Ss (95% in 2005 and /3% in 2006). It is likely
that most of the employment growth will be in elementary jobs. Section 3 looks at whether
this increase in labour demand may have an adverse impact orn the competitiveness of the
fulfilment industry.

Earnings

As indicated above, the majority of the jobs in the industry are relatively low paid, with 85% of
all jobs paying on average £6.60 per hour or £264 per week." For the industry as a whole,
average earnings were around £340 per week. Figure 2.3 shows a sslection of averags
weeKly earnings

Figure 2.3 Average earnings per week by industry, 2004 (£)
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Source: States of Jersey Statistics Unit (2005), 'Jersey Economiz Digest 2C04°, except figures “or the tultiiment
industry; States nf Jersey Statistics: and Oxera caleulations

Average earnings are higher in the fulfilment industry than in the lowest paying industry in the
Jersey— hotzls, bars and restaurants’, a significant component of the tourism industry—and

the second-lowest paying. ‘agriculture’. However, average earnings are lower than in the
third-lowest paying incustry ‘wholesale and retail’ of which the fulfilment industry is part. This

"2 The median eam ings for elemantary workers (the midpoint value in the whole range of earnings) is £271 per week.

Oxera 7
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is principally due to the large proportion of low-paying elementary jobs in the fulfilment
incustry.™

The economic contribution of the industry to the wider economy can also be judged by the
tax revenues generated as a result of its activity. This is considered in the next section.

Contribution to tax revenues

Personal income tax revenue

An accurate estimate of the total tax take from personal income is difficult to quantify since
this depends on the personal circumstances of the taxpayer, information which is not
available. In addition, the earnings data from the survey is highly aggregated. As a result, the
tax estimates provided should only be interpreted as the best approximation given the
available data, rather than actual figures. Nonetheless, as a starting point, it is justifiable to
assume that the fulfilment industry is characterised by a similarly composed workforce as the
economy overall. The average personal income tax rate for Jersey as a whole is 10%. Based
on the total estimated annual earnings in 2004, this yielcs a Personal tax take of
aporoximately £800,000 directly from the fulfilment industry.' However, if the personal
circumstances of employees are similar to those in the rest of the economy, this is likely to
be an overestimate of the actual revenue, given that average earnings in the industry are
substantially lower compzared with the economy as a whole (£340 versus £500 per \rt.fe:ek),w>
Future outlook

Employment in the fulfilment industry is anticipated to grow by around 40% during both 2005
and 2006. Under the assumption that tax revenuss increase correspondingly, the tax take is
predicted to increase to £1.2m in 2005 and £1.6m in 20086.

Corporate income tax

The fulfilment study estimated that, in 2004, corporate income tax revenue from activity in the
fulfilment industry was in the order of £4m."” An additional significant source of Jersey
revenue is Jersey Post, which is used by the fulfiment service providers for all deliveries and
which is a fulfilment provider itself.

Future outlook

Assuming that revenues and costs grow by the same proportions of around 25%, corporate
income tax revenues will increase to £56m and £6.25m in 2005 and 2006 respectively.
However, these constitute strong assumptions given the considerable uncertainty attached to
the revenue and cost forecasts. In practice, profiis often vary considerably on a year-to-year
basis due to various factors, often unrelated to revenue.

The transition to 0/10 corporation tax regime in 2008 is could have an impact on tax
revenues. Under the rules of the LVCR, although the fulfiment companies must have a
permanent place of establishment in Jersey the ownership of the companies is

14 . . . .

The fulfilment industry figures arz a subset of the wholesale and retail industry. Other industries are also li<ely to display a
variation in eamnings at a more disaggregated industry level. However, the comparisons show that a significant proportion of
jobs are low paying compared with the rest of the economy.

Oxera calculations and Statistics Unit fulfilment survey.

16 As indicated, the exact amount of personal tax paid depends on the personal circumstances of the employees. For example,
if the incomes of all employees were second incomes in the household, the average tax rate on these incomes may be higher
than 10%. If, on however, these incomes are the primary incomes for households, the average tax rate may be considerably
less than 10%—indeed, t could be as low as 0% as the tax-free income exemptions and allowances for a couple are likely to
exczed earnings for an elementary worker.

The study cautions that some uncertainty should be attached to this figure due to the difficulties in its calculation.
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unconstrained. As a result there is a potential loss of the current corporate tax income where
the fulfilment companies (both WCCs and 3SPs) are owned by non Jersey residents. (Where
owners are Jersey residents although the company will be liable for paying 0% profits tax,
the company shareholders will pay 20% personal income tax on their share of the profits.)

Assessment of overall tax revenue

The ecanomic activity in the fulfilment industry generates a relatively large amount of tax
revenue for the States of Jersey. This is predictad to increase substantially ovar the next two
years due to the growth in the industry. In 2004. the total tax revenue was estimated to be up
to £4.8m. Under the assumptions made above, this may increase to £6.2m in 2005 and to
£7.9min 2006. In addilion, some revenue is generated from the fulfilment-related activities
by Jersey Post."®

Some companies surveyed were concerned about the introduction of fiscal change (ie, 0/10)
and the introduction of a GST on exporis. Under the current plans of the States of Jersey, the
likely introduction of a GST in 2008 would have no effect on tax revenue from the fulfilment
industry because exports would be exempt from GST.

To the extent that CDs ar DVDs supplied by Jersey fulfilment providers are cheaper than in
retail outlets, residents may choose to purchase these from the former. This would provide a
source of GST, which is likely to be counteracted by a corresponding fall in GST revenue due
to lower retail sales elsewhere.

Transport links

An additional area on which the fulfilment indusiry may have a positive impact relates to
transport links. By generating substantial amounts of transport demand, the frequency of
ferry or plane connections may increase, which may benefit other sectors such as tourism
that rely on frequently serviced transport links.

Companies that deliver to both the UK and EU stated that transport links were considerably
betler between Jersey and the UK than those between Jersey and the rest of the EU
markets. This is a consequence of the UK being Jersey's single largest trading partner.
Although the volume of mail created by the fulfilment industry is likely to be substantial, the
resulting transport demand (for ferry capacity or air transport) is likely to be small compared
with total transport demand. Hence the industry would have to grow considerably before
having a significant impact an the frequency or timing of transport links.

18 . ) ’ . .
Nonetheless, substantial uncertainties are attached to these figures. In particular, personal income tax reverues are likely to

he overestimates of the actual revenue, whereas the actual corporate income tax take may be over- or undesrestimated.
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Potential sources of cost increases in the industry

So far it has been shown that the fulfilment industry is becoming a more significant
contributor to the wider Jersey economy. As already highlighted in section 1, however, the
location of the fulfilment industry in Jersey depends crucially on its competitiveness, which in
turn principally depends on a tax arbitrage opportunity arising from the LVCR ruling. Thus,
any developments that would reduce the possible gains from the arbitrage would diminish
the business case for locating fulfilment operations in Jersey. In practice, this means that any
development that would put an upward pressure on business costs would be likely to
decrease the competitiveness of the industry and thus its ability to contribute to the wider
economy. The most important developments that this report identifies as a potential source
of cost or price pressure are:

— wage inflation arising due to general inflation or resulting from an excess demand for
labour;

— the scarcity of land resources;

— the possibility of an increase in delivery charges imposed on Jersey Post by other postal
operators;

—  competition from other jurisdictions;

— the abolishing or reduction of the LVCR.

In addition, any general rise in transport costs relative to other activities in the economy (for
example, if the price of fuel were to increase significantly) would be likely to have a negative
impact on the economics of the LVCR because, in general, use of the LVCR will involve
longer distribution journeys.

Wage inflation

Wage inflation has two effects on cost and thus companies’ competitiveness:

— itreduces the absolute cost advantage, thereby reducing profitability;
— it reduces the relative cost advantage compared with competing jurisdictions if wage
inflation is faster in Jersey than elsewhere.

This section considers the sources of wage inflation, and explores their effect on absolute
and relative wage inflation.

General wage inflation

The maximum saving that a company in the fulfilment industry can make from providing
fulfilment services is effectively fixed by the threshold of the LVCR. ' Given that a significant
proportion of its input costs are composed of employment costs, if wages increase at a fast
rate compared with wages in the jurisdictions that would result in paying VAT (eg, locating
the fulfilment activity in the UK), these savings are gradually eroded. Hence, the profitability
of the fulfilment operation taking advantage of the LVCR falls and the ability of the company
to set prices lower than elsewhere is reduced.

19 . . . -
WCCs also have additional revenues from retail operations. However, in absence of the LVCR, their operation in Jersey are
unlikely to be profitable since their retail margins are likely to crucially depend on the LVCR.
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In addition, if wages in Jersey increase faster than those in other jurisdictiors that can take
advantage of the LVCR, the economic rationale for locating in Jersey is reduced—higher
profits can be made by locating in an alternate jurisdiction.

High wage inflation may not cnly occur as a result of generally high levels of inflation but also
due to market forces specific to the fulfilment industry. This issue Is examined below.

Wage inflation as a result of excess labour demand

As outlined in section 2.2.1, employment in the fulfilment industry is expected to increase
considerably over the nexl two years, and, based on current employment patterns, most of
the new employees will liksly be recruited for elementary jobs. Given that labour supply in
Jersey is finite,™ there are circumstances where the increase in employment would be
beneficial and those that may lead to excess labour demand and wage inflation.

If the currant and additional labour demand created by growth in the industry is met mainly
by workers not employed elsewhere, the outcome would be beneficial. This may arise by
employing workers that become available as a result of the decline in other industries.
Alternatively, the availability cf flexible or part-time work may incite certain workers who
would not have participated in the labour market otherwise to join the workforce and to seek
employment in the fulfilment industry. It may give short- or medium-term employment to
workers experiencing a temporary spell of unemployment and provide students with relatively
short-term work opportunilies. Given the large proportion of elementary jobs in the industry, it
may also offer opportunities for less skilled workers who would not find jobs elsewhere for a
wage at which they would be willing to work. Hence, if employment in the industry helps in
reducing the excess supply of workers, inflaticnary wage pressures would not develop.

However, if the fulfilment industry is competing with other industries to recruit workers,
fulflment companies have to pay wages at least as high as other industries, to recruit and
retain workers. Thus, as the labour market tightens, the ability to attract workers at a given
wage falls, as higher paid alternatives to working in the fulfiment industry become available.
This market process may lead to inflationary wage pressures, and Jersey may become less
competitive and less attractive as a location for the fulfilment industry.

The crucial issue is whether the fulfiment industry and its expansion competes for resources
from other sectors or uses idle resources. If the industry is in competition with other
industries for labour resources, the outcome is that, depending on the degree of competition,
inflationary wage pressures may arise. Given that a large proportion of employment is
concentrated in the market segment of less skilled workers, this is where most wage
pressure would develop.

The results from the fulfilment survey show that high staff turnover, staff availability and
employment cost are of some concern 1o the industry. While it cannot be established whether
the activity of the industry is indeed creating excess demand, this indicates that fulfilment
companies are competing at least toc some extent with other industries for the available
labour resources.

Moreover, if ihe industry succeeds in attracting labour resources that would otherwise have
been employed in other industries, it would need to be established whether the alternative
activity that the fulfilment industry is displacing is more or less valuable than that of the
fulfilment industry. Given the finite labour resources available in Jersey, the market thus
faces a trade-off. If the activity of the fulfilment industry reduces the resources avalable to

20 . . . .

As highlighted above, virtually all employess in the industry are residents. Moreover, given the reliance on relatively low-pay
levels of the industry around the yeer rather than by season, importing lebour may not be possible end, as outlined in the
Strategic Plan, not desirable.
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ather industries or replaces other activities, and its activity is overall less valuable (2g,
measured by total tax revenue), the economy would suffer a net loss in terms of output and
tax revenue.

Availability of commercial land

Due to the nature of the activity, the industry requires land on which to build large
warehouses. In 2004, the declared floor space of the warehouses was 37,200m?, and is
expected to increase to 45,000m? and 51,000m? in 2005 and 2006 respectively.?’ While this
represents a considerable expansion, it is unlikely to lead to a shortage of commercial
building land and potentially inflationary pressures. This is due to a gradual decline in
agricultural activity and the resulting freeing up of agricultural land for building purposes.

However, while it is likely that sufficient land is available for the growth of the industry, the
expansion may only be possible if the Jersey Planning Department ensures that sufficient
land is reclassified as building land for commercial purposes (or allows the redevelopment of
existing buildings). If the planning processes fail to ensure that demand matches supply, the
growth of the industry may be restricted, and, depending on the overall demand for
commercial building land, inflationary pressures may arise.

International postal arrangements

All (or virtually all) of the fulflments are handled at least once by Jersey Post at the stage
when the fulfilment is ‘exported’ to its destination. Thus, all fulflment providers have to incur
the price that Jersey Post charges for postal deliveries. As such, any development that would
increase the postal charge would be likely to increase the cost to fulfiment providers, thereby
reducing their profits and, potentially, the compelitiveness of the industry.

One source of risk arises if other EU postal operators, in particular UK Royal Mail, which
handles the largest volume of Jersey deliveries, were tc increase their ‘terminal dues’. These
are charges payable by foreign postal operators to national postal operators for delivering
mail to the final customer. In the case of UK Royal Mail, this is a fixea proportion of the
domestic equivalent of the delivery price. If this charge increases, Jersey Post would likely to
be forced to increase its postal charges to fulfilment operators (and charges for mail to the
UK in general), thereby reducing their profitability. However, this would only affect Jersey's
absolute competitive position (ie, with respect to retailers based in the UK) rather than its
competitive position relative to other fulfilment jurisdictions. This is due to international postal
agreements that rule out the discrimination of termminal dues by origin so that all countries
would face the same price increase.

Another issue is of potentially greater concern and may lead to a reduction in
competitiveness comoared with other jurisdictions: anecdotal evidence suggests that due to
relatively stricter regulation and price controls, Jersey Post charges less for postal deliveries
of up to 10% or 20% for certain items compared with Guernsey Post.”2 However, to verify
this, further investigation would be required.

Competition from other jurisdictions and abolition of the LVCR

As highlighted in section 2.1, growing competition from other jurisdictons may lead to
pressure for Jersey fulfilment companies to reduce their prices as new companies enter the

1 .
Some uncerlainlies are allached W lhese ligures.

2 Fulfilment and e.logistics (2005), "You Can Save If You Do it in Jersey (But Don't Tell Anyone), January.
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worldwide market for fulfilment services.? This is likely to be a particular concern once the
market becomes more crowded and reaches its maximum volume. In principle, any country
with a suitable tax regime can establish a fulfilment industry, including Guernsey, the Isle of
Man or more distant locations such as Hong Kong.%*

The matter of most importance cited by the industry was the potential for the LVVCR to cause
a decrease in the threshold or be abolished altogether. A number of companies stated that
the association of some 3PSs with high-profile UK-based companies raised the profile of the
industry. The increased attention by the media and EU governments, and the future growth
of the worldwide fulfilment industry, may thus increase the risk of a withdrawal of the
scheme.

However, despite the losses to the UK government in terms of forgone VAT receipts, it has
been argued that, currently, the cost of enforcing payments would be greater than the
resulting revenue.?® If the costs of enforcement relate directly to the number of postal items
processed, the risk of withdrawal is likely to be low. If, however, enforcement costs grow at a
slower rate than the number of items processed as the total volume shipped by the fulfilment
industry increases, the risk of withdrawal may increase.

= The growth of the fulfilment industry elsewhere was raised as a concern by respondents to the fulfilment industry survey.
24 ) - .

Fulfiiment and e logistics (2008), op. cit.
2 Fuifiiment and e.logistics (2005), op. cit.
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Role for government?

The analysis above sets out the position of the fulfilment industry in the economy of Jersey.
A question inevitably arises as to whether the government of Jersey should intervene in
some way to protect, encourage or, possibly, hinder, the industry. In what follows, a series of
guestions around what government intervention might achieve is explored.

Diversity of employment

The fulfilment industry provides some additional diversity of employment opportunity,
although much of this employment is at the unskilled and low-paid end of the employment
spectrum. A crucial determinant of the overall economic impact of the industry is whether this
employment opportunity is in addition to, or a substitute for, existing employment. If this
additional diversity can utilise labour that would otherwise be unemployad or non-employed,
there will be an unambiguous benefit to the Island.

However, if the employment in this industry is largely displacing employment that would
otherwise take place in other industries, the overall benefit to the Island may be more limited,
and chiefly depends on the other benefits that flow from employment in fulfilment compared
with the industries that are displaced.

In the absence of significant externalities, the market mechanism would be expected to
distribute jobs to the most economically efficient industries and therefors take account of the
benefits of diversity of employment. In other words, the fulfilment industry would be expected
to continue to expand so long as no other sector of the economy was willing to remunerate
those currently employed by the fulfiment industry with higher wages. The conditions under
which government might intervene to give the fulfilment industry a particular advantage in
securing the labour it raquired would be whean the fulfiment industry itself had a significant
positive externzlity compared with the industries from which it cculd expect to acquire labour.

The conditions under which the government might intervene to discourage the fulfilment
industry is where the labour used may instead be acquired from an industry which produces
significantly more positive externalities than those produced by the fulfilment industry.

Hence, the questions that need to be answered arz:

— does employment in the fulfilment industry use spare labour resources?
—  if not, does the fulfilment industry provide greater external benefits than the industry
from which it would acquire the labour?

Land use

In addition to laoour resources, the fulfilment industry requires some land for warehousing.
This market is likely to offer an important role for government, because of the existing control
on land use. The analysis is similar to the above and the critical question relates to what
aiternalive use would be made of the land that would otherwise be required by the fulfilment
industry.

Where the land has nc other alternative economic use, or the economic use is of a lower
value, the market may be expected to allocate land efficiently. Where there are negative (or
positive) externalities, the planning system could take these into account. Again, it is the
relative externalities that could be evaluated between the use in the fulfiment industry and
the current or likely alternative use.
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In evaluating the externalities and deciding about the allocation of land, the planning system
could take account of the benefits (both internal and external) arising from the use of the land
(eg, creation of employment), particularly if the planning system is very prescriptive (ie, it
assigns very specific allowed use of lanc or buildings). This is because, under these
circumstances, markel mechanisms may not be able to allocate land use to the most
beneficial use even if there are no externalities.

Inflation

As set out above, the fulfilment industry that is taking advantage of the LVCR is both
intermationally competitive and requires that any additional costs of locating outside the
consumer market is lower than the tax advantage. Hence wage/employment costs and land
costs are an important factor in the location decisions and the overall economics of the
industry. Relative inflation between Jersey and the UK, and between Jersey and competing
jurisdictions is, therefore, likely to have a negative impact on the industry. Cantrolling this
inflation is likely to be important to the continued success of the industry in Jersey.

Although the influence of the industry itself on inflation is likely to be low, there are some
direct government interventions that could have a more direct impact on the industry. In
particular, any artificial restriction on warehousing space is likely to have the effect of raising
the price of this space and reducing the scope for expansion. This is unlikely to feed through
into general inflation, but could nevertheless affect the fulfiiment industry.

The other main element of any inflation is likely to be wage costs for the fulfiilment industry.
Again, the direct impact of the industry is unlikely to be significant at its present size.
However, there could be a specific effect if the government intervened to protect any sector
of the economy from where labour was being taken. If, as a result of market forces, labour is
attracted to the fulfilment industry (and in the absence of externalities—see gbove); this
represents a more efficient use of the current labour force. Intervention to stem that flow s
likely to raise the cost of that labour (by increasing the demand).

International relations

As indicated, the economics of the current industry rely on the LVCR, an agreement that is
outside the direct control of Jersey. Hence the indusiry relies on the tacit agreement of other
jurisdictions that could, at least in theory. take unilateral action that would undermine the
viability of the industry on Jersey.

From the perspective of the jurisdiction where the consumers reside, the LVCR represents a
net loss of tax (ie, VAT) revenue, with little or no offsetting benefits. Given this fundamental
feature of the industry, there is potential that these governments may seek to intervene to
stem or mitigate these losses. However, the form of this intervention is likely to be
unpredictable.

Any Jersey government intervention should ideally take into account the knock-on effect (if
any) on the actions of governments in the consumer jurisdictions. This could be both positive
and negative, in so far as action that could be seen to be limiting the impact on the tax loss in
consumer jurisdictions might possibly reduce the probability of unilateral action that would
undermine the viability of LVCR fuffilment. However, Jersey is not along in this and the action
of other L VCR jurisdictions may have an impact on Jersey (and vice versa).
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Summary and conclusion

The findings in this report highlight the importance of the fulfilment industry in terms of its
contripution to economic output, the labour market and tax revenues. The industry is
contriouting substantially to overall economic output and the strong anticipated growth in the
industry means that its share of total GVA is likely to increase during this year and next.
Currently, a significant proportion of GVA is generated by a single WWCC company, which
also produces the highest GVA/FTE. This is likely to be partly attributable to economies of
scale and the wider use of autcmation technology, which reduces the rsliance on labour
input and allows processing of a larger number of orders by a given werkforce, compared
with smaller companies. However, there may also be first-mover acvantages.

Although othar companies in Jersey are likely to be able to grow in size and, through
investment, increase their use of automation technology—thereby Izading to a higher
GVA/FTE—the existence of potentially high profits in the provision of fulfilment servicas
making use of the LVCR makes it possible that these profits may be competed away by new
entrants in Jersey, cr new entrants in other jurisdictions that can equally well make use of the
LVCR. Depending on the total size of the fulfiment market and the competitive dynamics
within the target retail markets (eqg, the UK), this may lead tc an increase in competition both
between and within jurisdictions with LVCR fulfilment incustries.

The fulfilment industry employs over 500 FTE employees with a large proportion of
elementary jobs that are relatively low paid and require relatively litlle skill. As a
consequence, while the industry is likely to be important for providing employment to certain
groups of the labour market of Jersey residents, it is unlikely to significantly contribute to
enhancing the skills base of the Jersey population.

The fulfilment industry’s contribution to the economy in terms of the tax generated is
estimated to be up to £4.8m in 2004. Due to the strong growth anticipated in the industry, this
Is expected to increase over the next two years. However, due lo the large proportion of low-
paid workers, personal income tax payments per FTE is likely to be substantizlly lower than
in other, higher-paying industries.

In addition, the report has considered a number of factors that may lead to an erosion of the
absolute or relative cost advantage of the Jersey fulfilment industry. If the fulfilment industry
mostly makes use of the spare capacity in the Jersey labour market and provides additional
job opportunities, its activity is likely to have no impact on wage inflation. However, if the
fulfilment industry competes with other industries for labour inputs, inflationary pressures
may develop. This may lead to an increase in employment costs, thereby reducing the
competitiveness of the industry and potentially the likelihooc of the industry staying in Jersey.
In addition, if the activity of the industry displaces other, potentially more valuzable activities,
the Jersey economy would suffer a net loss in terms of cutput and tax revenue.

The demand for commercizl land to build warshouses is anticipated to grow significantly over
the next two years. Given the availability of land due to the declne of the industry, the
expansion of the industry and the pressure on land prices is likely to depend on whether the
Planning Department will reclassify sufficient land as commercial building land to meet the
increase in demand.

An increase in terminal dues that UK Royal Mail charges for delivering mail by Jersey Post
would be likely to lead to a fall in savings accruing to fulfilment service providers in Jersey
and in competing jurisdictions.
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The most significant concern cf the fulfilment industry is that the LVCR threshold may be
reduced or removed altogether. While it has been suggested that, at current volumes, the
enforcement costs would outweigh potential revenues, this may change if volumes were to
increase. At what total volume of the market is uncertain; howsver, it is likely to be related to
whether enforcement costs increase slower or in line with volume.
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POLICY FOR THE FULFILMENT INDUSTRY

Introduction

1. Previous research on the nature of the fulfilment industry in the Island has thrown some light on the activity
at atime when it is attracting some negative publicity which is in danger of undermining the Island’s good
international reputation and integrity. The negative publicity is focusing on existing UK companies that are
switching the distribution of their DVDs/CDs through the Channel Islands to take advantage of the Low
Vaue Consignment Relief (LVCR - the EU approved mechanism for VAT exemption).

2. This paper sets out arevised policy that can maximise the benefit of the fulfilment industry while at the same
time not damage the Island’s international reputation or integrity.

The Economic Benefits

3. There are basically two types of activity within the fulfilment sector, although a number of companies
operate as a hybrid of the two activities. Whole Chain Companies (WCC) physically buy in and own the stock
and sdll the goods to the final customers. Third Party Service Providers (3PS) on the other hand provide
logistics or distribution services to other retailers. WCC receive revenues based on the total value of sales
whilst 3PS only receive revenues based on the service they provide, with the sales revenue going to the retail
company.

4. The Economic Growth Plan (EGP) has two key objectives: to generate £20m additional tax revenue and to
create high value jobs for local people. On purely economic growth grounds the dichotomy within the
industry means that the appropriateness of the two types of activity for the Island is significantly different.
The high value added per employee and significant tax contribution of WCC activity means that it is fully
complementary to the EGP and therefore should be supported by the States wherever possible.

5. 3PS activity contributes less significantly to either of the two key economic growth objectives and the States
should therefore be much more cautious about this type of activity. Significant growth in employment in this
sector poses two questions (assuming that licences will not be granted for significant non-local 1abour):

e Where will this labour be drawn from- the unemployed/new labour market entrants or other
industries/firms?
¢ Could the labour be put to more productive uses?

6. The answer to the first question is that while some of the existing employees might have come from the
unemployed or new labour market entrants there are greater concerns that further jobs growth will start to bid
up wages in this area and therefore undermine activity of al firms in the sector and possibly other sectors
such as tourism.

7. The very low value added per employee of 3PS activity also suggests that the labour could be put to better
use in other areas such as tourism and retail.

o

On pure EGP grounds the conclusion should be to support WCC activity but not to alow further growth in
3PS activity, where it requires significantly more labour.

Jersey’sintegrity in Financial and Commercial M atters

9. Theimpact of the fulfilment industry does not however, stop here. EGP issues also have to be balanced with
those surrounding the Island’s international reputation.

10. The selling structure which is adopted by the retailer is little better than a sham. The vendor, or the vendor’s
parent company, and the purchaser are both located in the United Kingdom. The goods, or some of them,



come from the United Kingdom, and are shipped to Jersey for a “sale” before being shipped back to the United

Kingdom for delivery to the customer. Jersey’s integrity in financial and commercial matters cannot but be
damaged by the use of the Island as part of such a selling structure.

The policy

11.

The appropriate policy (for further details see notes below) that meets both the Economic Growth Plan and
protects the Island’s international reputation and integrity is.

) Existing WCC should be supported, particularly those that are or have been majority beneficially
owned by Jersey principals.

(i) New WCC which are beneficially owned by Jersey principals will be supported.

(iii) With the exception of those companies trading in DVD/CDs into the UK market, high value hybrid
companies should be supported, where they do not involve UK companies diverting current business
through the Island.

(iv) There are some UK companies already operating in the DVD/CD market through 3PS. These
companies should have applied for licences, and any which have not will be required to do so.
Assuming that there is no ground for refusing a licence additional to those set out in this policy
statement, such companies will be granted time limited licences to alow them gradually reduce and
eventually to discontinue their activities.

(V) 3PS activities will be allowed to grow where they do not require significant additional labour and are
consistent with the Economic Growth Plan.

Notes

12.

13.

14.

WCC are as previously defined — companies that physically buy and sell goods to final customers and receive
revenues based on the total value of sales and are generally owned by locally qualified principals.

3PS are as previously defined — they provide logistics or distribution services to other retailers and only
receive revenues based on the service they provide, with the sales revenue going to the retail company.
Hybrids are fulfilment related companies that do not fit easily into either category but have a permanent
establishment with some or all of their core activities in the Island such as a head office, finance, purchasing,
marketing or customer service. Hybrids employ locally qualified people in high value jobs, make a significant
local tax contribution and stock is owned and possibly held by the local business. Their pick and pack
operations are likely to be carried out by a 3PS but could be done by the company itself. There could aso be
companies that operate as both WCC and 3PS.

Implementation

15.

For the policy to work:

o The Chief Minister’s department will undertake any international relations work.

e The Economic Development Minister will apply RUDL in the required manner*.

o Time limited consents will be issued for a maximum of 12 months from the date of this policy.

e The Economic Development Minister will seek to ensure that Jersey Post will comply with this policy.

*When considering any application, the Economic Development Minister is required under the Regulation of
Undertakings and Development (Jersey) Law 1973 (“RUDL”) to have regard to the need to regulate and manage
demand on the resources of the Island and to protect its integrity in commercia and financial matters.
Furthermore, the Minister has particular regard for the Population & Immigration Policy recommendations
adopted by the Statesin November 1997 and the States Strategic Plan 2005.

The Minister will make decisions in line with domestic legislation and policy. However, the Minister will monitor
the fulfilment industry and seek to ensure that alevel playing field is maintained with other jurisdictions.
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10.

11.

STATEMENT BY THE MINISTER FOR ECONOMIC DEVELOPMENT ON POLICY FOR THE
FULFILMENT INDUSTRY

In the last week there has been a flurry of comments made on the fulfilment industry in Jersey, with varying
degrees of accuracy. | want to inform members of the situation from Economic Development’s perspective
and make sure Members have accurate and correct information at their disposal.

At the outset, it is worth summarising exactly what current policy on the fulfilment industry is, recognising
that it that has arisen out of decisions taken by me as Economic Development Minster and the previous
Economic Development Committee.

In a nutshell, the current policy is to allow online retailing as whole to expand in the Island while at the same

only granting time limited licences to UK companies that simply use Jersey as a post box and divert their
business in CDs/DV Ds through the Island. By February 2007 these firms will no longer be granted a licence
to operate through Jersey.

It is worth explaining as to why policy focuses on curtailing the particular activity where UK retailers simply
divert their business through the Island. There are basically three reasons:
() Thistype of activity is damaging the Island’s reputation.
(i) Such activity isincreasing the probability that the UK will act to change LV CR to the extent that
all our fulfilment businesses will be undermined.
(iii) The economic contribution of such activity isvery low in terms of value added per person.

It is worth explaining these three reasons in a little more detail, as | believe it is important for members to
appreciate why | believe the current fulfilment policy is the right and only response in the Island’s best
interests.

On the first point, where UK businesses are simply allowed to use the Island as a means of exploiting LVCR
and avoiding VAT in the UK it does not portray the Island in the best light. We must endeavour to continue to
ensure that the Idland is seen internationally to conduct itself in a manner that has the highest integrity. Not to
do so undermines the future prospects of al businesses and particularly those operating internationally in the
Island.

On the second point, the greater the volume of CDs/DV Ds that are shipped from Jersey to the UK the more
likely it is that the UK will have to act to stem the loss of VAT. Where the increase in such volumesis due to
UK companies diverting their current business through the Island the need for the UK government to act will
only increase. Let me make it quite clear — if the UK does act then this will dramatically alter the fortunes of
nearly al our on-line retailing and fulfilment businesses in the island.

Finally, the economic contribution of what are now called 3PS (companies that provide logistics or
distribution services to other retailers) is very low — at £24,000 per FTE and equates to that of agriculture.
WCCs (companies that physically buy and sell goods to final customers) on the other hand have a very high
GVA/FTE of just over £100,000 - the highest in the Island outside the finance industry. Irrespective of any
international concerns the low economic contribution of 3PS in itself would influence the way in which |
apply RUDL to such businesses.

As Members can now plainly see there is clear justification for implementing the current policy and that
doing so isin the Island’s best interests both in terms of managing our economic resources and in maintaining
our high international reputation.

| also want to address a number of the inaccuracies that have been put forward as a way to justify criticisms
of the policy.

Firstly, there has been scaremongering suggesting that the current policy is costing jobs in the industry. The
Scrutiny Panel Chairman has highlighted concern of one particular 3PS which has been affected by the policy



implementation. With respect to the Chairman that is only example and it would be wrong for members to gain
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the impression that thisis representative of the whole sector.
Sir, | would like to give members some facts.

Since the introduction of the policy in February 2006, WCCs and 3PSs have continued to apply for staff. New
applications for online retail undertakings have also continued to be made.

Excluding the time limited licences granted to Jersey registered companies with UK principals operating in
the CD/DVD market and whose licenses expire in February 2007, a number of successful Regulation of
Undertaking decisions have been made.

) There have been a number of new businesses, all with locally qualified principals, who have
been granted licences with for the engagement of more staff.

(i) A number of other WCCs and 3PSs have been granted additional locally qualified staff.

| believe that the current policy, for the reasons already outlined provides greater security for the 650 people
that are currently employed in the industry as awhole.

Secondly, it has been asserted that the policy is based on incomplete data. The fact of the matter isthat it is
based on a thorough, objective and independent survey of the fulfilment industry conducted by the States of
Jersey Statistics Unit. There can be little doubt that the policy has been based on sound evidence, with the
appropriate attention to detail.

Thirdly, there has been a suggestion that the February 2006 policy has been an over reaction compared with
the previous policy. There is in reality only a minor difference between the two. The original EDC policy
froze UK volumes and the associated 3PS business at very low levels.

The February 2006 Policy which | announced tightened this approach by only granting time limited licences
to UK companies that just use Jersey as a post box and divert their business in CDS/DV Ds through the Island.
It required companies which did not have a license to get one. It also re-stated a policy which | believe had
not been strictly adhered to by the previous Economic Devel opment Committee.

| felt strongly that this tightening was necessary if the policy was to meet the objectives | have aready
outlined. The previous EDC policy was designed in such a manner that UK businesses would be unable to
expand business through Jersey from what were very low volumes and that this would mean they would stop
diverting business through Jersey. This would clearly have impacted on a number of 3PSs even without the
tightening of the policy.

Accusations have aso been made that the policy is an overreaction to UK pressure and at the same time that
it makes the Island appear to be weak internationally. Members will have seen the Hansard coverage of the
recent Early Day Motion debate in the UK Parliament on the issue, which | circulated to members last week.

It is clear from the statements made by the UK Paymaster General that neither of these accusations made by
Scrutiny and others can be correct. It is apparent the threat of action by the UK to change LVCR to the
detriment of the Island is both clear and present and that if Jersey had failed to act in the manner it has with
the current fulfilment policy that this threat would have been much gresater.

Secondly, the policy does not make Jersey appear ‘weak’ internationally. The Paymaster General has made it
clear that she would have liked sterner action by Jersey.

The current policy gets the balance right between acting to address international concerns but at the same
time maintaining a policy that is supportive of genuine Jersey on-line retailing businesses that do not assist
UK companies to avoid UK VAT. There is a minimal economic cost to the policy and at the same time it
reduces the probahility that the rug will be pulled from underneath the whole of our online retailing industry.
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Finaly, | would point out that despite a number of issues raised by the Economic Affairs Scrutiny Panel,
some of which seem to be based on a complete misunderstanding of the situation, the Panel was unable to
recommend any change to the current fulfilment policy or in fact a better way for policy to be implemented. |
take this as further evidence that the current policy is both appropriate and clearly in the Island’s best
interests.

| can assure members that | continue to keep the matter of online retailing under review. The Chief Minister
and | will continue to engage with Her Mgjesty’s government in the United Kingdom to explain the actions
we have taken locally and keep informed of their position.



Population Office, Regulation of Undertakings
Decision-making and appeals process

Subject to the provision of the Regulation of Undertakings and Development Law,
unless granted a licence so to do, no person shall —

@ commence a new undertaking;
(b) increase the number of persons engaged in an undertaking.

I
f an application is refused or a condition of a licence not accepted, the applicant has the following courses of
action:

. If they consider adecision is unreasonable, they should set out in writing

why they consider this to be the case with reference to the Regulation of Undertakings policy, and the Minister
will normally be prepared to

reconsider a decision.

. If they are able to provide additiona relevant evidence to support the application, the Minister will
normally be prepared to reconsider a decision,
based on such additional information.

The applicant may also request a meeting with the Minister to discuss the
application in person. In reconsidering, the Minister will normally seek the views of:

o Economic Development, Assistant Minister, and/or
o Chief Ministers’ Department, Assistant Minister, and/or
e TheHousing Minister.

The Minister will either maintain or amend his decision. The Minister will not
reconsider a decision more than once.

Should an applicant wish to undertake either of the above courses of action, they should write, within 2 months of
the date of the decision notice, to the Population Office, Regulation of Undertakings.

Should the applicant continue to be unsatisfied with the decision of the Minister once the above process is
compl ete, the following courses of action remain open:

1. Hearing by a Board of Administrative Appeal

An application can be made to the Greffier of the States for the matter to be reviewed by a
Board of Administrative Appeal. This procedure can apply to a decision made

by any Minister or Department of the States. It is provided by the Administrative
Decisions (Review) (Jersey) Law 1982.

If the Greffier of the States, after consultation with the chairman of the Administrative Appeals Panel, considers
the circumstances of the case justify areview by a Board then a hearing will be arranged. This will hear evidence
from both the complainant and the Minister. These proceedings are usually relatively informal and although a
complainant may wish to present his or her case with the help of an agent or adviser, thisis not strictly necessary.
After the hearing, the Board will report its findings. If it considers the Minister’s decision to be unreasonable, the
Board can request that the Minister reconsiders the decision. It should be noted that the findings of a Board are
not binding on the Minister, although the Minister will be required to justify their decision if they decide not to
follow the Board’s recommendations.

2. Statutory Appeal



Paragraph (7) of Article 6 of the Regulation of Undertakings and Development (Jersey) Law 1973 provides, so fe
asitisrelevant, that any person aggrieved by the decision of the Minister to refuse the grant of alicence or by any
condition attached to the licence, may appeal to the Royal Court. Such an appeal must be made within two months
of the date of the notification of the Minister’s decision in the matter, on the grounds that the decision of the
Minister was unreasonabl e having regard to all the circumstances of the case.

3. Judicial Review

I

f an applicant wishes to challenge the Minister’s decision, they are entitled to apply for leave to bring judicial
review proceedings. Whether an application would satisfy the judicial review criteria is one on which the
applicant should obtain their own independent legal advice. There is no set time for the bringing of an application
for leave to apply for judicial review, but an application must set out the grounds for any delay, and delay may be
aground for refusing leave to apply.

4, Subsequent Appeal

A decision of the Royal Court is binding on the parties, subject to the bringing by them of any appeal, doléance,
or other challenge. The determination by the Royal Court of a statutory appeal, or of an application for judicial
review, are both subject to appeal to the Court of Appeal. Appeals against decisions of the Royal Court taken in
administrative appeals are regulated by the Court of Appeal (Civil) Rules 1964. Appeals against decisions of the
Royal Court taken in applications for judicial review are regulated by the Court of Appea (Civil) (Judicial
Review) Rules 2000.

Decisions of the Court of Appeal are subject to appeal to the Privy Council. Copies of al the enactments referred
to are available on the Jersey Lega Information Board website www.jerseylegalinfo.je or from the States
Bookshop, the contact details for which are as follows:

Address: Morier House,
Halkett Place,
St. Helier,
JE1 1DD.
Telephone: 00 44 (0) 1534 441020
Fax number: 00 44 (0) 1534 441098
E-mail: statesgreffe@gov.je

The opening hours are 09.00 to 16.30 Monday to Thursday and 09.00 to 16.00
on Fridays.
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